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ABSTRACT

Through its significant proportion of overall demand for goods and services, public procurement
is increasingly relied upon as an attractive and feasible instrument to address various social goals.
A body of research has at the same time evolved around the concept of innovation as the engine
of economic growth and competitive advantage. While the existing literature supports the notion
that public procurement can promote innovation, little is known about the influence of public

distribution strategy on innovation.

Therefore, the current paper aims to examine the impact of the choice of public distribution
strategy, and more precisely the choice between wholesaler and third-party logistics solution, on
the development of innovations within medical device companies in Sweden. The research is also
intended to study if distribution strategies affect the type of innovation developed, i.e. product

versus process innovation.

Empirical findings demonstrate through a multiple case study that the use of a medical
wholesaler as opposed to a third party logistics solution alters the communication between
medical device companies, county councils and medical device users — which negatively affects
the source and market access of innovations. In addition, the increased procurement insecurity
and less defined standards, associated with the use of 2 medical wholesaler, ate found to inhibit
innovations. Other findings indicate that the medical wholesaler strategy is positively related to
medical device companies’ focus on process innovations. Finally, the results are summarized by

the development of six propositions for future research.
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1. INTRODUCTION

Chapter one is intended to introduce the concepts of public procurement, health care logistics, group purchasing and
their relationship to the development of innovation. The purpose is additionally to briefly illustrate the Swedish
health care sector, with a focus on public procurement. Finally, the section’s aim is to portray the study’s purpose,

research question(s) and delimitations.

1.1 BACKGROUND

The realization that public procurement has a significant impact on the affluence of nations has
lead to a proliferation of studies on the economical impacts of public procurement. Essentially,
public procurement has been the subject of extensive research since the beginning of the 1980’s
(Murray, 2007; Preuss, 2009; Rothwell, 1983; Uyarra and Flanagan, 2009).

Theoretical work emphasizes public procurement’s role in promoting sustainability through
initiatives by local procuring entities (Preuss, 2009; Walker and Brammer, 2009). Other
researchers have studied the procurement’s structure - in the essence of optimal degree of
legislative flexibility (Lidestam and Abrahamsson, 2010) and the role of transaction costs in a
public context (Brege, Brehmer and Lindskog, 2010). The literature further suggests that public
procurement can, through the support of top-mangers, be efficiently utilized to support minority
business enterprises (Carter, Auskalnis and Ketchum, 1999). Much of the public procurement-
related research appears to position public procurement as a sole concept. In other words, public
procurement is studied within its own context with little consideration to its complexity and
many processes. As argued later, however, although this proposition is intuitively appealing it is
not sufficient to illustrate the impact with which public procurement decisions can direct whole
economies. As an example, only in recent years has researchers recognized the role of public

procurement in promoting innovations (e.g. Aouad, Ozorhon and Abbott, 2009; Borins, 2001).

Similarly to public procurement, supply chain management is a commonly discussed topic among
researchers. A supply chain consists of production and distribution operations, comparable to a
network of processing centers and inventory stocking points that are linked by the transportation
of materials, and information systems (Powell et al., 1998). By tradition, the theoretical field of
supply chain management has been entirely dominated by the private sector and empirical
examinations of the public sector supply chains remain scarce. However, the management of the
public supply chain has gained importance in recent years and theories regarding its optimization
are emerging. Despite the topic’s current recognition some critics still suggest that the public
supply chain should remain uninvestigated —politicians are stated to be too concerned with
political affairs to efficiently manage a supply chain (Jansen, 2008). Nevertheless, especially health
care logistics and distribution strategies are becoming well scrutinized fields of research that
gained importance in times when hospitals and public institutions are forced to employ cost-
savings (Callender, 2011). As a result, health care managers are continuously searching for new

ways to contain costs without sacrificing quality (Kumar et al, 2008).



Within this research stream, researchers have studied public sector group purchasing (GPO),
often focusing on hospitals (Chapman, Gupta and Mango, 1998; Cleverly and Nutt, 1984; Nollet
and Beaulieu, 2005; Scanlon, 2002). A purchasing group provides additional value to its members
through their negotiation with suppliers, and reduces administrative costs as the negotiation
process is carried out by one organization, as opposed to many (Nollet and Beaulieu, 2005).
Researchers disagree regarding the true benefits of joining a purchasing group, Chapman, Gupta
and Mango (1998) conclude that in contrast to the suggested benefits, GPOs have had limited
success in rationalizing vendors and improving the way products are used. Their results are
supported by Scanlon (2002) who state that purchasing groups cannot guarantee lowered prices.
Regardless of the results, group purchasing is becoming increasingly utilized — especially within
the health care sector (Hovenkamp, 2002).

Redesigning supply chains is another commonly utilized vehicle when reducing costs within the
health care. Activities related to procuring, distributing and managing medical supplies essentially
account for approximately one third of the operating costs of health care facilities. Hence,
improvements in cost containments are often focused on the health care supply chain (Kumar et
al, 2008). Kumar et al (2008) conclude, in their research on health care supply chains in
Singapore, that executives often focus cost containment efforts to lower acquisition price of

supplies as opposed to lowering the total delivered cost.

Despite the relatively great attention paid to both public procurement and health care logistics
within the academia, there is comparably little research that has focused on the role of
distribution strategies within public procurement and group-purchasing, and how these two
academic fields in combination impact innovative companies. Specifically, there has been little
research on county councils’ change from providing medical devices through third-party logistics
to wholesaler distribution and the effect this change has on medical device companies’

development of innovations.

1.2 PROBLEM DISCUSSION

The average life expectancy of men and women in Sweden was in the 1960’s 71 and 74 years
respectively, 100 years later those numbers are expected to increase to 85 and 87 years (LIF, n.d.
b). The rising average life expectance, in combination with an increasing population, suggests that
health care will be one of the dominant sectors within the Swedish business environment in the
future (EIU, 2007). Despite the fact that the Swedish population is getting increasingly older, the
percentage of total cost of healthcare of pharmaceuticals and non-durable medical devices
decreased from 13.9% in 2001, to 13.2 % in 2008. At the same time, the health care’s shate of
GDP has increased steadily to account for 9.4 % in 2008 (LIF, n.d. a).

With the majority of health care provision being public, the Swedish public procurement is highly
regulated and managed through decentralized county councils (EIU, 2007). As previously stated,
the economical impact of public procurement can be of great importance and Sweden is not an
exception; the estimated annual value of the public procurement is SEK 500 billion. All
procurement is regulated in the Swedish Public Procurement Act (LOU), and the law is intended
to ensure that the county council use public funds to finance public purchases in the best way
possible (LOU, 2007). Despite the high degree of regulation, the county councils independently

choose how to manage the procurement.



Just like public procurement can direct the wealth of nations, innovations may have great impact
on countries’ wellbeing and prosperity. The European Commission has, as a result, suggested that
a future affluence in Europe should be ensured through the development of innovations (Blind
and Georghiou, 2010). At the same time, a discussion regarding how Europe can become more
innovative has driven the focus on how demand drives innovation. Consequently, the Swedish
government ordered in 2009 an Innovation Procurement Inquiry in order to come up with
proposals on how to increase the application of innovation procurement. The inquiry concluded
that all innovations should be innovation-friendly, i.e. procurement should be carried out so that

innovations are not excluded or disadvantaged (Jeppson, 2010).

In spite of the results of the previously mentioned inquiry there is no national innovation
procurement law or policy within Swedish health care field and the county councils are left
singlehandedly to manage their procurement (Jeppson, 2010). Moreover, these county councils’
revenues have since the mid 1990’s decreased as a result of reductions in the tax rate.
Consequently, county councils diminished their expenditures on health care in real terms by 1.5%
per year during the 1990’s (EIU, 2007). Accounting for a great fraction of the budget
expenditures, procurement is often reviewed when cost reductions are necessary, and the
councils are increasingly examining their distribution strategy. As an example, in 2010, by shifting
the common medical device procurement of Sérmland, Vistmanland, Orebro and Uppsala
towards a wholesaler distribution strategy a cost reduction of SEK 7.5 million annually was
achieved (Landstinget S6rmland, 2010). Moreover, a collective procurement of defibrillators for
Ostergétland, Jénkoping and Kalmar in 2009 saved the three county councils SEK 27 million in
procurement costs. The change resulted in lower administrative costs, lower purchase price and a
guarantee that patients in all councils would receive equal treatment (LIO, 2009). Another
example is the county council in Stockholm and their change in distribution strategy from third-
party logistics to medical wholesaler. That change resulted in cost reductions with SEK 35
million, according to the medical wholesaler (Swahn, 2011). At the same time, there are
conflicting opinions regarding the true cost savings of a change in distribution strategy.
According to Par Dahlgren, from the procurement organization within region Skane, their switch
in distribution strategy barely reduced their total costs (Dahlgren, 2011). In summary, the rising
share of health care costs of GDP in combination with the opportunity to reduce costs through
changes in the public distribution strategy undoubtedly put the focus both on the potential

savings, but also on the consequences of the change.

1.3 PURPOSE AND RESEARCH QUESTION

The present study aims to advance this line of research by analyzing the role of public
distribution strategies in promoting innovation within the Swedish medical device market.
Specifically, the focus will be on examining the effect on the choice between medical wholesaler
and a third-party logistics solution on Swedish medical device companies, with relation to the
development of innovation. The study is also intended to investigate how the choice of public
distribution strategy is related to the nurturing of various types of innovations, i.e. if the selection

of a medical wholesaler will direct process as opposed to product innovation.



1.3.1 RESEARCH QUESTION

s What are the Impacts of the Choice of Public Procurement and Distribution Strategy in Sweden, on
Medical Device Companies” Development of Innovations?

Sub-questions:

=  What are the effects on medical device companies’ development of innovations when
councils choose a medical supplies wholesaler over a third-party logistics solution?

® What is the relationship between choice of public distribution strategy and type of
innovation developed?

1.4 DELIMITATIONS OF THE STUDY

This study is focused on the relationship between large medical device companies and county
councils in Sweden. Due to time constraints, the research will focus solely on the organizational
view of public distribution strategies and disregards the medical supply users’ point of view. The
external factors affected by public procurement will be addressed, but each company’s research
strategy and internal drivers of innovation are excluded from the research in order to facilitate
unbiased results. Hence, the market factors and the subsequent relationships as opposed to

internal research and development facilities are illustrated.



2. THEORETICAL FRAMEWORK

The purpose of this chapter is to introduce the concept of public procurement, health care logistics and purchasing
groups and consolidations, and the characteristics of the same in relation to the development of innovation. The
section is also intended to highlight the characteristics of different innovations, with respect to a contextual
framework, while at the same time demonstrating historically validated public drivers of innovation. Additionally,
the chapter aims to illustrate the impact of purchasing groups on the relationship between buyer and seller, and

ultimately the innovation capacity.

2.1 LITERATURE REVIEW

In order to examine what factors drive innovation in medical devices it is first necessary to define
what medical devices represent. Medical devices are all instruments, apparatus, appliances,
materials or other products related to the medical and health industry, except pharmaceuticals.
The formal definition can be found in “lagen 1993:584 om medicintekniska produkter”, where
the purpose of medical devices is said to diagnose, prevent, monitor, and treat diseases but also
to alleviate an injury or handicap and replace or modify the anatomy. It is further stated that the
medical devices does not achieve its principal intended action in or on the human body by
pharmacological, immunological or metabolic means, but may be assisted in its function by such

means.

Examples of medical devices range from pacemakers, bandages, incontinence pads and insulin
pens, to contact lenses and surgical instruments. These products have in general a shorter
lifecycle than pharmaceuticals, thus suggesting a greater need for innovation and renewal within
the medical device industry (Eucomed, 20006). A comparison of the differences between medical

devices and pharmaceuticals can be found in Table 1 below.

Industry Young Long history
Firm size Small and Medium Multinationals
Means of Action Generally physical means Biologically active
Lifecycle Short Long

Cost of Distribution High Low

Cost of Training and Education High Low

Table 1: Comparison Medical Devices and Pharmacenticals (Encomed, 2006, p.2)

2.1.1 PUBLIC PROCUREMENT

Public procurement refers to “the acquisition of goods and services by government or public
sector organizations” (Uyarra and Flanagan, 2009, p.127). In general, government expenditures
account for approximately 30 to 50 % of total economic activity within an economy (Dodgson et
al, 2008). The management of procurement is thus an inherently sensitive issue; especially
regarding the great amount of public money it involves (Schapper, Malta and Gilbert, 2000).



The public procurement is regulated by laws and principles aimed to facilitate transparency,
accountability and attain value for money for citizens and taxpayers. The underlying reason
behind the detailed laws surrounding the procurement lies within the fact that the spending is
substantial, estimated to account for between 8 and 25 % of GDP (Walker and Brammer, 2009).
There is also an ongoing discussion regarding to what degree public procurement should be
regulated. A highly regulated procurement process suggests greater insight and ability to reduce
risks, while also opening up the opportunities to use the procurement as a vehicle to promote
certain economic activity. But there are also downsides to a highly regulated public procurement,
and those demonstrate a procedurally costly framework that is slow in adapting to changes, or
simply too complex for all suppliers to understand and thus participate in (Schapper, Malta and
Gilbert, 20006). Lidestam and Abrahamsson (2010), in their study on public procurement of bus
transportation, concludes that all parts involved in a public procurement will gain from less
detailed and more flexible procurement contracts.

Despite the degree of regulation, Murray (2009) concludes that public procurement could be
utilized in order to accelerate economic recovery after a recession. By focusing on short-term and
“multi-source” objectives the procurement reduces risk and promotes, in the long-run, superior
quality in products and services (ibid). This view is further supported by Uyarra and Flanagan
(2009), who conclude that public procurement is a multi-objective policy that is increasingly used
as a key vehicle forlocal economic development. Erridge (2007) distinguishes three sets of goals
that occasionally are conflicting: commercial, regulatory and soci-economic. The author, in his
study on public procurement in Great Britain, concludes that too much attention is paid to the
commercial and regulatory goals, often on the expense of the soci-economic goals (ibid).
Although public procurement has been subject to extensive exploration for many years, there is
little research on the role and impact of politicians (Murray, 2007). The core goals, prioritization
and resource allocation are set by politicians, yet Murray suggests that procurement managers

often carry out dysfunctional procurement strategies (ibid).

Public Procurement also provides a mean to contain costs for governmental bodies under
financial pressure (Eucomed, n.d.). But the pressure in conducting public procurement comes not
only from within. There are great tensions between the public expectations of high standards in
terms of governance and performance, and the external pressure from other stakeholders such as
businesses and independent politicians. Since there is no model for best practice of public
procurement the governments’ responses to the scattered pressure have varied; thus reflecting a
need for aid in addressing the management of public procurement (Schapper, Malta and Gilbert,
2000).

In contrast to ordinary commercial practices, the context within which the public procurement is
carried out is affected by a need to be transparent and accountable in the purchasing process.
Where supply and demand drive prices and trade in a free market, governments have additional
tasks in achieving social, environmental and other benefits in their procurement. Although
private enterprises may have other objectives than purely revenue, an innovation- or
environmentally friendly procurement is in most cases a choice rather than an obligation (Walker
and Brammer, 2009). Moreover, a private sector buyer often award contracts through negotiation

rather than open competitive tendering, which is the case for public procurement. The lack of



negotiation within the public procurement results in that the main information exchange between
the public authority and the companies is carried out ex ante (Waara, 2007). In summary, the
public procurement is an inherently complex process which is significantly different from

procurement within the private sector.

2.1.2 PUBLIC DEMAND AS A DRIVER OF INNOVATION

“The benefits of innovation can only be realized by fully understanding the components of the
whole innovation process that is based on knowledge acquisition, transformation, and diffusion”
(Aouad, Ozorhon and Abbott, 2009, p. 389).

Innovation can in general terms be defined as the creation and adoption of new knowledge to
improve the value of products, processes, and services (Aouad, Ozorhon and Abbott, 2009). A
similar definition state that “innovation is the successful commercial exploitation of new ideas”
(Dodgson et al, 2008, p. 2). The ability to manage these idea commercializations is a core
competency in many companies and involves managing innovation strategy, innovation

communities, research and development, new product and service development, operations and
value delivery (Schilling, 2010).

However, the creation of innovations within organizations is increasingly recognized as highly
dependent on the external environment, and the traditional in-house theories are being replaced
by open-innovation and national innovation systems (Aouad, Ozorhon and Abbott, 2009). As an
example, evidence suggests that countries that are innovative enjoy higher productivity and
income, compared to less innovative ones (Dodgson et al, 2008). Traditionally, the research on
the external environment’s impact on innovation has been focused on the role of universities and
the creation of industry clusters (Ibrahim and Fallah, 2005). Nevertheless, besides supporting
innovations through research and development at universities, innovations can be supported
through governments’ procurement policies (Dodgson et al, 2008).

In terms of benefits derived from pursuing more research and development it is, within the
literature, emphasized that innovations are crucial for the development and success of economies;
hence, also the focus of political power and interest in many regions (Uyarra and Flanagan, 2009).
For example, in the recent European Union 2020 strategy, the European Commission relies
heavily on innovation as the core driver of economic growth (Blind and Georghiou, 2010). The
focus on the promotion of innovations on a national level has resulted in the adoption of new
innovation policies throughout Europe. In e.g. the U.K., the government introduced what is
referred to as “innovation platforms” that are created to better integrate technologies, and
coordinate policy and procurement. One key aspect of the innovation platform is to link research
to the market through procurement, and the universities’ cooperation with companies is stated to
underpin this development (Aouad, Ozorhon and Abbott, 2009).In a report on drivers and
impediments for innovations in Europe, Blind and Georghiou (2010) identifies the universities
role in basic research, the importance of a well-developed patent system and a system that is
based on merit selection. The market’s role in influencing demand and motivating companies to
launch their investments in innovative activities is another emphasized requirement driving
innovation in Europe.



The explanations to why public procurement is such a powerful tool in promoting innovation are
many. Because of governments’ great budgets and sheer size they can take on high levels of risks,
and support uncertain, innovative projects and smaller, innovative firms through their
procurements (Dodgson et al, 2008). Moreover, the governments’ introduction of various
regulations and standards, e.g. environmental, provide a key source for new ideas and innovations
(Schilling, 2010). As an example, Nidumolu, Prahalad and Rangaswami (2009) conclude that
companies should use the compliance to environmental regulations as an opportunity to
experiment with new technologies, materials and processes. The research further demonstrates

that sustainability in businesses will become the main driver behind innovations in the future.

Additionally, Cabral et al. (2006) concluded that the public authorities can promote innovation
through the creation and enlargement of markets for new products, facilitating the adoption of
new standards and changing the market structure so it becomes more beneficial for innovations.
Importantly, the enlargement of markets may provide incentives for companies to invest in
research and development and thus promote innovations both directly and indirectly (Blind and
Georghiou, 2010; Uyarra and Flanagan, 2009). Shortage of labor, global competition, need to
respond to the economic environment and the regulatory environment are other factors pointed
out as important innovation drivers (Aouad, Ozorhon and Abbott, 2009). Geroski (1990) studied
the efficiency of publicly driven innovation and concluded that certain conditions must be
fulfilled in order for innovations to successfully emerge from public requirements: establishment
of high standards, a definition of a clear set of needs towards which R&D efforts can be directed,
the provision of a market for the products at an early stage of the product life cycle and
encouragement of competition. These factors are supported within many other researchers’
studies (Blind and Georghiou, 2010; Cabral et al., 2006; Uyarra and Flanagan, 2009).

Finally, it is recognized that the pure development of knowledge within organizations is not
sufficient to promote innovations; one must instead focus on the commercialization aspect of
innovation (SOU 2010:56). Based on this, Ibrahim and Fallah (2005) make a distinction between
invention and innovation. “Invention is the process of discovering or creating a new “thing”’—a
new product or a process. If this new “thing” is developed and successfully introduced into the
market, it becomes an innovation” (Ibrahim and Fallah, 2005, p. 34). It is within this latter
process that public demand may have a great impact. There are many explanations to why most
new products fail in the market place; among them is the risk of being overpriced, not meeting
technical specifications or not meeting the users’ needs (Dodgson et al, 2008). By creating
demand for new products, public procurement can aid companies in the commercialization
process of innovations (SOU 2010:56).

Public demand is, in conclusion, one of the greatest external drivers of innovation and affects the
innovativeness through the support of high-risk projects, creation and enlargements of markets
and change in market structure. Essentially, public procurement may aid companies in the

commercialization process of the innovations and thus prevent market failure.

2.2 DRIVING PRODUCT VERSUS PROCESS INNOVATION
As previously stated, public procurement is an important tool in promoting innovations.

However, it is necessary to specify what type of innovation that is supported in order to optimize



a national innovation strategy. With the roots in an extensive definition, innovation is in broad
terms anything that brings new value to products, processes and services (Aouad, Ozorhon and
Abbott, 2009). The types of innovations can consequently range from quality improvements,
efficiency enhancements and totally new products, to improvements in a product’s sustainability.
It is further of value to establish if the innovation within the firm is competence-enhancing or
destroying. A competence-enhancing innovation builds on the company’s existing knowledge and
skills. If the innovation, on the contrary, is not built upon existing technology or makes the
technology obsolete the innovation is said to be competence-destroying (Schilling, 2010). The
innovation can, on another dimension, also be categorized as either radical or incremental
(Dogson et al, 2008).

Regardless of a categorization, a commonly utilized distinction separates product and process
innovation. Athey and Schmutzler (1995, p. 26) state that “product innovation is formalized as an
upward shift in the demand curve, whereas process innovation lowers the marginal cost of
production”. Mantovani (2005) supports this definition and state that process innovation is
concerned with cost-reductions, while product innovation is characterized by a new or improved

product.

Within the literature, the origin of each type of innovation is discussed by several researchers and
it is suggested that these are driven by different factors. Process innovation involves investments
in how companies manage knowledge, capabilities and resources and is often associated with the
introduction of new machinery and the adoption of new production processes. On the contrary
to investing in new machinery, investments in close organizational integrations are required for
product innovation. It involves a minimization of organizational reporting layers and the
encouragement of cross-divisional links between R&D, operations and marketing (Dogson et al,
2008). The role of the manager is further emphasized as crucial for product innovation, often in
combination with the utilization of some form of project management technique (Schilling,
2010).

Weiss (2003) suggest that the choice between product and process innovation is dependent on
the degree of competition within the market. When competitive is severe, companies favor
product innovation to produce substitutes, while with a less intensive competition companies
focus on process innovation. Dodgson et al (2008, p. 262) state that process innovation is driven
by “the need to find ways to manufacture and deliver new products and processes, improve
operational productivity and quality, and to comply with regulations”. In a research paper by
Thompson and Waldo (2000) it is stated that process innovation, which results in reduced
production costs, can be readily measured by existing techniques of data collection whereas
product innovation, which results in new or improved products, can only partially be explained

by existing techniques.

Occasionally, product and process innovation can occurin tandem, i.e. they drive each other. For
example, a product innovation may require that the production processes changes, and vice versa
(Schilling, 2010). In summary, product and process innovation may occur simultaneously and a
separation between the two is not always feasible. However, there are aspects when the two types

of innovation differ: in terms of the required investments and the ultimate outcomes.



2.2.1 DRIVING SPECIFIC INNOVATIONS: THE CASE OF GREEN INNOVATION S

By examining both process and product innovation in detail it becomes evident that each in itself
contains a variety of different innovation subtypes. An innovation within both product and
process can, among other things, be directed to achieve cost-efficiencies, higher quality or greater
sustainability (Dodgson et al, 2008). Essentially, the variety in innovation types filters down to a

core question: what factor within public procurement drives each type of innovation?

The research within this field is very limited, and the majority of the studies are focused on how
public procurement is used to support green innovation (Preuss, 2009). A second stream of
research regarding procuring to promote a specific type of innovation examines innovation
within small and medium sized enterprises (SMEs). Carter, Auskalnis and Ketchum (1999)
conclude that in order to promote procurement and innovations within SMEs, the support of the

procurement’s top management is essential.

In terms of promoting green innovation, Qi et al (2010) concluded in their study on 123
constructing companies’ implementation of green innovation practices that government
regulations is one of the two most important drivers of innovation. This statement is further
supported by many experts that shifted focus from the internal requirements for innovation to
the demand-driven innovation processes where governments have a key role (Uyarra and
Flanagan, 2009). One example is Aouad, Ozorhon and Abbott’s (2009) continued study on the
constructing industry which identified environmental concerns as one of the main drivers for
facilitating innovation within the industry. In terms of barriers to procure ina sustainable manner,
Walkerand Brammer (2009) in their article on sustainable procurement in the U.K. conclude that
among the barriers that exist cost is leading. The authors further conclude that top-management
support is the most important facilitator of green procurement. Carter, Auskalnis and Ketchum’s
(1999) research on procurement from minority business enterprises is consistent with these
findings. Environmental innovations are thus supported through environmental product
requirements, environmental purchasing policies and the encouragement of suppliers to pursue
environmental friendly operations. Other direct initiatives consists of procuring from local
suppliers only, encouraging ISO certificates, assessing sustainability risks of suppliers and
launching sustainability awards for suppliers (Preuss, 2009).

In summary, it is evident that the underlying procurement goals are crucial in order to direct the
procurement towards a specific aim. Whether it is a more sustainable community, innovations
within SMEs or reducing employment as in “the Northern Ireland Unemployment Project” in
Erridge’s (2007) research, an alignment of goals and processes, in combination with support from

procurement managers, is important for successfully driving public procurement goals.

2.2.2 PUBLIC SECTOR SUPPLY CHAINS AND HEALTHCARE LOGISTICS

Supply chain management (SCM) is a widely discussed theoretical field that has been scrutinized
by researchers for decades. SCM is most commonly cited as the process of planning,
implementing, and controlling the flow of goods and information from point of origin to point
of consumption (Bowersox, 2010). Regardless of its attained attention within the academia, many
researchers are focused entirely on private companies’ various logistics strategies and neglects to
recognize the public supply chain and its characteristics (Callender, 2011). Public supply chain
management can be defined as “the co-ordination of all parties involved in delivering the
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combination of inputs, outputs or outcomes that will meet a specified public sector requirement”
(OGC, 2005).

The public supply chain can be both inbound and outbound. The inbound supply chain is the
supply chain where suppliers delivery goods into the public organization to support its
operational objectives. The public outbound supply chain is, on the contrary, directed out from
the public sectors towards the end consumers and serves a wider, external objective. The latter is
associated with health care logistics and distribution strategies of e.g. medical devices to hospitals
and patients (OGC, 2005). The confusion between private and public supply chains reflects the
increased complexity a public supply chain often suffers from. Callender (2011, p. 14) concludes
that “public sector supply chains not only contain both direct and indirect links between buyers,
sellers, a range of intermediaries including logistics providers and members of the financial
services sector, they also carry both political responsibility and the burden of public scrutiny”. In
a study on a proposed public sector supply chain forum Mellor (2005, p.53) states that “at this
point in time there is clearly confusion about the roles of procurement and supply-chain and as a
result there is the potential for missing additional benefits”. This view is further supported in the
report by OGC (2005) where it is concluded that the public authorities should encourage a better

understanding of supplier management, while at the same time increase the transparency.

Within the health care sectors, the focus of supply chain management is on the logistics and the
transportation of goods and services in and out of hospitals (OGC, 2005). Managers of health
care supply chains have traditionally perceived their supply chains radically different from the
managers within the manufacturing industry, a consequence of that the output and production
schedules cannot be as easily controlled (Kumar et al, 2008). As in the case for private supply
chains the type of public logistics strategy can take many forms. A third party logistics (3PL)
solution is one form, and it is associated with the provision of comprehensive logistics services,
see Figure 2 (Sink et al., 1990).

Inventory and Logistics ‘ Customer Service '
& nformation Flow -
Management :

Information

Flowr

Warehousing ‘ L Material Flow [t [ Transportation ‘

Figure 1: Categorization of 3PL. functions (V aidyanathan, 2005, p. 91)

Importantly even the third-party logistics solution can, within itself, take many forms as the
services offered vary greatly from case to case (Frankenberg, 2011). In the literature, researchers
have focused on examining the relationship between service capability, operational performance
and financial performance of 3PLs. There are many benefits of using a third-party logistics
solution, which can be related to the mere scale of the third party’s operations. A logistics
provider is in essence able to provide warehousing on demand, transportation expertise, perform

assembly and store inventory — in a short amount of time (Frankenberg, 2011). Hence, many
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companies use a third party logistics solution to increase efficiency by allowing them to focus on

their respective core competencies (Vaidyanathan, 2005).

Next, another form of strategy is to utilize a wholesaler. A medical wholesaleris a medical device
company that purchases a diverse product portfolio from various producers or vendors,
warehouses them and resells them; see Figure 2 (Business Dictionary, n.d.). A common feature of
a medical wholesaler is the centralization of supply and inventory, which often results in lower
price-pet-item due to greater volumes purchased and an efficient distribution system (Swahn,
2011). Additionally, some medical device wholesalers also produce and distribute their own,

private label brands (Onemed, n.d. b).

\ Supplier 1 ’ i Supplier 2 ‘ ‘ Supplier 3 ‘ ‘ Supplier 4 ‘
Inventory and Logistics k
Centralization
Hospital1 | | Hospital2 ’ ‘ Hospital 3 ‘

Figure 2: Medical Wholesaler Supply Chain (Kumar et al, 2008)

2.3 PURCHASING GROUPS AND CONSOLIDATION

In the literature on health care, purchasing groups refers to organizations that negotiate and
purchase medical devices and services on behalf of their members, often hospitals (Hovenkamp,
2002). Essentially, purchasing groups are intermediaries in the supply chain for pharmaceuticals
and medical devices (Weinstein, 2002). The phenomenon is often referred to as “group
purchasing organizations” (GPOs) and is since the beginning of the 1980’s widely discussed
(Chapman, Gupta and Mango, 1998; Cleverly and Nutt, 1984; Hendrick, 1997; Nollet and
Beaulieu, 2005; Schneller, 2000; Weinstein, 2002).

Two of the most prominent features of a purchasing group are that they, similar the previously
mentioned wholesalers, provide additional power to its member in the negotiation with suppliers
and reduces administrative costs (Nollet and Beaulieu, 2005). By pooling the purchasing volume
the GPOs can negotiate lower prices with the vendors and thus offer discounts to hospitals
because of sheer size (Chapman, Gupta and Mango, 1998; Scanlon, 2002). Hovenkamp (2002)
state that GPOs reduce the per unit transaction costs as the administrative work of handling

orders and suppliers is bundled together.

There are opposite opinions within the literature on the actual positive outcomes of GPOs.
Chapman, Gupta and Mango (1998) highlight that GPOs have relatively little impact on the
standardizing of products and rationalization of vendors; two activities that often are pointed out
as crucial when reducing vendor prices. The authors further state that, with GPOs, hospitals are

left unaided in their search to improve the way the products are used. Beyond this, purchasing
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groups constitute an additional link in the supply chain which increases the distance between
buyers and sellers (Nollet and Beaulieu, 2005).

Scanlon (2002), in his study on 11 hospital, share this view and concludes that there is little
evidence that large purchasing groups actually lower the costs for hospitals. It is instead suggested
that purchasing groups disregard smaller manufacturers of medical devices by limiting their
connection with the hospitals — something that finally could result in that patients are not being
provided with access to new, innovative medical devices (Scanlon, 2002). Weinstein (2002) states
that GPOs have, through engagements in non-competitive practices, turned the American market
for medical products into a bilateral oligopoly. The author further highlights the many possible
anti-trust lawsuits that the GPOs are facing. Another potential negative consequence of using
GPOs is that number of purchased brands is reduced, which could have a negative effect on the
fit between patients’ needs and the medical device (Hovenkamp, 2002). Despite the discussion on
the actual benefits of a GPO, it is a commonly utilized mean within large markets for healthcare
such as the United States (Chapman, Gupta and Mango, 1998).

2.4 OPERATIONALIZATION INNOVATION INDICATORS

This section is intended to highlight and illustrate the utilized measures and the indicators used to answer the
research question. Importantly, the indicators employed were derived from the literature review and the interview

with the industry organization Swedish Medtech.

The creation of measures of the concepts examined is referred to as “operationalization”. The
present research will operationalize each literature concept through employing direct and indirect
“indicators”. An indicator is “a measure that is employed to refer to a concept when no direct
measure is available” (Bryman and Bell, 2007, p. 570). Since there is no previously employed and
validated set of measutres and indicators within this field of research, each indicator will be
derived from the literature review and case interviews, where key concepts that affect innovation
through public procurement are summarized. From the literature review and the research on the
empirical setting, it is also apparent that the overall research question comprises several different
dimensions (e.g. purchasing groups, distribution strategies, promotion of innovations) and these
dimensions must addressed in order to fully grasp the effects. Consequently, the study will make
use of multiple-indicator measures since this approach ensures that a wider range of aspects

become illustrated and thus increase the validity of the findings (Bryman and Bell, 2007).

In order to examine how the choice of public distribution strategy affects the development of
innovations in medical device companies the measures are divided between two sub-dimensions
that are evaluated against a 3PL and wholesale distribution strategy (see Figure 3). The reasons
that underpin why these dimensions where chosen as the two primary lies within each
dimension’s impact on innovation. In essence, the first sub-dimension (the market channel)
assesses the overall impact on the development of innovations in medical device companies
whereas the second dimension (the innovativeness) evaluates the character of the promoted
innovation. The combination of these two dimensions is essential in order to assess the research

question in whole.
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Figure 3: Overview Indicator and Measure Structure

Through the literature review a set of aspects that affect innovation within public procurement
became apparent, which filter down to the promotion of various innovations (i.e. process versus
product innovation). At the same time, an initial interview with Swedish Medtech revealed that
the structure of the market channels within the Swedish medical device market is of great
importance to the promotion and creation of innovations (Wennerberg, 2011). As a result, the
research question is divided into two separate fields. Importantly, each indicator has been
developed to examine the impact of not only public procurement, but also health care logistics
(i.e. public distribution) and purchasing groups (which is illustrated in Figure 3).

The first sub-dimension contains factors that affect the market channels of medical devices. The
Swedish market channel for medical devices is illustrated in Figure 5. By examining the figure it
becomes apparent that the relationship between the county councils and the medical device
company is affecting how and if innovations reach the market. Hence, the first two indicators
developed concern how the choice of distribution strategy within each county council impacts

the relationship’s frequency and strength:

1. Relationship medical device company — county council
2. Relationship county council — medical device company

In terms of assessing the frequency and strength of the relationships, which is indicated to have a
positive relationship with the firms’ incentives to bring innovations forward, the frequency is
equivalent to number of hours of contact while the strength corresponds to perceived quality of
the relationship. The perceived quality of the relationship will be assessed from both a county
council and medical device company perspective, with an emphasis on the latter since it is more
dependent on the former. The focus within this set of indicators is on evaluating if the public
distribution strategy alters the relationship between the county council and the medical device
companies, and subsequently change the many ways in which innovations can be promoted. In
terms of the indicators, two are used to fully grasp the width of the communication, i.e. the easy
with which medical device companies perceive they can contact and communicate with county
councils regarding e.g. a new product and, in the opposite direction, how easily county councils
can communicate e.g. procurement notices and product needs to medical device companies. In
the case when a medical wholesaler strategy is employed, the measures will assess the relationship

14



between wholesaler and county council as well as the relationship between the medical device

companies (i.e. the supplier) and the wholesaler.

Related to this dimension is the fact that Swedish medical device companies are greatly
interrelated with the users of their products, i.e. nurses and doctors. The Swedish law requires the
medical device companies to educate the users, and many companies experience the direct
contact with the nurses as an important source of innovation (Wennerberg, 2011). Within the
literature, Schilling (2010, p. 23) highlights the great impact users have as a source of innovation
and states that “users often have both a deep understanding of their unmet needs and the
incentive to find ways to fulfill them”. Hence, the next set of indicators will evaluate how public
distribution strategies affect the relationship between the medical device companies and their

users:

3. Relationship medical device user — medical device company

4. Relationship medical device company — medical device nser

The frequency and the quality of the communication will be attended and this will be executed in
the same manner as mentioned for the previous indicators. The aim is to find out if there is a
difference between 3PL and medical wholesaler in how easily users can contact medical device
companies if they have a new idea regarding a product and in the opposite way, how easy the
medical device companies can contact users to gain information or introduce a new product.
However, since medical device companies receive information from the product users that later
can be utilized in new product development and there is no equivalent gain from the relationship
to the users, the research will focus solely on the companies’ perceptions and disregard to
interview the users. In brief, the derived indicators will be devised through a series of questions
within the interview schedule (see Appendix), towards county councils, a medical wholesaler and
medical device companies. Because of limitations in time and scope, the medical device users will

not be interviewed.

The second sub-dimension encloses the factors that have an impact on innovativeness and the
type of innovation developed (see Figure 3). These factors, derived from the existing literature,
indicate that public demand and procurement can affect the innovativeness of companies in
various ways. Hence, four main indicators were included in order to obtain more accurate
findings. The factors that were either most often pointed out as innovation drivers, or were
evaluated as the factors with greatest impact per se and subsequently will be used as indicators,

are:

1. Establishment of high standards (Cabral et al, 2006)

The establishment of high standards concerns both county councils and medical wholesalers’
utilizations of high standards, and if there is a difference between how the organizations use and
view product standards. Importantly the type of standards (e.g. environmental or aesthetical) will
be evaluated. To solely establish standards is not enough to drive innovation; therefore the
medical device companies’ perceived need to reach certain standards will also be paid attention.
In order to direct what effect it will have on type of innovation developed, the companies’

15



perceptions of the consequences in terms of product range offered and focus of research and

development will be assessed.

2. Pre-creation of markets (Blind and Georghiou, 2010; Geroski, 1990)

The pre-creation of markets will be evaluated by assessing to what extent county councils ensures
sales of newly invented medical devices and encourages innovative products in their procurement
notices, and if there is a difference between the county councils of the same. The frequency of
the county councils’ requests for products that does not yet exist will also be evaluated. Beyond
this, the companies’ perceptions of the same will be illustrated and to what extent the companies
take action, i.e. the impact a pre-creation of market has on their incentives to commercialize a

product, on product requests.

3. Encouragement of competition (Geroski, 1990; Uyarra and Flanagan, 2009)

A boost in competition between medical device companies can spur innovation (Uyarra and
Flanagan, 2009). Hence, this indicator is concerned with how the county councils and the medical
device companies perceive that competition has developed in relation to choice of public
distribution strategy. With regard to this, questions concerning the medical device companies’
response to an increased competition and its effect on the incentives to innovate are assessed. It
is also important to establish if the county councils consciously paid attention to increasing

competition through their procurement.

4. Definition of clear set of needs towards R&>D efforts can be directed (Geroski, 1990)

Finally, the establishment of clear medical device needs, e.g. functional and/or aesthetical, is
important to examine since this may impact the incentives to innovate for the companies
(Geroski, 1990). First, it is of great importance to gather knowledge regarding if county councils
define needs differently when they utilize a 3PL solution versus a wholesaler distribution strategy.
Next, the corporate view must be examined and this will involve addressing to what extent
companies perceive that a clear set of needs are defined by the county council. Again, the focus is
on potential differences between 3PL and wholesale distribution strategies. Finally, if other needs

are identified it is important to determine where these origin from.

In order to address these indicators a combination of interviews and analysis of secondary data
will be utilized. Importantly, the focus will be on the differences between 3PL and wholesale
distribution strategy. When applicable, the opinions of a medical wholesaler will also be examined
to shed light on each indicator.
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3. RESEARCH METHODOLOGY

The purpose of this section of the paper is to outline the research’s utilized research strategy, design and method.
Additionally, the purpose is to review the choice of case companies and councils, as well as empirical setting. The
chapter is finally intended to shed light on aspects such as the external validity and reliability of the findings, and

how these were made certain.

3.1 RESEARCH STRATEGY

Within research strategy, a qualitative approach is especially preferable when “the stress is on the
understanding of the social world through an examination of the interpretation of that wotld by
its participants” (Bryman and Bell, 2007, p. 280). Consequently, with the aim of understanding
what impact public distribution strategies have on medical device companies’ development of
innovations, a qualitative research strategy was applied. The qualitative approach enables
individual interpretations (attained from the medical device companies and county councils) in
terms of the context within which the research is conducted, which is suitable for a research
focused on the contextual and institutional influence. With a qualitative approach, individual
interpretations are also attained regarding how interconnections between participants in social
settings are evolving over time (Bryman and Bell, 2007), which is crucial when examining the on-
going, dynamic relationship between medical device companies and county councils.

The literature within the field of public distribution strategies and their effect on innovativeness is
very limited and there are consequently few valid measures to utilize. Without tested and valid
measures, a quantitative study is unachievable. Moreover, the development of generally applicable
data measures for a quantitative study was unfeasible given the decentralized structure of the
county councils and their individual organizational settings and strategies. Essentially, it became
evident that there was a great lack in public data which hindered a more extensive (quantitative)
data analysis. The fragmented characteristics of the medical device market and the intricate net of
distributors and suppliers are other factors that further add complexity to the development of
possible quantitative measures. The external validity of such measures would have been highly
questionable. Finally, a qualitative research strategy was chosen due to its favor for rich and deep
data. It was initially difficult to exemplify how a quantitative study could fully illustrate the
dynamic context and effects of the relationship between the institutional (the county councils)
and the corporate (the medical devices), in terms of innovativeness. The qualitative approach was

accordingly evaluated as the preferable research strategy.

3.2 LITERATURE REVIEW

In order to establish a theoretical basis for the analysis a literature review was in an eatly stage
carried out. The literature review’s purpose was to identify the most prominent theories within
each research field, which was achieved through the search of keywords within established
databases. From the literature, a set of measurements were derived that are explained in detail in

the previous chapter. The literature review’s purpose was also to highlight the most commonly
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employed research strategies and designs, and to explore the most suitable research method for

the study.

3.3 RESEARCH DESIGN

Since this research is focused on determining the consequences of public distribution strategies
for innovative, medical device companies this research applied a cross-sectional multiple case
study design in order to determine the nature of the effects. The reasons behind the selection of a
case study-design are multiple. First, a case study is preferable when the difference between what
is studied (the phenomenon) and its context is not clearly evident (Yin, 1984). The complexity of
the procurement process and the link between corporate and institutional organizations suggests
that the contextual impact is great, which further indicate that a case study is optimal. Second, the
purpose of this study is not only to illustrate the current state of public procurement of medical

devices, but to investigate “how”, i.e. the innovation consequences of the county councils’

b

distribution strategies, and for this a case study is more suitable than e.g. a quantitative survey
(Yin, 1984).

3.3.1 CHOICE OF EMPIRICAL SETTING AND CASE SELECTION

The empirical setting for the study was Sweden and there are several reasons why Sweden was
chosen as the optimal location. There is little previous research on public procurement, medical
devices and innovation in Sweden, perhaps due to the country’s longtime superiority in
innovativeness. Another potential reason could be the relatively minor domestic market of
medical devices in Sweden, which merely accounts for 1% of the global market (Wennerberg,
2011). Consequently, much of the previous research have focused on greater markets for hospital
and health care, such as the United States (e.g. Chapman, Gupta and Mango, 1998; Scanlon,
2002; Weinstein, 2002) and the United Kingdom (e.g. Preuss, 2009; Walker and Brammer, 2009).
Essentially, Sweden provides the ultimate context for promoting innovation through
procurement with is highly regulated public sector and low degree of corruption. While Sweden’s
great public sector justifies the context, the country’s diverse public distribution strategies
provided the ultimate micro research field for innovation studies. Thus, a combination of a lack
of previous research and great impact of the public sector made Sweden the empirical setting for

the study.

The companies and county councils that are included in the case study were selected based on
several criteria. First, the medical device companies were selected among the 150 medical device
companies that are members of Swedish Medtech, and that produces and/or distributes medical
devices in Sweden. Naturally, medical devices can range from complex technology driven
products such as a pacemaker to consumer products such as a plastic glove. The case companies
were therefore, to enable a viable comparison in data, selected based on similarity in product
range, i.e. companies that provided consumable medical devices such as catheters and hygiene
products. The next selection criterion was that the companies were innovation-oriented, either
through own research and development or through procurement of innovative products. Given
the character of the industry, i.e. relatively short product-life cycles, it is difficult for medical
device companies to have a competitive advantage in the long run without being innovative
(Eucomed, 2006). Hence, most medical device companies could be referred to as “innovative”.
Despite this fact, each case company was ensured to have an innovation-orientation through
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several criteria. First, the innovation focus was secured by examining that the companies’ vision
statements were focused on being leading in innovation. Additionally, it was ensured that the

companies had successfully launched a new product within the previous six months.

When determining the effects of public procurement on innovation it is important to take into
consideration that smaller companies are inherently different to larger corporations, which filters
down to their sensitivity to institutional pressure (Carter, Auskalnis and Ketchum, 1999). In order
to establish a rich illustration on the effect of distribution strategies, the companies selected were
required to be relatively dissimilar in terms of size (number of employees), origin, global
presence, managerial governance and product diversity. Hence, variations in corporate and
operational characteristics, and especially in size, were a prerequisite for the selection of case
companies. Next, each of the companies was required to depend on the county councils as their
major customer. By ensuring dependence, the study would be able to examine the effect of the
public procurement strategies, while disregarding market-related factors originating from other
customers. The interviewed medical wholesaler was chosen based on its superiority within the

Swedish medical device market, with contracts stretching over several geographical regions.

After the selection of case companies was made, the choice of informants within each case
company was determined. The participants were decided based on their experience and
knowledge of the company, their insight into the corporation’s sales strategy, contact with the
customers and their involvement in the management of public procurement. Preferably, the
interviewees would rate high on each of the previously mentioned factors. As a result the
informants that were interviewed had positions such as Sales Manager, Division Manager and Chief
Excecutive Officer.

Finally, the study focuses on three independent county councils. Importantly, the procurement
strategies within Swedish county councils differ greatly (on various levels) and a selection based
on similarity does not ensure a comparison, which traditionally would be the case. Consequently,
the selection of county councils for the case study was primarily based on each council’s
distribution strategy; one council has 3PL, one has a combination of medical wholesaler and 3PL
and one has recently chosen to maintain their 3PL distribution strategy. The intention of
choosing county councils with different distribution strategies was to provide a richer illustration
of the county councils’ procurement, and if found; examine the differences that exist — in relation
to the distribution strategy. Within each of the county councils informants with positions such as
Procurement Manager and Primary Health Care Manager were interviewed. These participants were
selected based on their great insight and impact on strategic procurement and distribution

decisions.

3.4 RESEARCH METHOD

The data for this research paper was collected through semi-structured interviews and secondary
data sources. The primary reason for this selection was that semi-structured interviews, as
opposed to unstructured, allow for a reduction in errors due to a reduction in impact of the
interviewer in the data collection. Moreover, multiple-case studies, such as this research, are likely
to employ some form of structure in order to ensure cross-case comparability (Bryman and Bell,
2007). The semi-structured interview does not however secure an error reduction to the same

extent as a fully structured interview. Yet, the semi-structure method was chosen due to its
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increase in flexibility that is crucial when assessing such a dynamic and changing relationship as
the relationship between public distribution strategies and innovativeness. A purely structured
interview method would hinder the assembling of knowledge as it dictates the boundaries of the

conversation (Bryman and Bell, 2007), and valuable information could thus have been lost.

Next, Bryman and Bell (2007) conclude that the more the researcher has a clear idea of how the
data will be analyzed and the more specific the topic is, the more structured will the interview be.
Public distribution strategies and its effect on the innovativeness of Swedish medical device
companies is a research field that has not been given much attention in the past, and the general
opinion on the development is thus missing. Hence, a fully structured interview would not be
suitable. As previously stated, public procurement in county councils differ widely and each
organization may be managed differently. Consequently, an entirely structured interview would
not enable the organizational differences that exist to be illustrated during the interview and
valuable information would be lost. An overview of the interview questions applied can be found

in Appendix.

The second source of data was secondary, qualitative and quantitative, data from public archives,
where procurement documents and reports were studied. The secondary data provided a
complementary source of information to the interviews, and was focused on the county councils’
procurement policies and publications of contract notices. The reason why these documents were
chosen lies within that they are the primary way in which county councils communicate their
procurement objectives and needs. To reduce biases only the most recent procurement policies
were used and historical documents were only applied if connected to a specific historical event

being studied.

3.4.1 ACCOMPLISHMENT OF INTERVIEWS

As previously mentioned, the interviews were semi-structured and contained a list of indicators to
be covered (i.e. an interview guide), plus an opportunity to develop the answers further by
extending the answers into other topics. The interview questions were carefully formulated to
fulfill the requirements of Bryman and Bell (2007) p. 365 and can be found in Appendix. To
reduce the effect of the researcher on the interviewees the interviews were all administrated by
the same researcher. Moreover, in order to facilitate as rich data as possible without any errors
related to misinterpretations, the interviews were conducted in the interviewees’ native language
(Swedish). The interviews were recorded and transcribed, where after the answers were translated
into English. From these transcription, specific or general issues that the interviewees proposed
as relevant to the relationship between distribution strategy and development of innovation were
identified.

The case companies were interviewed on site, at each company’s Swedish central office. The
county council representatives, on the other hand, were interviewed differently, depending on the
accessibility of the key personnel. Consequently, a combination of on-site and telephone
interviews was adopted when addressing the county councils. On the basis of the interviewees’

request the identity of the case companies will remain anonymous.
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3.5 EXTERNAL VALIDITY AND RELIABILITY

External validity can be described as the ability to generalize the results (Bryman and Bell, 2007),
and it was ensured in various ways. First, the sample of case companies were selected to replicate
the characteristics of medical device companies in Sweden, i.e. their size and origin differs. The
validity was further ensured by selecting responses from individuals deemed to be knowledgeable
of the aspects under scrutiny. The results show that all the informants interviewed held or had
previously been holding a managerial position, which in public procurement research often are
regarded as knowledgeable of these issues. Moreover, the impact of the external environment
during the data collecting was minimized by conducting the interviews in the informants’ natural
environment, i.e. their offices. Hence, disturbing factors such as noise, time and location were

reduced and should not affect the data gathering.

The reliability of the results concerns the repeatability of the measures used (Bryman and Bell,
2007). Since this is a qualitative study, retests and internal consistency tests were not feasible and
the reliability of the measures is instead resting upon their use in previous research. The
indicators concerning the relationship between the actors in the supply chain were derived from
an interview with Swedish Medtech, and were thus the only measures not validated in previous

research.
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4. EMPIRICAL CONTEXT

The purpose of this chapter is to illustrate the empirical context within which the research was carried out. The
empirical setting is Sweden, and the public procurement laws and process will accordingly be portrayed. The section
75 also intended to demonstrate the constructs of the Swedish medical device market and its market channels, and
the varions existing forms of distribution strategies. Finally, the chapter aims at portraying the recent development

of public distribution strategies among Swedish county councils.

4.1 PUBLIC PROCUREMENT IN SWEDEN

Sweden has in the past been successful in promoting innovations and was, in a recent report on
innovativeness in the European Union, ranked as the most innovative country with investments
in intangible capital competencies of 9% of GDP (Blind and Georghiou, 2010). With a tight
cooperation between state-owned enterprises such as SJ, Vattenfallsverket and Televerket,
Sweden has historically experienced an efficient supervision and promotion of innovations.
However, with deregulations and privatization the characteristics of the Swedish market has
become vastly different and the government must seek new ways to support innovations. A
response to this need is the basic principle that all procurement must be “innovation-friendly”
(SOU 2010:56; Uyarra and Flanagan, 2009).

4.1.1 PUBLIC PROCUREMENT REGULATIONS IN SWEDEN

The public procurement is in Sweden governed by the Swedish Public Procurement Act (LOU,
2007), which is based on the EU Directive 2004/18/EC concerning public procurement. LOU
essentially directs how the public procurement should be carried out, and five fundamental
principles are emphasized: transparency, equal treatment, non-discrimination, proportionality and
mutual recognition (Konkurrensverket, n.d. a). Sweden is, as many other countries, increasingly
subject to a growing European Union influence, specifically through EU public procurement
directives (Lidestam and Abrahamsson, 2010). Consequently, all contracting authorities must
follow the fundamental principles of the EU Council’s directives on public procurement
(Goteborgs stad, n.d.). The purpose of the public procurement laws is to ensure that
“contracting authorities use public funds to finance public purchases in the best possible way by
seeking out and taking advantage of competition in the relevant market in order to get a good
deal” (Konkurrensverket, n.d. a).In Sweden, the Competition Authority exercises supervision of
the procurement and provides information about regulations and rulings. Although the
procurement is overseen by a national public body, the procurement within LOU is referring to
procurement conducted by local government authorities, county councils, central government

authorities and certain public undertakings that do not conduct any of the operations belonging
to the utilities sectors (LOU, 2007).

Depending on what is being purchased, the public procurement is managed through a
decentralized structure where Sweden’s 20 county councils each manage their procurement.
Consequently, the supervision of the procurement differs greatly between the various councils’
chosen procurement strategy (Dahlgren, 2011). As an example the county councils’ procurement

in Dalarna, Vistmanland and Uppsala lin were in 1999 united into one unit:
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“Varuférsorjningen”. A supervisory public authority with representatives from all councils was
established and the procurement was carried out simultaneously for all the participating councils
(Varuférsorjningen, n.d.). Similar forms of procurement constellations can also be found in other

councils.

4.1.2THE PUBLIC PROCUREMENT PROCESS

The public procurement can be regarded as a six-phase process which is illustrated in Figure 4
below. On average a procurement process starts 12 -18 months before the procurement is
expected to be finished (Varuférsorning, n.d.).

Planning Procurement Process Contract Period
Need analysis & Ezxclusion of Qualification Asgrard of Standstill Follow up
Contract Document Suppliers of Suppliers Contract Period

Publication of Award Signing of
Contract Notice Decivison Contract

Figure 4: Overview Procurement Process (LOU, 2007)

The first steps compose of a need analysis, contract value calculation and the creation of a
contract document. When the value of the contract is established it is evident if the contract is
lower or higher than the threshold value, which inits turn has an effect on what rules that will be
applied. Within the contract technical specifications (e.g. functional requirements), principles for
evaluation or environmental and social requirements are stated. The suppliers can either be
evaluated based on lowest price, or on being most economically advantageous. The latter is often
dependent on a summary of factors such as quality, delivery period, environmental
characteristics, price, aesthetics, service and technical support (LOU, 2007). This type of

awarding is often referred to as “scoring-based competitive tendering” (Waara, 2007).

The next step is the publication of a contract notice, which can be published in several ways
depending on procurement procedure applied. In terms of communication between the councils
and the tenders, the contracting authority is free to choose means of communication, but it is

usually carried out by post or email (LOU, 2007).

After receiving offers from suppliers, the contracting authority excludes suppliers and determines
their suitability, to finally award the contract. In the process of determining a supplier’s suitability
the contracting authority examines which supplier that satisfies the qualification requirement that
were imposed for the procurement (Konkurrensverket, n.d. b). When the contracting authority
has awarded the contract, they must inform all the candidates and tenders in writing as soon as

possible. The tenders that were not selected then have an opportunity to appeal ( LOU, 2007).
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4.1.3THE SWEDISH MEDICAL DEVICE MARKET

Sweden accounts for approximately 1% of the global medical device market and is thus a
relatively small market. Despite its small size the estimated net sales account for SEK 76,833
billion annually (Wennerberg, 2011). The medical device industry is, opposed to the
pharmaceutical industry, characterized by a dominance of small and medium sized enterprises
(accounting for 80% of all companies) (Eucomed, 2006). In terms of development, the medical
device market is growing rapidly with a compound annual growth rate of the industry of 13.2%,
between the years 2002-2006 (EDM Service, 2011).

4.1.4 PUBLIC PROCUREMENT OF MEDICAL DEVICES

Sweden has a national, public health system that is highly decentralized. The government dictates
the basic principles for the health care, and then the directly elected county councils are
responsible for providing the health care. Approximately 85% of the healthcare is thus financed
through revenues from taxation (EIU, 2007).

The procurement process of medical devices follows the regulations that are stated in LOU and
is initiated with a need analysis. The usuallylength of the medical device contracts are four years,
occasionally with opportunities for extension. In contrast to more basic products, such as writing
materials and office supplies, where the functional requirements are less advanced the county
councils often consult with a group of references when procuring medical devices. These
reference groups consist of product users, nurses, doctors and other experts that have greater
knowledge in the subject. The reference group participates in four meetings during the
procurement process, which can stretch over a one-two year period. The reference group has
great authority in affecting what products characteristics that is required and how these will be
evaluated, and finally chosen (Varuforsorjningen, 2008). Occasionally, medical device companies

are invited to the councils to present their latest innovations (Wennerberg, 2011).

As a result, the need analysis for medical devices is a relatively time demanding process for the
councils. The needs and functional characteristics that are established for the procure ment vary
according to the degree of complexity of the product. Each requirement is then awarded a
weight, and the suppliers are evaluated based on the total amount of points they receive (VGR,
2009). As an example, when Stockholms Lins Landsting was procuring medical incontinence
devices in 2010 the products were required to, among other things, be produced by a plastic
material that did not contain PVC. Other factors required were that the medical device company
should provide education about the medical devices, have specific opening hours for their
customer service and be able to distribute devices within four workings days to the patient.
Importantly, some requirements are demanded in order to be considered as a potential supplier,
while other requirements are used as evaluation criterions when awarding the contract (SLL,
2009). Another example is a procurement carried out by Vistragotalands lin regarding the
procurement of catheters. Besides having product information in Swedish within the package, the
catheter’s surface was required to be hydrophilic (meaning a material that is wet and slippery for a
frictionless insertion) and the degree of friction should be indicated on the package (VGR, 2009).
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4.2 MARKET CHANNELS FOR INNOVATIONS WITHIN THE SWEDISH
MEDICAL DEVICE INDUSTRY

There is no national law regulating innovation procurement policies within the Swedish health
care and the Swedish Competition Authority recently declined the suggestion of a new law
concerning innovation friendly procurement. The main reasons behind this decision were the fear
of a too complex procurement process, which ultimately could result in a procurement exclusion
of small and medium enterprises, and a decreased intelligibility of the current procurement
regulation (Konkurrensverket, 2010; SOU 2010:56). Hence, the drivers of innovation within the

Swedish medical device industry are to be found outside the regulatory framework.

There are two main ways in which innovations reach the market within the Swedish medical
devices market (see Figure 5 below). The first channel is the company-driven innovation, where
companies through their R&D develop innovations and bring their new medical devices to the
county councils to assess if they can be procured (Wennerberg, 2011). This type of innovation-
driver is often categorized as a “direct” driver (Uyarra and Flanagan, 2009). Second, the county
councils can contact medical device companies with their needs of new products or product
improvements, and it is then up to the companies to produce the innovation (SOU 2010:56). The
latter is often referred to as “public technology procurement”, and occurs when the councils
place orders for products that does not yet exist, but which may be developed within a reasonable
period of time by e.g. more investments in R&D. The driving force behind innovativeness in this
category is of an “indirect” character (Uyarra and Flanagan, 2009). This phenomenon is also
referred to as “forward commitment procurement” and is suggested as a tool for promoting
innovation in Sweden (SOU 2010:56).
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Scenario1: ‘ Company Thoowation ; ) County Council : Innovative
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Figure 5: Market Channels for Innovations within the Swedish Medical Device Market

Accordingly, the drivers of innovation need to be divided within each subgroup. The company
driven innovation (scenario 1) features all the traditionally emphasized internal drivers of
innovation, such as: a team with high levels of trust, the formulation of innovation strategies, the
management of creativity, cross-border collaborations and industry clusters (Dodgson et al,
2008). The potential procurement regulatory influence on these factors is not as prominent as in

scenario 2, since these factors are managed within the organizational boundaries.

With “the forward commitment procurement” driven innovation (scenario 2), new standards and
needs (e.g. the need for a firmer material or less environmentally harmful plastics) provided from
the healthcare sector and politicians supply the companies with incentives to carry out research
and development, and ultimately develop innovations (Dodgson et al, 2008; Wennerberg, 2011).
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One great benefit for companies that are exposed to new requirements such as these is the
guarantee of a future market and thus revenues, which may justify expensive investments in R&D
(Blind and Georghiou, 2010; Uyarra and Flanagan, 2009). A mutual requirement for both
scenarios is the communication between the medical device company and the county council.
This communication is constituted of organized meetings, public announcements and means of

communication regulated in LOU (e.g. email) (Brundin 2011).

4.3 SWEDISH PUBLIC DISTRIBUTION STRATEGIES: WHOLESALER
VERSUS THIRD-PARTY LOGISTICS

After procuring the medical devices, a functioning logistics that transports the products from the
medical device company, to a storage area or inventory, hospitals and district health centers
alternatively directly to the end-users’ homes is essential (Brundin, 2011). There are three primary
ways in which the county councils can manage the distribution of medical devices, and the choice

of strategy is decided independently within each county council.

The first strategy is procuring the medical devices directly from the medical device company and
using a third party logistics solution (3PL) that organizes the logistics and transportation of the
devices, while the council often still owns and manages the device inventory (see Figure 6 below).
The third party logistics firm is a company that is specialized in distribution, e.g. Schenker or
Posten, but occasionally medical wholesalers, such as Mediq or Onemed, are also hired to carry
out the distribution (Wennerberg, 2011). The law of public procurement (LOU) is thus applicable
to the procurement of the medical devices, as well as the procurement of the logistics. In this
type of distribution strategy, the county council manages two public procurements (Swahn,
2011).
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Figure 6: 3PL. Distribution Strategy (Wennerberg, 2011)

The second strategy is similar; the only difference is that the county council itself carries out the
distribution, i.e. integrates forward in the value chain. In this case the county council often
organizes the distribution of medical devices with the distribution of other product categories, e.g

office supplies (Wennerberg, 2011).
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Finally, county councils can purchase medical devices and distribution from one organization, a
medical device wholesaler, which is very similar to a purchasing group (see Figure 7 below). The
medical device wholesaler offers a variety of products, and the county council’s contract
agreement with the wholesaler is thus much more extensive than a “normal” agreement, both in
terms of volume and number of articles procured. The medical wholesaler, in summary, offers
the market’s whole product range, manages supplier relations, organizes the logistics, manages

customer service and coordinates inventory (Swahn, 2011).
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Figure 7: Wholesaler Distribution Strategy (Wennerberg, 2011)

As a result, instead of having multiple contracts and procurements of different medical devices
and logistics solutions, the medical wholesaler offer a unified solution that only requires one
public procurement agreement (Onemed, n.d. a). Another consequence worth noting is the
change in application of laws. The procurement from the medical wholesaler is still regulated by
LOU, while the relationship between the medical wholesaler and the medical device company is
changed to a business-to-business agreement (Wennerberg, 2011). Through greater volumes and
an efficiently managed logistics the medical wholesaler can offer a mutual delivery for various
articles, which they market as “lowering the prices and being more environmentally friendly”
(Swahn, 2011). According to one of the greater medical wholesalers, a 3PL solution is less flexible
than a wholesaler distribution strategy since the medical wholesaler is not obligated towards the
supplier. It is further suggested that the total cost for the county councils is much higher with a
3PL solution, especially considering that many suppliers today appeal the procurement decisions

(ibid).

The majority of the county councils in Sweden use a third party logistics strategy, while the
wholesaler solution is least applied. Some county councils in Sweden use a combination of the
distribution solutions, and some councils have joined procurement (e.g. S6rmland, Vistmanland,
Dalarna, Orebro och Uppsala). For an overview of each county councils distribution strategy, see

Appendix.
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5. CASE STUDIES

The upcoming chapter is intended to ontline each of the case studies selected for the research. The chapter is divided
into three parts, where the first one portrays the medical device companies’ perspective. The second part’s purpose is
to describe the development from a county council point of view, and finally the chapter intends to examine the
opinions of a medical wholesaler and the Association for Medical Technology in Sweden. First, a short overview of
each organization’s operations will be illustrated. Next, the perception of public distribution channels and the effect

it has on the innovativeness of the medical device companies are portrayed.

5.1 MEDICAL DEVICE COMPANIES

5.1.1 COMPANY SIGMA

Sigma is a relatively large medical device company with around 2,000 employees, where the
majority is employed in Sweden. The total sales in 2009 amounted to SEK 3.9 billion, which was
divided between Sigma’s two main business areas: urology and dental care. Since the
establishment in the mid 1900’s the company has expanded internationally and can now be found
in 16 countries. Sigma relies heavily on R&D and spends a significant amount of its budget each
year on innovations, and the majority of their products are their own innovations. Their main
research and development unit is established in Sweden, but the company occasionally purchases

innovations from other companies.

5.1.2 COMPANY EPSILON

Epsilon is a medical device subsidiary that was founded in the early 1990’s, and is currently
employing around 40 workers in Sweden. The company is part of a global group, with more than
40,000 employees globally and the Swedish market’s importance is thus relatively small.
Epsilon’s product range consists of urology products, hygiene products (e.g. disinfectant), wound
products and stoma care (e.g. colostomy bags), and sales in Sweden estimate approximately to
SEK 300 million annually. Epsilon develops its own products through global innovation
networks.

5.1.3 COMPANY OMEGA

Since the start in the end of the 1960’s, the Nordic medical device distributer Omega offers
products within e.g. radiology, cardiology, intensive care and endoscopy. The Swedish branch
employs approximately 30 workers and has a turnover that estimates to SEK 160 million.
Importantly, Omega does not itself produce the medical devices but is instead a distributor of
medical devices with over 50 suppliers. The business model is centralized around marketing and
distributing the medical devices, which of many are produced internationally. The company
demands that its suppliers are highly engaged in research and development, and has a clear
environmental policy. The suppliers are both small and large medical device companies, most do
not want to have a business branch of their own in Sweden. Omega is an independent part that
engages in the procurement process with the county councils, and it is also Omega that has the

direct contact with the users of the products.
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5.2 CASE INTERVIEWS

5.2.1 DRIVERS OF INNOVATION

In order to facilitate a rich analysis it is first important to determine what drives innovation
within the companies. All companies perceive themselves to be innovative, and the Division
Manager at Epsilon state that with three to five innovations per quarter the force of innovation
within their company is great. The companies also are of the same opinion concerning that a key
source of innovations is the users of the products, i.e. doctors and nurses. The Chief Executive
Officer at Omega states that 90% of the innovations originate from other sources than the
company itself: “In general, most innovations are driven from the users”. The Division Manager

at Epsilon explains that innovation can arise in several ways.

There are essentially two ways that innovation is driven within our company: One driver is the
competence we built through working at the company and meeting the users. The second is
someone within the healthcare that has an idea regarding an area within the medical device area
where we are represented. They contact us and we write a contract regarding confidentiality, where
after we test to find out if the idea seems to be good and if we can produce it.

The distributer Omega has a relatively different outlook on the other factors that drive
innovation since they do not carry out any research and development on their own. Instead,
Omega constantly evaluates their suppliers to find the most innovative, but agree that the contact

with the usets is essential.

We often chose the smaller, more innovative companies. These companies are built on one single
innovative idea and have developed a product that is more or less ready to be launched. We often
take the product to the specialists we have within our network, that potentially could be interested

in the new products, and presents and discusses, directly with the users.

One of the managers explains that they have an internal benchmark, where they measure 55
countries on their innovativeness. Sweden is ranked as one of the worst countries when it comes
to publicly procure innovations. He points out that two of the reasons behind this are that the
county councils often procure the same products they had the year before and that the

procurement process is very time consuming.

There is also another aspect, and that is the Principal of Public Access to Official Documents. As
soonas you launch a new productin Sweden the competitors can get information about it, and that
results in that Sweden might not be your first choice when launching a new product.

5.2.2 THE DEVELOPMENT OF THE DISTRIBUTION STRATEGIES IN SWEDEN

The companies’ point of view regarding the development of the county councils’ distribution
strategies is of importance to evaluate how they are affected. All companies perceive that the
county councils, after pressures to reduce costs, more frequently turn to a medical wholesaler.
However, the Division Manager at Epsilon mean that some companies perceive this
development as a new phenomenon, while their company experienced this for as much as 20
years. The increased discussion regarding the use of 3PL or medical wholesaler is, according to
the informant, due to that more and more companies have been affected by the downsides of
this “new” type of distribution strategy. This point of view is supported by the Sales Manager at
Sigma, who perceives that there have always been medical device wholesalers for some type of
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products, e.g. plasters and adhesives. These medical wholesalers have grown and gained

importance, and essentially developed into large and powerful medical wholesalers.

The business idea is obvious: you [the medical wholesaler| brand your own products and put them
besides the other products. You have the same type of products, but to a lower price... By doing
this, the intermediary earns money and the supply chain has changed from transportation to a way

to earn money.

Two informants put an emphasis on the product evaluation process of the county councils. The
Division Manager at Epsilon and the CEO at Omega has experienced that the county councils

limit their assessments when they evaluate if they should carry inventory or not.

The county councils are questioning if holding inventory is part of their core activities. They
thereafter assess everything, even their own staff. No one within the county councils assess all their
7,000 products, one is too busy with staff and logistics. As a result, the county councils only look
into 300 products, a sample of the whole list of products. The medical wholesalers then lower the
prices on these 300 products as much as possible. Different prices in different products then only
depends on if the product is on the 300-list or not... In terms of a national economical view, this
system 1s absurd.

The Sales Manager at Sigma believes that when county councils use a 3PL strategy as opposed to
a wholesaler, all parts involved do what they are best at. This can be a time consuming process
that demands a high degree of coordination, but the county councils have more control over
what products they purchase. He concludes that “when the councils use a medical wholesaler the

procurement managers get a lot less to do, since they only purchase a basket of products”.

5.2.3 THE RELATIONSHIP BETWEEN MEDICAL DEVICE COMPANY AND COUNTY
COUNCIL

The contact between the medical device companies and the county councils is the next indicator
to be examined. Importantly, this is a two-way relationship that consists of the ability for the
medical device companies to contact the county councils and the communication from the
county councils towards the medical device companies. The contact is determined by both the
quality of the relationship and the frequency of their meetings. With regards to the latter part, the
three companies are not able generalize and estimate how many hours they meet each county
council, and also point out that they have different contact depending on the function of the staff
within the county council. However, the Division Manager at Epsilon perceives that the amount
of contact with the county councils differs depending on the type of distribution strategy: “We
do not have as much contact with those county councils that choose a wholesale distribution
strategy”. The Chief Executive Officer at Omega has another standpoint and states that the
contact with the procurement division at the county councils is in general the same, and does not

differ for the councils that choose a medical wholesalet.

In terms of the quality of the relationship, the CEO at Omega perceives that the law of public
procurement (LOU) is too limited as it is today, which have an effect on the relationship. This is
something that is confirmed by the other companies as well. The Manager at Epsilon says “the
county councils want to procure innovations, mentally, but the law concerning public
procurement makes it more difficult to procure innovation now than it was before”. The

companies do not perceive a significant reduction in quality in the relationship with councils that
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choose a medical wholesaler. The CEO at Omega concludes that the relationship is not open

enough, despite type of distribution strategy.

5.2.4 THE RELATIONSHIP BETWEEN MEDICAL DEVICE COMPANY AND MEDICAL
DEVICE USER

“The contact with the users is very important, it is essential” — the CEO at Omega.

One of the single most important indicators for the medical device companies, in terms of
impact on innovativeness, is the one that concerns the relationship between the company and the
user. The Division Manager at Epsilon says that the relationship with the users is directly
influencing the company’s understanding and competency. He concludes that “the contact with
the users is very important to drive innovations; it is absolutely one of the most important

innovation drivers”.

All three companies believe that this relationship is negatively affected by the choice of a medical
wholesaler over a 3PL distribution strategy. The Sales Manager at Sigma explains that the medical
device wholesaler often dictates the “rules” of the relationship, and that the only exception is if

you have a brand that is so strong that the users demand to have your specific product.

The worst consequence with the choice of medical device wholesaler is that you are not allowed to
have contact with the final consumer. The wholesaler is like a filter between you and the person
that is using the products. ..You do not get the crucial feedback about how your product is
perceived and performing... Thatis the main problem with the medical device wholesalers; they do

not want you to have contact with nurses and doctors.

Both the quality and frequency of the contact is reduced with a medical wholesaler, according to
the CEO at Omega. “We get a lot further away from the users and we get less control over what
it being used. The ways of communication lengthens and there is a risk that we do not find out if
there is dissatisfaction with the product... The contact with the users is very important, it is
essential”. A conflicting view is brought up by the Division Manager at Epsilon. Since the
information requirement is great on all of their products, they have people within their
organization that are constantly occupied with meeting and educating staff at the hospitals,

despite type of distribution strategy.

In terms of the consequences of the reduced amount of contact the CEO at Omega believes that
one likely outcome is that it will be more difficult to commercialize new products. Essentially, he
concludes that there are many potentially negative risks and that the company misses out on

important feedback.

I also believe that it will be more difficult to bring innovations to the market. It is much easier when
you can go directly to the users and procurement managers and says “now there is a new
product”... That is what we have experienced. The communication in lengthened and I don’t think
that is good.

5.2.5 THE USE OF PRODUCT STANDARDS
There are indications that the use of standards within the procurement varies greatly between the
3PL and medical whole sale distribution strategies. The Sales Manager at Sigma believes that the
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overall use of standards has decreased over time, and that the county councils focus more on

how the product should look (e.g. length and width) as opposed to its functional requirements.

Essentially, it results in that the companies produce a product that looks in a particular way, instead
of solving the medical issue. I think that it [the reduced use of standards] is a result of lack in time,
it is easier for the councils to just describe the looks of a product - to describe its functionality
demands time and knowledge.

All three companies agree that a consequence of the use of a medical wholesaler is that the
product requirements are lowered and there is an increased focus in price. The Sales Manager at
Sigma states that the medical aspects’ importance has declined while the economical aspects

gained importance.

Yes, there are different requirements on the product depending on if the councils’ chose 3PL or
medical wholesaler. With a medical wholesaler, the only thing that matters is the price and if you
can deliver towards the decreased costs.

The CEO at Omega agrees and says: “The county councils focus differently if they use a medical
wholesaler”. He further concludes that with a medical wholesaler it is not a real public
procurement because “you do not get the contract with the product follow-up that you had
before and that results in that you do not require high product standards, because it is outside the

public procurement”.

All companies highlight that the relationship with the medical device company and wholesaler is
affected during this pressure towards lower prices. The Division Manager at Epsilon provides an
example of that the wholesalers often change the product assortment, after the procurement, to

include more of their own private label products.

It is important to know that the medical wholesalers have own private brands, copies of our
products, and we have discovered that they tell the users that “this supplier is experiencing some
delivery issues, so either you can get this product now [the wholesaler’s private label] or you will
have to wait for the product”. The health care cannot wait for products because the patients are
sick, and the medical wholesalers can in this way rearrange the product assortment towards their
own products. This happens.

The CEO at Omega also experienced that the medical wholesalers changed the assortment,
which he believes will result in a reduced quality in the medical devices supplied. The Sales
Manager at Sigma says that the medical wholesaler pressure them to lower their prices, if not they

will not procure their products.

The medical wholesaler turns to the suppliers and says that “if you want to be part of this product
range, you have to give me a very good price because if you don’t then I will use another
supplier”... This happens because the final user is not per se as interested in the quality of the
product.

It is suggested by the Division Manager at Epsilon that the hospitals have to some extent started
to use other products after choosing a wholesale distribution solution, but that it depends on
what type of medical device: “Medical devices with a high degree of instinctive feel will always be
ptioritized by doctors and hospital, despite distribution strategy”. Importantly he emphasizes that
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the instinctive feel is not necessarily greater for a more technologically advanced product; he
states that there is the same instinctive feel with a less complex product like a syringe. Instead, he
perceives that the county councils’ use of standards occasionally is dependent on their intended

user.

It seems like the county councils thinks that if the product is for a nurse, the procurement is about

price and if the product is for a doctor then you evaluate the device more carefully.

What consequences will this downward pressure in price have on the companies? The informant
at Epsilon state that an intense focus in lowering prices could result in an internal shift in product

range, towards cheaper products.

When there is this downward pressure on prices, we must choose to either produce simpler and
cheaper products or we must evaluate what degree of service we can offer the users of our products
— because the money must come from somewhere.. We have not yet changed our product
assortment, but we will most likely change it in the future.

The CEO at Omega agrees and state that the company will in the future segment their

assortment according to the county councils’ price-focus.

If there is only a focus on distributing the cheapest product possible and the product standards are
decreasing, you will naturally adapt and distribute other products... You may distribute some
products to the councils that have more detailed standards and other [medical devices] to the

councils that are focused on price.

Finally, the Sales Manager at Sigma states that the product standards today are not supporting the
procurement of innovations. On the contrary, he believes that it is more difficult to procure
innovations with the standards that are used today: “I think that the product standards generally
are bad, they suffocate innovations”. This conclusion is supported by the CEO at Omega, who
concludes that “there is an increased focus on price, and it is more difficult to introduce

innovations”.

5.2.6 THE PRE-CREATION OF MARKETS

The creation of markets, prior to the development of the medical device innovation, could
provide a great incentive to innovate. However, the medical device companies percieve that with
a medical wholesaler it becomes less clear what type of products that are being purchased. “There
are a couple of county councils that have chosen the medical device wholesalers’ total “package”.
You [the county council] do not get control over the products” says the CEO at Omega.

The companies have experienced an increasingly insecurity in the markets associated with the use
of a medical wholesaler. This insecurity is related to the fact that the medical wholesaler often
change the product assortment during the procurement, and that the county councils have less
control over what exact medical devices are being delivered. “With a medical wholesaler, the
county councils lose their own responsibility and insight into the inventories; they do not know
what they purchase”, says the Division Manager at Epsilon. The Sales Manager at Sigma
supports this view.

The county councils just say “give us medical devices, approximately in this volume and to this
price” and what they [the medical wholesaler| deliver is not that important.
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Related to this issue is the frequency of requests in new products by the county councils. With a
medical wholesaler the contact between county councils and medical device company is often
reduced. Consequently, the companies perceive that it becomes more difficult for the county

councils to communicate new needs and product suggestions.

5.2.7 THE ENCOURAGEMENT OF COMPETITION

Is the choice of public distribution strategy affecting the degree of competition between the
companies? If yes, then this could spur the incentives to innovate. The Sales Manager at Sigma
means that the competition has increased in the industry as a whole, and states that the number
of medical devices in the Swedish market has increased from 5,000 to 25,000. This view is
supported by the other companies, but they are not sure if the increased competition is solely
related to the choice of distribution strategy. Instead, the fact that each county council chooses
different products is pointed out as a potential driver of competition. The CEO at Omega

additionally states that the use of a wholesaler could have an adverse effect on competition.

The competition has increased to some degree, especially within more mature [business| areas. The
main reason behind this development is that the public procurement has become more acute... I
don’t believe that the medical wholesalers per se contributed to the increased competition... There
are only a few companies that offer the wholesale solution, and the result could rather be the
reverse; to reduce the competition within the assortment because you are locked towards one,

single actor.

5.2.8 THE DEFINITION OF A CLEAR SET OF NEEDS TOWARDS WHICH R&D
EFFORTS CAN BE DIRECTED

The definition of a clear set of needs towards which the medical device companies can focus
their R&D efforts can work as an important driver or innovation. This innovation driver is inter-
related with the previously mentioned use of standards and pre-creation of markets, as both are
part of directing the R&D investments within companies. The companies perceive that the
definition of needs is worsened with the use of a wholesaler, which originates in two factors.
First, with a medical wholesaler the communication with the county councils and the users is
separated by the medical wholesaler. It is thus more difficult to communicate what the users’
needs are and thus more difficult for the medical device companies to prioritize their R&D
investments. The CEO at Omega perceives that the relationship between supplier and medical

wholesaler is not a real relationship; it is of static characteristics.

I get the impression that the relationship between medical device company and wholesaler is more
of mechanical in nature... I believe that it is difficult to approach a medical wholesaler with a new
innovation so that they can bring it into their product assortment; in that case I think it is easier to

approach the users.

Second, the medical device companies explain that the county councils lose control over what
products that are purchased with a medical wholesaler, and consequently it becomes very difficult
to assess what to produce. As previously concluded, some companies have experienced that the
medical wholesalers have changed the product assortment — a fact that further add insecurity into
where to focus their R&D efforts. The only direction that is emphasized with the use of a

medical wholesaler is the need to produce cheaper products.
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5.3 COUNTY COUNCILS

5.3.1 STOCKHOLM LANS LANDSTING

Stockholms lins landsting (SLL) is one of the greatest county councils in Sweden, and is
responsible for a procurement of SEK 14 billion annually. Through the procurement, which
generally takes one year to coordinate, the county council provides products and health care to
the 1.9 million inhabitants. The public unit “Hilso- och sjukvardsnimnden” is responsible for the
procurement of medical devices and was until 2010 using a 3PL distribution strategy (SLL, 2000).
The county council in Stockholm was the first county council to procure medical devices from a
medical wholesaler. Elizabeth Knudsen, responsible for the procurement of medical devices

explains that they utilize what they refer to as a “functional procurement”.

We have said in this procurement that the contracting entity is responsible for addressing detailed
product requirements, we says that we are simply interested in procuring “a function”, e.g. catheters
and they must follow the medical directives that exist.

SILs contract with medical wholesaler Onemed came into force in November 2010 and Onemed
is essentially responsible for selecting products, holding inventory, managing the logistics, the
contact with product users, negotiating with medical device companies, and providing education

and information about the products.

Onemed works in “assortments groups” with doctors and nurses and their own, competent staff to
declare what type of e.g. catheters we need, based on the users’ needs. Then Onemed contracts
with the producing medical device companies and establishes an assortment that we bring to the

doctors and nurses.

As a result, the county council pays a fixed price per product. “Within this fixed price everything
from transportation, education to nurses and doctors to the work with establishing contracts with
producers and suppliers is included, we do not add any other costs”, says Knudsen. The new
contract is worth SEK 300 million and is thus a relatively large contract. Because of its size and
the council’s limited experience with this type of solution the length of the contract is shorter
than unusual: three years with an opportunity to extend the contract with two years. “In general,
when we are preparing for a public procurement we want to have contracts that are longer, it is
an investment for the companies and we put in extensive work when we do this procurement...
We shortened this procurement to three years because we wanted evaluate it, because it is new”

b

says Knudsen.

5.3.2 LANDSTINGET I OSTERGOTLAND

The procurement for the 420,000 habitants in Ostergé')tland is managed through a service
function called "Upphandlingscentrum”, which utilizes a 3PL strategy. The unit is responsible for
the procurement of all products, services and indoor decoration for Ostergotland, and the total
budget amounted to SEK 3 billion in 2006 (Dnr InkI.-2003-1027, 2008). The purpose of the unit
is to ensure that the procurement is managed in compliance with LOU, while at the same time
optimizing the efficiency. Out of the SEK 3 billion budget, SEK 1.7 billion is spent on services
and products for the health care sector. Occasionally, the county council cooperates with other
county councils (e.g. Jonkoping and Kalmar) and joins in a unified procurement, often based on

needs for cost savings.
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5.3.4 VASTRA GOTALANDSREGIONEN

Vistra Gotalandsregionen (VGR) is a county council in the south-west of Sweden. The 1.5
million inhabitants are supplied with health care through a central procurement division that is
responsible for all public procurement within the region. Consequently, VGR utilizes both a 3PL
solution and integrates forward through own inventories. The two inventories (located in Skévde
and Sisjon) within VGR, handles all articles of consumption from all 300 suppliers (VGR, n.d. b).
The council procures products worth more than SEK 7 billion annually. There are around 60

employees that work full-time in handling the public procurement (Brundin, 2011).

There are three units that take part in the procurement process in VGR: the procurement unit
(ink6psradet), the steering committee (styrgruppen) and the project team. The procurement unit
is responsible for developing the procurement process, nominating the steering committee and
setting the procurement goals. The steering committee consists of experts within the medical
device area, i.e. therapists, nurses and doctors (VGR, n.d a). This group of experts assists the
project team in specifying the product requirements. Finally, the project team is responsible for
carrying out the procurement process, i.e. among other things managing the contact with the
suppliers, creating the contract document and calculating the contract value (Brundin, 2011). In
terms of innovative procurement, VGR invested SEK 150 million in 2009 in sustainable
transportation through innovative procurement where one of the key features of the investment

is to develop efficient innovation-friendly procurement methods (Upphandling 24, 2009).
5.4 CASE INTERVIEWS

5.4.1 MEDICAL DISTRIBUTION STRATEGY

The county councils manage their distribution strategies differently, and their perceptions on the
choice of distribution strategy vary. VGR and LIO, which both utilizes a third party logistics
solution, are satisfied with their choices. Leif Ornvall, the Procurement Manager at LIO explains

that their decision essentially was based on minimizing costs.

We have a 3PL distribution strategy... At first the county council director thought that we

shouldn’t manage the logistics ourselves, but then we decide to keep it.

Tommy Brundin, a Manager within procurement at VGR concludes that price is an important
factor but that VGR 1is satisfied with their current logistics solution.

We have our inventories, and we purchase the most optimal packages for transportation. In my

mind we get a good price.

The underlying explanation why SLL. chose a medical wholesaler was based on an internal request
to privatize and make the procurement process more efficient. “The main reason why we shifted
distribution strategy was to rationalize the management of the procurement”, says the
Procurement Manager Elizabeth Knudsen. She adds: “We were interested in a wholeness - that
was our thought. We also wanted to remove certain functions that were carried out twice - those
exist within a third-party logistics”. Before SLL decided to use a medical wholesaler they sought
advice from two consultants who examined if there was a market for what they were searching
for. “The consultants did interviews with several distributors and potential contracting entities to
investigate if they were interested in being part of “the whole chain” or if they solely wanted to
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work with logistics”. After the report by the consultant was published Stockholm’s “Hilso- och
sjukvardsnimnd” (HSN) officially decided to procure from the wholesaler.

VGR and LIO’s opinions regarding the use of medical wholesaler are aligned. The informant
from LIO states “the difference for us is that when using a 3PL strategy you own the content of
the procurement, you can control what is in your inventory”. Axel Berg, previously employed
within VGR as Manager for a division concerning strategic development of the health care,

however understands the councils that choose a medical wholesaler.

I can understand that it is not possible to purchase small products from each supplier, and that one
then instead decides to purchase from a medical wholesaler... Because we face pressures to reduce
costs the council is gradually trying to avoid managing a central inventory.

5.4.2 PROCURING INNOVATION

The county councils each address innovation, through procurement, differently. All councils
believe that innovation is important, and want to be part of the development, but none have
explicitly chosen to direct their procurement to support innovation. The Procurement Manager
in Ostergétland Leif Ornvall explains that the county council spends SEK 3 million annually in
other areas than procurement o promote innovations.

There are certain environmental rules so it is not possible to do an entirely innovative procurement.
There was a suggestion to rewrite the rules, which was declined... Within our council we are instead
trying to capture innovations through other projects.

Another issue raised concerns the contract the county councils have with the suppliers and/or
wholesaler. Both VGR and SLL mean that their procurement processes and contracts are
designed to promote innovations. Elizabeth Knudsen, Procurement Manager at SLL state that a

flexible assortment is one side of the coin.

We are interested in being part of the development. Therefore, we have an article within the
contract with Onemed that they must “follow the development”. We also require them to
continuously work with their assortment to be able to address changes in treatments... To the
extent that the assortment must be changed it should be possible — the assortment should not be
fixed in any way during the time of the contract... You should consider the users’ needs and the

development and work forward.

To design a procurement contract that is flexible so that the assortment can be changed if an
innovation occurs is something that VGR also utilizes. “In our contract we state that one should
be able to change the assortment as the products develop and improve in e.g. quality”, says
Tommy Brundin, Procurement Manager within VGR.

Another way the county councils work to support innovation is to invite medical device
companies to present their new products. Axel Berg, from VGR state that “if you are unsure of
what is available at the market, one can invite suppliers and ask them if they have something they
want to add to the “discussion”, before closing the door”. Tommy Brundin, VGR, agrees:
“Before a procurement we also talk with suppliers to get an image of what is out there, what is on
the market”. VGR also attempts to support innovations of more technology intensive products

by using functional as opposed to aesthetical requirements.
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5.4.3 PROCUREMENT STANDARDS

The county councils work actively with standards and requirements within their contractual
agreements, but the degree of detail is lower for the council that has a medical wholesaler than
the other two with a 3PL strategy. The standards are usually developed by a reference group of
nurses and doctors, who develop the product requirements. “The users range from nurses to

doctors and that is the primary source of information in terms of the use of standards”, says Axel
Berg from VGR.

A standard that is used by all county councils is that the medical devices should be PVC-free.
Having standards and requirements that are of environmental character is also the most
common. Manager Tommy Brundin at VGR explains that the existing knowledge of the product

can determine the level of detail in the standards.

We do have certain standards, often of environmental character. We are for example trying to
remove PVC from the products; if we are sure that there exist those products we require it in the
procurement. Otherwise we only have it as an evaluation criterion... We have to make sure that we

do not kill the competition.

SLL, that uses a medical wholesaler, has a slightly different approach to the use of standards.
Elizabeth Knudsen, Procurement Manager at SLL says that although they have certain standards,
such as environmental requirements, the use of detailed product requirements is outsourced to

the wholesaler.

We left those requirements and other standards to Onemed because they have contact with the
hospitals, the nurses and doctors and know the detailed product requirements. We have said that
we e.g. need catheters, we have a more general responsibility, and then it is their job to work with
the details.

Onemed establishes reference groups whose purpose is to set up evaluation requirements and

criteria, but the work with the groups is not always untroubled.

There is a problem with the creation of these assortment groups, people must volunteer and it can
sometimes be a bit difficult to get people to participate. But I believe that it will be managed
because if things do not work, the doctors and nurses are very quick to pick up the phone and send

an email to us that it is not working. I am not worried that this will not work.

The county councils institutes requirements that are not only of functional character. The use of
“lowest price” is also common. Axel Berg state that within VGR, a focus on price is frequent, but

it often depends on the type of product procured.

The standards are focused on price in 80% of the cases, sometimes it is even more. It essentially
depends on what type of product it is and what the purpose of the product is. The knowledge you
have about the quality of the product also determines how much of the standards that are focused

on quality.

Tommy Brundin at VGR further suggests that when procuring less technically advanced products

there is an increased focus in price.
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When we procure we evaluate the products and they can maximum get 100 points, all products that
exceed 80 points are accepted and after that it is only lowest price that determines which product

that is chosen. It is enough to get a “normal” level of quality, where “good enough” applies.

5.4.4 CONTACT MEDICAL DEVICE USERS

The 3PL using county councils’ contact with the users of the products, i.e. nurses and doctors, is
essentially in the form of specific reference- and procurement groups. The relationships’ purpose
is to aid the procurers in the process of setting evaluation criteria and standards. The meetings are
on a regular basis, often in relation to the initial process of a public procurement. Leif Ornvall,
Procurement Manager at Ostergétland says: “We have certain procurement groups where we
have doctors and nurses that test materials and evaluated products. We sometimes invite
suppliers that can show us their products, but we rarely have patients within the groups”.
According to VGR, the relationship with the health care is good and the procurement is
essentially centered on the health care. “We do not do any procurements without the input from

the healthcare”; says Tommy Brundin.

In Stockholm, where a medical wholesaler is used, the pattern is different. SLLL does not have
much contact with the healthcare; it is instead the wholesaler Onemed that is responsible for

managing the relationship with the users. “

It is difficult to have contact because we have 6,000 active doctors and nurses within SLL, it is not
possible to have those meetings and that is also the reason why we chose to outsource the
responsibility of the contact with the users to Onemed.

There are no rules or regulations within the contract on how much contact Onemed should have
with the product users. “We have only said that it should be “continuous” meetings regarding the
assortment. We feel like it has to be alive, otherwise there is a risk that you just waste time”, says

Knudsen. When the contract came into place SLIL. met some criticism from the user groups.

There were initially some complaints, because it is a new agreement in a new way, but then me and
Onemed went to some hospitals and clinics and talked with the nurses and doctors about the
thought of the procurement.

Before deciding to use a medical wholesaler SLI. had reference group meetings with doctors and
nurses, and product user-organizations, the purpose was to “gather information about the
perception on how the current organization functioned”. Essentially, Knudsen explains that the

major change in the whole process was a change in mind of the product users.

We have to switch the mindset of the prescribers from “I miss this certain product” to “I need this
function”. Otherwise we will end up like VGR and manage detailed requirements; Onemed does

that for us, because I say “I need catheters”.

5.4.5 CONTACT MEDICAL DEVICE COMPANIES

The contact between medical device companies and county councils is a relationship that the
medical device companies value highly. From the county council point of view the relationship is
of slightly different character and regulated to maintain the competition. Leif Ornvall,
Procurement Manager at LIO says has the same contact with all companies and state that “our

relationship is strictly commercial and all agreements must be documented”. Within VGR
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however some suppliers are more important than others, and the county thus meets them more
regular than others. “There are some companies that we never meet, and other we meet more
often, on different levels”, says Tommy Brundin from VGR. He adds that the relationship is

perceived to be good, but the frequency of the contact could be improved.

We should however meet them more often, I should meet the companies CEOs and Sales

Managers.

The relationship between SLL and the medical device companies is very different from the other
two county councils. Elizabeth Knudsen, Procurement Manager from SLL, explains that SLL

essentially has no contact at all with the medical device companies.

No, we do not have any contact. Because, I see it as that is under Onemed’s responsibility, because
they are having contracts with the producers... Onemed decides how much contact they should
have with their suppliers, it is their issue.

The only contact the county council has had was during the first period of the contract when
some medical device companies contacted the council with questions related to the new medical
wholesaler. “The contact we have had have been the companies that contacted me and asked
about the procurement and “can Onemed really do this or that”, and who is responsible”,
concludes Knudsen. Traditionally, the medical device companies would contact the county

councils to present their innovations, but within SLL that is no longer the case.

Many call me and want to present their products to me, but it is on the wrong level, they have to
manage those things with Onemed and then Onemed must decide what should be done.

When SLL contracted with Onemed there were no regulations or rules regarding how much
contact Onemed should have with the medical device companies or the extension of the product

range.

We do not have any demands regarding the length of their [Onemed] contracts; they should make
sure that we get the function we purchase from them. Nor have we said that they have to have a
certain amount of products, we have just said that there should be an assortment that fits the users’

needs.

Instead, the county council has regular meetings with Onemed. The meetings have been more
intense in the beginning of the contract, to make sure that everything falls into place. Knudsen
says “we have regular meetings. We have follow-up meetings once per month to evaluate that
everything goes as planned”. The relationship between SLL and Onemed is perceived as good
and Knudsen believes that they both share the same goals: “It feels like we both work towards
the same direction... It feels like a good relationship”. The relationship is supported by shared
objectives, and SLL mean that they can benefit from Onemed’s negotiation with the medical

suppliers.

In the report we did we saw that the suppliers that are able to affect the assortment are interested in
going to the producers and negotiate prices, and of course make a profit that we perceive that we
also can take part of, in the form of the function-price that gets lower - so you work in two
directions.
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5.4.6 PRE-CREATION OF MARKETS

The pre-creation of markets is another way in which county council explicitly can support
innovations. None of the interviewed county councils actively work with innovation through pre-
created markets; instead the councils expect that the relationship with the companies and
healthcare will result in that innovations can be commercialized. Elizabeth Knudsen says: “It is
nothing we take into consideration within the procurement, but my hopes are that it will come up
in the work with the assortment”. VGR is the only council that approaches the medical device
companies with requests for product features and Tommy Brundin states that these often are of

environmental character.

Sometimes we ask the suppliers if certain types of products do exist, if for example we hear from
the health care that “it would be good if the plastic gloves could look like this and this”, and then
we ask the companies... It is often concerning environmental requirements, if they can produce

products in a more environmentally friendly way.

5.4.7 ENCOURAGEMENT OF COMPETITION

There are no clear intentions from the county councils in terms of encouraging competition,
which could stimulate innovations positively. However, all councils take competition into
consideration in the procurement analysis. One council work with their required product
standards to support competition: “We should have as many general requirements as possible, so
that the competition is stimulated and more suppliers can take part of the procurement”, says
Leif Ornvall from LIO. Axel Berg, from VGR, agrees and means that the requirements should be

less complicated so that more companies can participate.

In the future, it will be difficult for the smaller companies to be part of certain procurements; I
think that the procurement in the future should be less complex.

5.5 OTHER ACTORS

5.5.1 THE WHOLESALER BETA

The wholesaler Beta is one of the largest wholesalers in Sweden, with operations that span over
all the Nordic countries. The company is mainly focused on consumable medical devices, and has
an expected turnover of SEK 1.5 billion. Beta supplies both 3PL and wholesaler solutions, but
the majority of the sales are attributed to the wholesale function. There are approximately 800
employees, that have the goal to supply the most innovative and customer oriented medical
devices. The Business Area Manager explains that the idea behind the wholesalers is to support

the councils with lower costs.

The county councils outsource their supply of materials to private organizations, such as Beta, and

the councils then get lower costs than if they would manage it internally.

Beta not only provides various medical devices; the company also has private label products that
account for approximately 15-20% of the annual turnover. The private brand consists of 1,000
articles and it is primarily within this group that innovation is driven within Beta. “We have a
central function within the company that is focused on developing our own products”, says the
Business Area Manager. In order to drive innovation through the other medical devices, Beta
meets the suppliers on a regular basis: “When we meet our suppliers, one topic on the agenda is

always to discuss the new products on the market”. Occasionally, the medical device companies
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approach Beta with new products directly and sometimes Beta receive ideas from products from

the product users.

Regarding Beta’s contact with the medical device users Beta uses its sales workforce as the
primary source of communication. “Our sales personnel meet the users once or twice per year, to
make sure that everything is managed correctly”, says the Area Business Manager. Occasionally,
the users contact Beta and want a meeting and Beta then gets feedback from the users regarding

the products.

We sometimes get feedback from the users concerning the products if they are not happy with
them... If there is something wrong with the products we have the possibility to deliver an

alternative product.

The education of the users is an area that Beta is active in as well but the activity depends on
what is included within the procurement: “If the users want education they can get it, or if you
order from our online store”, concludes the Area Business Manager. Beta’s contact with the
county councils on the other hand it is relatively intense and, is as in the contact with the users,

primarily directed through its sales force.

We have in essence daily contact with the county councils.. We have key-accounts that have
contact with the material consultants or greater private health care institutions. Then we also have a

sales organization that work to influence the county councils.

In terms of the quality of the relationship between the wholesaler and the county councils, Beta
perceives that the relationship is great. The Business Area Manager summarizes: “I think that we
have a very good relationship with the county councils”. Moreover, he perceives that the county
councils often have well-defined product standards within their procurements, but that it
depends on the type of product that is being procured. He says “there is not much to argue about
if it is very simple products”. Furthermore, he perceives that the county councils often emphasize
price within their procurement: “There is a great focus in price in the requirements from the

county councils”.

With regards to the degree of competition within the industry, the Business Area Manager
perceives that the competition has increased in recent year. “When it comes to procurement
today one must have a very detailed analysis. The competition has increased especially with
regards to wholesale procurement”, he says. The increased competition and price-focus will have

consequences, but Beta will not change their products.

We will not change much in the products; it is more so that one will lower the prices further to
meet the increased competition.

5.5.2 THE SWEDISH ASSOCIATION FOR MEDICAL TECHNOLOGY

Swedish Medtech is the industry organization for medical device companies in Sweden. The
organization has approximately 150 member companies, which represent 90% of the total
turnover of the medical technology market in Sweden. The organization’s many goals strive to
strengthen the premises for medical technology in Sweden, to improve the business conditions
for the medical technology field within the global market and to create greater conditions for the
medical device companies to interact with healthcare institutions. In order to achieve these goals,
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Swedish Medtech interacts with county councils and Government offices, but also with the

public to create awareness of medical technology.

The Executive Vice President of Swedish Medtech, Anders Wennerberg, emphasizes that
Swedish Medtech understands that the county councils want to use a medical wholesaler or 3PL
to improve the efficiency of their logistics. He, however, points out that there are a few aspects
the county councils should bear in mind when evaluating and deciding upon distribution strategy.
With regards to the contact between medical device company and medical device user,
Wennerberg is concerned that a medical wholesaler may reduce the amount of time and quality

of the relationship between the two.

The relationship, and thus the mutual understanding, between the producer and the user could

become distupted by an intermediary in the form of a medical wholesaler.

Wennerberg further explains that there is a need for interaction between actors in the medical
supply chain to find better solutions to the healthcare’s and the patients’ needs. He is critical

towards how a medical wholesaler may impact this direct interaction.

The necessary direct contact and dialogue becomes disrupted by an intermediary. It takes a two-way
communication for innovations to arise... It is necessary for the ideas originating from the actors
within the healthcare to be communicated with the producing medical device companies in for

them to be developed into new products.

Swedish Medtech further believes that in order to develop an attractive innovation and business
climate in Sweden it is necessary to have a long term approach towards innovation, where
cooperation between healthcare, the academia and the industry is necessary. The county councils’
use of standards is another area that could become affected with the use of a medical wholesaler:
“There is an increased risk of a price-focus with an additional intermediary”, says Wennerberg.
The consequences of the focus in prices could result in that it becomes difficult to procure

innovations.

The county councils in Sweden risk to, in the future, get what they ask for: the cheapest possible

products, without consideration to e.g. innovation and total cost.
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6. ANALYSIS

The purpose of this section is to compare and analyze the conflicting and consistent views, emergent from the case
Studies, regarding public distribution strategies of medical devices. Additionally, the chapter is intended to portray
the findings in response to each indicator, in order to provide the basis of an answer for the research question.

Finally, six propositions for future research are developed.

6.1 FACTORS AFFECTING THE MARKET CHANNELS

This study examines the effect of public distribution strategy on the development of innovations
within medical device companies in Sweden. The impact on the type of innovation developed, as
a result of public supply chain design, was further intended to be illustrated. The first set of
indicators that were measured concerned the effect a choice of medical wholesaler over 3PL
distribution strategy has on the market channels for innovations, i.e. the relationships between

medical device company, medical device user, county council and potentially wholesaler.

Opverall, the results show that the medical device companies generally are united in their
perception of how a medical device wholesaler changes relationships, procurement contracts and
competitive advantages within the Swedish medical device market. There were no major
differences in perceptions found related to the companies size or origin, which could indicate
that the interviewed companies’ perceptions correspond to the majority of the medical device
companies active on the Swedish market. The same view was also supported by the industry
organization Swedish Medtech, but the organization recognizes the county councils’ pressures to

reduce costs through redesigning their supply chains.

Opposite to the medical device companies, the county councils’ perception on the use of a
wholesaler differed. Not surprisingly was the variation in opinions closely related to the used
distribution strategy, and there seem to be a general consensus that each employed strategy was
optimal. The greatest difference in perception was found between the councils using 3PL and the
council with a medical wholesaler, where the conflicting views concerned the benefits of owning

the supply chain versus procuring one, integrated solution.

6.1.1 RELATIONSHIP MEDICAL DEVICE COMPANY, COUNTY COUNCILAND
MEDICAL DEVICE USER

There seemed to be an understanding among the case companies’ that a medical device
wholesaler reduces or even eliminates the communication between the county council and
medical device company. However, one informant believed that the distribution strategy did not
make a difference — instead the law of public procurement was the villain. Surprisingly the
opportunity to reduce the contact with the companies seemed to be one of the main drivers
behind SLLs decision to employ a wholesaler, and little attention was being paid to the benefits
of the same. In contrast to this view, VGR believed that they should have more contact with
their suppliers. It is consequently apparent that the county councils’ perception of the medical
device companies varies greatly, and that the medical device companies’ fears are confirmed by

the county council with a medical wholesaler: the relationship is being replaced with a
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relationship between medical device company and wholesaler — which was perceived as a
relationship characterized by unreliability. An illustration of the effect of the introduction of a
wholesaler on the relationships can be found in Figure 8. Importantly, the eliminated
relationships are being replaced by a relationship between medical wholesaler and medical device

uset.
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Figure 8: Changes in Supply Chain Relationships

The reasons underlying why altered relationships may impact the development of innovations
can be found within the literature. Geroski (1990) mean that the use of high standards, the
definition of a clear set of needs towards which R&D efforts can be directed and the creation of
markets for products at an eatly stage of the product life cycle are ways in which public
procurement may positively influence the development of innovations. The majority of these
factors is the result of explicit public initiatives, and requires to be actively managed, i.e. their
introduction is the result of careful management. Since the use of a wholesaler changes, not only
the communication within the supply chain, but also the applied law (from LOU to B2B) it can
be concluded that the application of innovation initiatives towards the suppliers will become
more difficult to put into place. However, the councils still have the opportunity to promote
innovations within the medical wholesaler through e.g. detailed product standards. Bearing in
mind that the medical wholesalers’ core capabilities are restricted to negotiation greater volumes
and providing more efficient logistics, it is not likely that they possess the capabilities necessaty to
respond to the innovation initiatives to the same extent as a medical device “researching”

company would.

The consequences of the altered relationship between medical device company and county
council thus essentially depend on the quality of the contact between supplier and wholesaler. If
the relationship is being replaced with a superior communication through which product needs
and standards are communicated, the negative impact of the wholesaler could potentially be
counterbalanced. Yet, the empirical data suggest that this might not be the case. One informant
indicated that the relationship was static and only concerned price-negotiations. Although the
wholesaler did not confirm the poor quality of the relationship, it was obvious that the imposed

flexibility within the contracts contributed to a communication of inferior quality.
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Next, the weakened relationship between medical device company and medical device user was
the single most emphasized outcome of a medical wholesaler, according to the medical device
companies. Not only did all respondents stress the importance of the contact for innovations, but
also in terms of providing necessary education. There was also a clear difference between the
county councils that use 3PL and wholesale distribution; the latter had almost no contact with the
user groups. Additionally, the companies, council and wholesaler confirmed that the
communication with the product users were guided and managed entirely by the wholesaler, see
Figure 9. The literature on healthcare procurement has in the past focused on the use of
purchasing groups, which convey similar characteristics as a medical wholesaler. Scanlon (2002)
produced similar findings and show that purchasing groups often disregard smaller suppliers
through a limitation of their contact with hospitals. The conclusion is that patients are not
provided with innovative medical devices,a consequence that also could become the case on the

Swedish medical device market.
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Figure 9: Relationship between Medical Device Company, User, Wholesaler and County council with a Medical
Wholesaler Strategy

As previously stated, the contact with the medical device users is essential for the companies and
their development of new products. Schilling (2010) also confirms this by concluding that users
provide a great source of innovations. To limit or even reduce this contact could therefore have a
negative impact on the reception of feedback and new ideas that the healthcare provides.
Ultimately the pace of innovation within the industry could be reduced and the companies would
have to seek new channels through which they can receive ideas from the healthcare, or rely on

other sources for input.

Proposition 1: The use of wholesaler as a public distribution strategy is negatively related to the quality and

frequency of the communication between medical device company and county conncil.

Proposition 2: The use of wholesaler as a public distribution strategy is negatively related to the quality and

frequency of the communication between medical device company and medical device user.
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6.2 ESTABLISHMENT OF HIGH STANDARDS, NEEDS AND PRE-
CREATION OF MARKETS

When identifying the emergent patterns of use of standards, the creation of needs towards which
R&D can be directed and the pre-creation of markets, the nature of the issues related to choice
of public distribution strategy and the lack of institutional knowledge concerning its great impact
becomes apparent. Despite the recommendation from the government report on procuring
innovations to ensure that all procurement is “innovation-friendly” (Jeppson, 2010), none of the
county councils explicitly or consciously utilized pre-creation of markets to spur innovation,
neither were they aware of the impact their definition of needs have on the medical device
companies’ research efforts. Hence, these factors were not found to differ depending on
distribution strategy — they were simply missing in all cases. Not surprisingly, the informants
within the medical device companies gave an impression that pre-creation of markets was not as
important as the previous literature indicated (e.g. Blind and Georghiou, 2010; Geroski, 1990) —
which could be related to the limited use within the councils. In terms of the establishment of
needs, the companies perceived it difficult to separate this from the creation of standards and a

distinction between the two was consequently not feasible.

Proposition 3: The positive relationship between public innovation procurement policies and the deve lopment of

innovations is moderated by the knowledge of public procurement managers.

When assessing the use of standards the medical device companies strongly agreed that a medical
wholesaler convey an increased focus in price, and that it ultimately becomes more difficult to
commercialize innovations. Despite the companies’ perceptions, there seemed to be great price
focus even with a 3PL solution — especially regarding medical devices that were either less
technically advanced or used on a daily basis. The wholesaler, who autonomously decided the
product requirements for their assortment, also confirmed that there is a price focus for less
advanced medical devices. The opinions among the medical device companies varied regarding
the standards within the councils with a 3PL solution, and one informant suggested that there
generally should be less aesthetical and more functional requirements. Interestingly, the public
procurement within SLL utilizes such functional requirements in their contract with the
wholesaler Onemed. However, there seem to be a difference in what type of requirements that
should be utilized depending on if they are intended directly for the medical device company or
through the wholesaler. Independent of distribution strategy each county council employed
environmentally friendly standards, such as that “medical devices should be PVC-free”. Despite
the environmental requirements, it can be concluded that the councils that use a 3PL solution
employed significantly more standards and requirements than the council with a medial
wholesaler. Within the literature it is suggested that innovation can be supported through public
procurement standards, and the definition of public needs (Blind and Georghiou, 2010; Cabral et
al, 2006; Geroski, 1990). It is therefore presumable that the relationship would work in the
opposite direction, i.e. that a reduced use of product standards would have a negative impact on
the development of innovations through an increased insecurity regarding what type of products
that will be procured. Essentially, for many companies within the medical device market the sole
customer is the county council, and the awarding of contracts is therefore of crucial importance

to the profitability of the organization.
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Proposition 4: The employment of product standards is negatively related to the use of a wholesaler within the
public supply chain.

6.3 COMPETITION

While all the companies and the wholesaler agree that the competition in the industry has risen in
recent years, only one of the county councils explicitly focus on increasing competition within
their procurement. It has been suggested within the academia that if competition is severe
companies must come up with innovations to remain competitive (Geroski, 1990; Uyarra and
Flanagan, 2009). Hence, the increased industry competition that is confirmed by all company
informants should benefit the development of innovations within the Swedish medical device
market. However, the use of a wholesaler is not something that the participants explicitly can
relate to the increased competition, but as it neither can be neglected it is unfeasible to determine
if public distribution strategy has an indirect effect on the development of innovations. Instead, it
is obvious that the county councils only take competition into account within the procurement if
the number of potential suppliers is too low. In order to boost the competition the councils then
lower or eliminate the required product standards. As a result, even if competition initially would
increase due to the county council, the means used (i.e. in the form of lesser use of product
standards) could offset the positive innovation effect. In summary, it is difficult to argue that a
wholesaler has or has not an effect on the competition and it is once more noticeable that this

innovation vehicle is not actively used within the public sector.

6.4 PROCESS VERSUS PRODUCT INNOVATION

Bearing in mind the previously mentioned factors it is of great importance to determine what
innovation specific consequences an increasing focus in price, reduced utility of product
standards and re-designed supply chain relationships will have on the specific type of innovations
developed. All medical device companies agree that the focus in price that is connected to the
introduction of wholesalers could ultimately result in that their product assortment becomes
shifted towards cheaper products. This view was also shared by the industry organization
Swedish Medtech.

Since the interviewed case companies currently rely on being competitive through new
innovations, a focus on lowering their prices would most likely not build on their existing
competencies and skills since producing something cheaper does not require the same
investments as producing something new (Schilling, 2010). Seemingly, it can be concluded that
the innovations would become competence-destroying as opposed to competence-building.

The shift in assortment could further be defined as a shift towards process innovation. Athey and
Schmutzler (1995) mean that process innovation is connected with lowering the production
costs, which would be the case for the medical device companies. The alternative would be a
focus in product-innovation, which would require the development of entirely new or improved
products. The wholesalers and county councils’ conscious cost-reducing efforts, in combination
with a decreased used of product standards towards which R&D efforts can be directed not only
send signals that the price will dictate the choice of suppliers, but the market insecurity is also
increased compared to when using a third-party logistics solution. The medical device companies
rely on procurements as a sole source of income, and the required product standards previously

worked as a guideline towards which they could direct investments. Without these “guidelines”
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the decision to carry out R&D is imposed additional insecurity since the companies no longer can
rely on that their products actually will be procured. In essence, the only aspect that can ensure a
competitive advantage within a public procurement with a wholesaler distribution strategy is
lowest price and it is likely that the companies will make investments to make it achievable.
Hence, it become evident that medical device companies will increasingly focus on process

innovation to remain competitive.

Proposition 5: The use of a wholesaler within a public supply chain is positively related to the suppliers’

development of process innovations.

Proposition 6: The use of a wholesaler within the public supply chain is negatively related to the suppliers’

development of product innovations.

Moreover, it is important to emphasize that although the councils were limited in their use of
innovation procurement policies most of them employed other projects to encourage innovation.
If the reduced procurement cost, that is associated with a wholesaler, would be transferred into
an innovation fund that supports e.g. minority business and their risky projects, the promotion of
innovations through procurement could be exchanged for other support mechanisms and
innovations would still be sustained. However, as with the management of innovation
procurement policies, innovation projects require knowledge and skill to become successful;

capabilities that seemingly are lacking within the Swedish public sector today.

Finally, the challenge to cut costs through redesign of the supply chain appear to indicate that the
councils have an inadequate view of the relationship between the health care and its imposed
costs. The initial savings from a wholesaler may in the long run be replaced by extended time
spent at hospitals, as products of poorer quality carry with them risks of additional ailments.
Hence, the mathematical equation and thus the arguments used to support a medical wholesaler

will in the long become contradictory.

49



7. CONCLUSION

The purpose of this chapter is to elucidate the study’s findings with regards to the overall research question: “What
are the impacts of the choice of public procurement and distribution strategy in Sweden, on medical device
companies’ development of innovations?”. The section is also intended to shed light on the study’s theoretical and

managerial implications, limitations and directions for future research.

The major aim of the study was to advance the understanding of how public procurement and
the choice of distribution strategy affect the development of innovations within medical device
companies. This research extends the previous literature by combining two different theoretical
fields: public procurement and group-purchasing, and examine how these play a role in fostering

an external driver of innovation.

The empirical findings suggest that a medical wholesaler will have an effect on the development
of innovations in medical device companies, which take its form in an increasingly insecure
market and focus on process innovation. The changed relationships between the actors in the
supply chain in combination with a decreased use of product requirements indicate that the, in
the literature, proposed public drivers of innovation will be inhibited if the county councils
engage a medical wholesaler. Considerable support for a shift in assortment towards cheaper
products as a result of the relationship with the wholesaler was also found. The only factors that
was perceived as unaffected by the utilization of a wholesaler was the competition, which due to

other factors had increased in the industry as a whole.

7.1 THEORETICAL CONTRIBUTIONS

The findings generally support the notion that public procurement is a powerful tool in driving
(or in this case inhibiting) innovation, and add particular credence to the theories presented by
Geroski (1990) regarding the circumstances under which public procurement can affect
innovation. With regards to its novelty and the fact that few researchers have examined the
relationship between public supply chains and the development of innovation, a comparison of
the findings with previous results is not feasible. Instead, the results show the critical importance
of the ability to manage public procurement and emphasizes that the consequences of strategy
decisions within the public sector may reach further than seemingly possible. The findings
reported herein unique contributions to the knowledge of external drivers of innovations and the
dynamic features of public supply chains. Hence, the major theoretical contribution of the paper
is that it extends the previous literature into a new context and facilitates future research through

the six propositions developed.

7.2 MANAGERIAL IMPLICATIONS

Several practical implications can be drawn from the findings of this study. The research indicates
a need to broaden and deepen the management skills of public procurers to create a greater
understanding for the impact public procurement decisions can have on the development of
innovation. These skills include an awareness for the various vehicles through which innovation

can be promoted, creating a longer-term approach towards both the management of health care
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but also of innovations, and enhancing the management of innovations in other project forms. In
addition, the findings have implications for the choice of medical wholesaler and the factors that
must be taken into consideration. The negative consequences in terms of reduced
communication between the supply chain members could be counterbalanced by e.g. more

detailed contractual restrictions on the county council’s expectations of the wholesaler.

Moreover, the cost-efficient concerns that underpin the councils’ procurement decisions,
particularly forless technologically advanced products, provides an insight for the medical device
companies in Sweden on their major customers’ sourcing objectives. Information of this type is
gaining importance in the absence of detailed product requirements that otherwise would guide

the medical device companies’ R&D investments.

7.3 LIMITATIONS AND FUTURE DIRECTIONS

As with most empirical and interview based research, there are a few limitations experienced
during the present study. First, the case study was restricted to the public procurement of medical
devices in Sweden and whilst this serves to control for extraneous sources of vatiation, caution
should be taken in transmitting the results to other contexts. The medical device market exhibits
many industry-specific characteristics, especially in terms of the close relationship with the
healthcare, which may impact the possibility to generalize the findings to other industries. Yet,
the study could pose a useful source of insightful lessons to the vast number of companies
subject to public procurements. Since the research indicates that the medical device users have a
great impact on the development of innovations as a source for new ideas, data collected from
the health care may provide additional insights. This suggests that future research may seek to
collect data from the medical device users’ point of view.

The research employed perceptual data from a single respondent within each of the companies
and councils interviewed. This raises the issue of possible biases, such as misinterpretations when
transcribing the material into English and that the informants’ opinions don’t translate into the
perception of their organizations. The number of informants is also subject to limitations since
the study only examines one county council with a medical wholesaler. It will be important for
future research to provide a more rigorous examination of the councils with a wholesaler,
through the use of alternative research designs that e.g. employ multiple informants and

longitudinal data.

This study has indicated that external factors such as the participants in a public supply chain can
affect companies’ development of innovations. The study is qualitative in nature and has
limitations in terms of examining the real effect of the external factors, especially in relation to
the firm-specific factors. Future studies may address the strength of each innovation
driver/inhibitor in relation to other factors, e.g. use of procurement standards versus investments
to spur internal creativity, to translate the findings into real life consequences. Although the
understanding of the complex relationships discussed herein remains incomplete, this research
provides a steppingstone towards the full knowledge on what the real outcomes of public

distribution strategies may have on the development of innovation.
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APPENDIX

INTERVIEW GUIDE

CASE COMPANIES:

10.

11.

12.

13.

14.

15.

Could you tell me shortly about yourself and your role?

What drives innovation in your company? What are the primary sources of innovation in
your company?

How much contact do you have with the county councils? How would you desctibe your
relationship?

Is there a difference in the amount of time you have contact with each county council? If
yes, how and why? What determines this difference?

What is your view on the county councils’ distribution strategies?

What is your opinion regarding the development of distribution strategies of medical
devices in Sweden? In what way does this affect your company? Has this changed
throughout history?

Do you act upon requests from county councils regarding requirements of products, e.g.
an enhanced or softer material?

How often do you bring new innovations to councils and ask them to procure them?

To what extent do you perceive that you need to reach certain product standards? Does
this differ depending on county council?

To what extent do you perceive that councils provide increased market security, e.g. in
terms of pre-created markets?

How much contact do you have with medical device users? What determines the amount
of contact? How would you describe your relationship?

How do you perceive that competition has developed in the industry? What is the effect
within your company?

To what extent do you perceive that a clear set of needs are defined for the medical
devices? Where do these needs origin from?

What is missing in procurement of medical devices in Sweden today? What
improvements could be made?

Is there anything else you would like to add concerning public procurement and public
distribution strategies?

QUESTIONS ADDED FOR MEDICAL WHOLESALER:

16.

17.
18.

How much contact do you have with the medical device suppliers? What determines the
amount of contact? How would you describe your relationship?

How do you work with the assortment within your company?

To what extent does your company utilize standards? What types of standards are
utilized?

COUNTY COUNCILS:

1.

Could you tell me shortly about yourself and your role?
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2. What distribution strategy does your county council employ today?

&

What is your view on the county councils’ distribution strategies?

4. Who decides when to use 3PL or a dealer solution? What type of information is this
decision based on? Where/How is that information gathered? Do you look at other
regions and how they decided? How much information do you gather from companies,
versus for example health care organizations?

5. What are the main goals of the procurement?

6. What is your view on your role of promoting innovativeness in each region? Do you take
into consideration smaller companies, innovativeness when taking your decisions? If yes,
How?

7. To what extent do county councils utilize product standards? What types of standards are
utilized? What determines the use of standards?

8. To what extent do you pre-create markets for products that not already exist?

9. How do you take competition into account when procuring?

10. To what extent do you define needs for medical devices?

11. What are the future plans of procurement? Do you believe the procurement will go
through changes in the nearby future? If yes, how? Why? If no, why not?

12. Is there anything else you would like to add concerning public procurement and public

distribution strategies?

OVERVIEW DISTRIBUTION STRATEGIES COUNTY COUNCILS

[County council " Distribution Strategy |

Norrbotten Integrated forward
Visterbotten Wholesaler
Jamtland Integrated forward
Visternorrland Wholesaler
Givleborg Wholesaler
Dalarna 3PL

Uppsala 3PL
Vistmanland 3PL

Orebro 3PL

Sérmland 3PL

Virmland Wholesaler

Vistra Gotaland  Integrated forward and 3PL
Stockholm Wholesaler
Ostergdtland 3PL

Jonkoping Integrated forward
Kronoberg Integrated forward
Blekinge Integrated forward
Kalmar Integrated forward
Gotland Integrated forward
Skane 3PL

Halland 3PL
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