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Abstract

Purpose — This study aims to provide new understanding on operational and dynamic capabilities supportive to the implementation of
performance-based public procurement by focusing on dyadic capabilities of a supplier and a buyer.

Design/methodology/approach — The study is based on the qualitative analysis of 20 interviews with informants representing Finnish public
organizations and their private sector suppliers. The analysis is aligned with a theoretical framework connecting the phases of procurement and the
capability types studied.

Findings — The findings of the study present the role of operational and dynamic capabilities of a buyer and a supplier in the implementation of
performance-based procurement at public procurement phases. Preprocurement phase is found to greatly benefit from all three dynamic capabilities,
while operational capabilities suffice in the contracting phase.

Social implications — Increased understanding on capabilities needed in performance-based procurement can increase the chances of success in
reaching better value for money of public services and developing supplier markets.

Originality/value — The study contributes to the literature on performance-based public procurement and value-based selling by taking a dyadic
approach to the operational and dynamic capabilities needed in business with an emphasis on performance. As the focus in public procurement
shifts increasingly from resources to performance, involving a joint effort between buyer and supplier, the study provides insights into role of dyadic
capabilities and explains how dynamic and operational capabilities together support the phases of performance-based procurement implementation
in the public sector.

Keywords Performance-based procurement, Public procurement, Value-based selling, Dynamic capabilities

Paper type Research paper

Introduction support the implementation of performance-based public
procurement. With performance-based public procurement,
we refer to a procurement approach, where the supplier is
required to deliver the desired performance, is not instructed
how to deliver the service, but is given the freedom to decide
how to achieve the given measurable performance objectives
linked to payments fully or partially (Baquero, 2005). Our
definition of performance follows Martin’s (2002) definition in
relation to performance-based contracting, where performance
can refer to outputs, quality or outcomes. To capture the
elements of performance, the study covers broadly the
performance-based (Baquero, 2005; Ekstrom and Selviaridis,

Public procurement is no longer seen as a purely operational
activity but can be used as a tool to achieve desired societal
objectives, such as developing local SMEs, advancing
sustainability (Grandia and Mechan, 2017; Obwegeser and
Muller, 2018), generating innovations (Adjei-Bamfo ez al.,
2022) or reaching positive health outcomes for citizens.
According to Malacina et al. (2022), public procurement
should focus on effectiveness and performance and not only on
prices and inputs such as labor hours or materials. In addition,
Sjodin er al. (2020) argue that selling performance outcomes is
not the same as selling products in a traditional way and,
therefore, suppliers may even need to rethink their entire
business model. These specific characteristics of performance

as a trading object also challenge the current. often one-sided © Kati Loijas, Aki Jddskeldinen and Elina Karttunen. Published by
g 00) g > Emerald Publishing Limited. This article is published under the Creative

view on the capablhtles requlred n puth procurement. Commons Attribution (CC BY 4.0) license. Anyone may reproduce,
The purpose of this study is to understand how dyadic distribute, translate and create derivative works of this article (for both
operational and dynamic capabilities of buyer and supplier commercial and non-commercial purposes), subject to full attribution to
the original publication and authors. The full terms of this license may be

seen at http://creativecommons.org/licences/by/4.0/legalcode

The current issue and full text archive of this journal is available on Emerald This research is supported by the INNOP ROCU project funded by the
Insight at: https:/lwww.emerald.com/insight/0885-8624.htm Academy of Finland. The authors are grateful for the support. Authors are
also thankful for Laura Mékinen and Elina Méntysaari for the support of
data gathering.
Journal of Business & Industrial Marketing A
39/13 (2024) 128-144 Rec_e1ved 25 September 2023
Emerald Publishing Limited [ISSN 0885-8624] Revised 12 April 2024
[DOI 10.1108/JBIM-09-2023-0542] Accepted 24 June 2024

128


http://dx.doi.org/10.1108/JBIM-09-2023-0542

Dyadic capabilities in public procurement

Journal of Business & Industrial Marketing

Kari Loyas, Aki Fadskeldinen and Elina Karttunen

2014; Hensher and Stanley, 2003; Kashiwagi, 1999; Kleeman
and Essig, 2013; Martin, 2002, 2007; Selviaridis and Wynstra,
2015; Van Duren ez al., 2014; Vullo et al., 2018), outcome-
based (Farr, 2016; Koivisto, 2018; Korkeaméki er al., 2022;
Sjodin et al., 2020) and value-based approaches (Liinamaa
et al., 2016; Lindgreen and Wynstra, 2005; Liu and Zhao,
2021; Meehan et al., 2017; Raja er al., 2020; Terho et al., 2012;
Toytéri er al., 2011; Toytéri and Rajala, 2015) of the literature.
In addition, the study also considers practical experience of the
interviewees on how the different performance conceptions
manifest in practice. Moreover, the analysis of the study is
based on literature in the fields of performance-based
procurement and value-based selling as complementary trading
approaches from buyer and supplier perspectives.

The evolving role and new requirements of public
procurement in a strategic direction (Guarnieri and Gomes,
2019) have put evolutionary pressure on the capabilities of both
public procurement and its suppliers. According to Grant
(1991), capabilities are what organizations can do, with
resources working together, but involving complex
coordination of activities and resources. In addition,
capabilities have been said to bridge the gap between intention
and outcomes and, when linked to performance-based
contracting, capabilities have been seen as closely linked to
activities (Ekstrom and Selviaridis, 2014). Previous research on
capabilities in performance-based procurement focuses mainly
on contracting, i.e. contract design and management and
related capabilities (Ekstrom and Selviaridis, 2014; Selviaridis
and Wynstra, 2015), and recognizes the role of performance-
based contracting as a complement to tendering (Selviaridis
and Wynstra, 2015). However, it is expected that performance-
oriented approach to procurement requires specific capabilities
also before and after the contracting. To address the whole
procurement process beyond tendering and contracting, and,
thus, to consider the evolving role of public procurement as an
enabler of societal objectives, we have chosen to discuss
procurement and sales capabilities instead of contracting
capabilities.

Although new demands for capabilities have been identified
in both procurement (Edler and Yeow, 2016) and sales
organizations (Raja er al., 2020), and European Commission
(2020) has published the competency matrix for public
procurement, the specific capabilities needed in performance-
based public procurement remain unclear and the literature
remains rather silent on the potential dyadic capabilities.
However, previous literature argues that to create value, the
capabilities possessed by the parties must be adapted to the
dyad to which they apply (Croom, 2001). This viewpoint is
essential since performance-based procurement typically needs
efforts and dyadic interaction from both buyer and supplier. In
addition, the supplier perspective deserves more attention in
the public procurement research (Malacina et al, 2022;
Patrucco et al., 2017), such as the pioneering work done in the
public procurement of innovation (Valovirta, 2015; Edler ez al.,
2015; Karttunen et al., 2022). Moreover, there are already
papers which concentrate on buyer (e.g. Ekstrom and
Selviaridis, 2014) and supplier (e.g. Toytari and Rajala, 2015)
capabilities in performance-based or value-based approaches in
procurement/sales. Consequently, this paper focuses on dyadic
capabilities which have gained surprisingly little attention
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considering the importance of dyadic approach in
implementing the performance-based approach. Hence,
instead of studying a performance-based approach from buyer-
centric or supplier-centric perspective, this study follows the
suggestion of taking a dyadic perspective (Johnsen ez al., 2022;
Sjodin et al., 2020).

With the particular focus on the dyadic capabilities required,
we developed the literature base based on strategic public
procurement (Guarnieri and Gomes, 2019), performance-
based contracting (Selviaridis and Wynstra, 2015), outcomes-
based procurement (Koivisto, 2018) and value-based selling
(Liu and Zhao, 2021) activities. We used Yook et al.’s (2018)
view of operational capabilities to support the daily activities of
the organizations. Then, the lens of dynamic capability view
was applied, as dynamic capabilities have been seen as
necessary for business renewal (Kump ez al, 2019), for
directing ordinary capabilities and operational activities toward
desirable outcomes (Teece, 2014) and for supporting change
(Helfat and Winter, 2011; Teece, 2014; Winter, 2003; Yook
et al., 2018), such as the implementation of new trading
approaches. Although the importance of interaction and
relational capabilities (Holma ez al., 2022) and capabilities for
public procurement of innovation (Valovirta, 2015) has been
recognized in the context of public procurement, we do not
discuss them separately in this study. We focus on dyadic
capabilities specific to performance-based procurement which
represent a different setting despite some potential similarities
with the above-mentioned capability literature. Furthermore,
we limit our focus to operational and dynamic capabilities,
encompassing both the activities of operational implementation
and the pursuit of long-term impact (Teece, 2014), both of
which are important for performance-based procurement (van
Dureneral., 2014).

Dynamic capabilities have been topical since 1997 (Teece
et al., 1997) but have received relatively little research attention
in public procurement (Piening, 2013) and even less in
performance-based public procurement. Although operational
and dynamic capabilities differ in purpose and outcomes
(Helfat and Winter, 2011), Yook ez al. (2018) recommend that
both operational and dynamic capabilities should be covered to
get a complete picture. In addition, the consideration of
operational and dynamic capabilities in the same study is also
supported by Teece’s (2014) article, where Teece distinguishes
ordinary capabilities (the capability to perform operational and
administrative activities) and dynamic capabilities, but
discusses them together, as their combination supports both
operational performance and long-term impact.

In all, this study aims to address these research gaps and
suggestions by providing a better understanding of the
performance-based public procurement from the dyadic
viewpoint. By collecting empirical data through semi-
structured theme interviews and analyzing it by using
qualitative content analysis, the aim is to find answers to the
following research question:

RQI. How do buyer and supplier operational and dynamic
capabilities contribute to the implementation of

performance-based public procurement?

As a first contribution, this study contributes to the debate on
performance-based public procurement by emphasizing its
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dyadic capability needs. Second, this study contributes to the
debate on dynamic capabilities in public procurement by
specifying the phases of procurement supported by dynamic
capabilities. In addition, the study uses the perceptions of buyer
and supplier practitioners, to provide more understanding of
capabilities related to public procurement, both in terms of
partner selection and organizational capability development
more widely.

In the following section, we explain the concepts of
performance-based procurement and value-based selling, and
as background, discuss how previous literature links them to
activities and capabilities. Next, we describe the methodology
used. Then, we present empirical dyadic findings aligned to
different procurement phases. Finally, we discuss how dyadic
capabilities support the implementation of performance-based
procurement and conclude with suggestions for future
research.

Literature review

Performance-based procurement

In the end of last century, Kashiwagi (1999) presented a
performance-based procurement system based on life-cycle
cost and performance to select best performing supplier,
developed for both the public and private sectors in
construction. Later, performance-based contracting evolved as
a practical and feasible alternative to competitive tendering in
the public sector when governments started to aim beyond cost
reduction and link payments to performance, especially in
service procurement (Hensher and Stanley, 2003). Baquero
(2005) introduced the concept of performance-based
procurement more widely to the infrastructure and social
sectors, and in the definition she introduced characteristics of
performance-based procurement with particular emphasis on
end results/performance purchased from the supplier rather
than a well-defined work, predefined performance metrics and
payments linked to these metrics. Van Duren er al. (2014)
argue that performance-based procurement should be defined
through output specifications and consider quality over price in
tendering, and suppliers should be challenged to maximize
value for money and deliver the solution fit for purpose.
Moreover, according to Vullo er al. (2018), the design of
performance criteria and metrics design and the involvement of
stakeholders should be included very early in the performance-
based procurement planning process.

While performance-based approach as a strategic choice has
been identified as a possible approach to harness the
sustainability and innovation potential, more empirical
evidence on its implementation is needed (Selviaridis and
Wynstra, 2015). Some outcomes can be difficult to monetize
(Selviaridis and Wynstra, 2015), but tenders have to include
performance indicators (Vullo ez al., 2018) and typically at least
part of the payment is linked to the performance (Baquero,
2005; Martin, 2007). In addition, performance-based
procurement emphasizes the value provided to the customer
(Kashiwagi, 1999; Selviaridis and Wynstra, 2015; Van Duren
et al., 2014). Moreover, the literature recognizes the
possibilities of co-creation of outcomes and the role of end-
users’ experiences in framing public services (Farr, 2016).
Performance-based procurement encourages suppliers to be
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innovative in finding ways to deliver the desired outputs or
outcomes (Baquero, 2005; Van Duren ez al., 2014). However,
when allowing the supplier more freedom in terms of how
performance is delivered, it also transfers risk to the supplier
(Baquero, 2005; Ekstrom and Selviaridis, 2014; Farr, 2016;
Selviaridis and Wynstra, 2015; Van Duren er al, 2014).
Kleeman and Essig (2013) argue that in performance-based
procurement it is advisable to build trust and reciprocity with
suppliers and involve suppliers in the development of a
performance-based solution to achieve mutual benefits. These
characteristics set a demand for new capabilities for both buyers
and suppliers.

Value-based selling

According to Terho er al. (2012), value-based selling is not
about presenting the benefits of an offering or the
functionalities of a product to the customers. Instead, value-
based selling is identifying potential customers, understanding
the value creation opportunities relevant to the customer,
creating and quantifying value propositions, communicating
value potential to the customer and verifying customer value
(Liu and Zhao, 2021; Raja ez al., 2020). Moreover, value-based
selling is presented as understanding and improving the
customer’s business (Terho ez al., 2012; Toytéri ez al., 2011).

In value-based selling, payments are typically linked to the
value or performance and the value proposition is, therefore,
based on verifiable data (Liinamaa ez al., 2016; Raja er al.,
2020). According to Korkeaméki er al. (2022), contracts are
characterized by a long-term period and the need to review and
possibly implement changes also during the contract period.
Performance-based contracts can also be used in value-based
selling (Liinamaa et al., 2016).

Value-based selling focuses on customer needs more
proactively than traditional selling and it is seen as providing
solutions to customer pain points (Liu and Zhao, 2021).
Similarly to the literature on performance-based procurement,
the literature on value-based selling argues that focusing sales
on value and performance outcomes shifts responsibility from
the customer toward the supplier (Sjédin er al, 2020). In
addition, value creation is a collaborative effort between
supplier and customer, but the end user can also be involved in
the value creation process (Sjodin ez al., 2020).

Dyadic key activities in performance-based public
procurement

Strategic public procurement has been identified as having
three phases: planning, tendering and monitoring of the
contract (Guarnieri and Gomes, 2019). Similar phases are
recognizable from the suppliers’ side, although they are referred
to in slightly different terms. The phases of value-based selling
are described using the terms: planning, implementation and
leverage (T'0ytdri and Rajala, 2015).

To study dyadic capabilities of the parties, it is first necessary
to understand the main activities related to performance-based
public procurement and value-based selling on a party-specific
basis, and then to examine the activities of the dyad. The key
activities related to the three identified process phases, referred
to in this article as preprocurement, contracting and contract
period, are presented in the Table 1.
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Table 1 Dyadic key activities of performance-based public procurement
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Performance-based public
procurement key activities
(modified from Guarnieri and
Gomes, 2019; Koivisto, 2018;
Selviaridis and Wynstra, 2015)

Process phases
(modified from Guarnieri
and Gomes, 2019)

Value-based selling key activities
(modified from Liu and Zhao,
2021; Toytari et al., 2011)

Interpretation of dyadic key activities

Preprocurement Identifying potential suppliers
Defining need

Defining performance

Setting targets and metrics

Contracting Tendering and contracting

Identifying potential customers
Understanding a customer’s business
Crafting solutions

Setting mutual targets
Communicating and offering

Identifying potential business partner

Building a common understanding of the need
Defining outputs/outcomes

Defining targets and metrics

Contracting as a result of the tendering process

customer value

Contract period Evaluating and reporting

performance value

Source: Authors’ own work

Verifying and documenting customer

Measuring and target monitoring

The previous studies suggest that the key activities presented in
the Table 1 from defining needs to verifying their fulfilment are
a joint effort and broad performance or value/solution
co-creation activity (Farr, 2016; Koivisto, 2018; Liu and
Zhao, 2021; Osborne, 2018; Santos and Cabral, 2022;
Sjodin er al., 2020; Terho et al., 2012; Toytéri et al., 2011).
More specifically, in dyad, both the supplier’s expertise and the
buyer’s knowledge of the operational environment together
play a key role in value-creation activities (Sjodin ez al., 2020).
In addition, Gadde and Hakansson (2023) argue that it is
becoming common for business partners to seek to integrate
their activities with each other. Moreover, for organizations,
large-scale collaboration and co-creation can mean redefining
procedures and processes, adapting existing practices, training,
organizational changes and even cultural change (Uyarra et al.,
2020). However, also performance-based relationship
paradoxes have been identified in terms of sharing and
protection of information, sharing of objectives and formality of
control, where the parties, despite their mutual efforts, also
tend to maintain separate objectives and requirements
(Korkeamaki ez al., 2022).

Capabilities in performance-based public procurement
According to Piening (2013), public sector organizations are
required to evolve toward performance management and build
effectiveness and capabilities that can be exploited to achieve
benefits to society. Thus, the dynamic capabilities associated
with strategic change (Winter, 2003) seem to be relevant in this
strategic evolution of public procurement. However, the
combination of dynamic and operational capabilities supports
both operational performance and long-term impact (Teece,
2014). Hence, it is justified to cover also operational
capabilities, as operational and administrative activities
(Winter, 2003; Yook ez al., 2018) are not separated from more
strategic activities in the implementation of performance-based
procurement.

Performance-based procurement requires capacity and
capability to adapt its processes, tools and change (Meehan
et al., 2017). Measuring performance impacts is challenging,
which may even limit the use of performance-based approach
in the public sector (Jadskeldinen and ILaihonen, 2014;
Selviaridis and Wynstra, 2015). To achieve new approaches to
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procurement, the ability to be innovative and risk-taking, a
change-oriented attitude and a learning mindset are
emphasized (Uyarra er al., 2014). In terms of long-term
effectiveness, the ability to define needs and performance/
outcomes and translate them into objectives and metrics is
crucial in performance-based public procurement (Baquero,
2005; Farr, 2016; Koivisto, 2018; Selviaridis and Wynstra,
2015; Vullo er al., 2018). Early interaction between parties is
essential to achieve innovativeness in public procurement
(Adjei-Bamfo er al. (2022). In addition, public organizations
need to be capable of co-creating outcomes or solution which
often refers to partnership capabilities (Osborne, 2018; Sj6din
et al., 2020). Furthermore, monitoring, data collection and
analysis are important process elements during the contract
period, creating also an essential capability need for the public
organization (Selviaridis and Wynstra, 2015).

Also, value-based selling requires service-centric mindset and
an organizational learning process (Raja et al, 2020). Value
analysis, value proposition development, value communication,
quantification and verification have been identified as essential
capabilities for the success of value-based selling (T6ytéri and
Rajala, 2015). In addition, Kienzler ez al. (2019) emphasize the
learning orientation throughout value-based selling practices
and see value-based selling as contributing to sales performance.

More generally, Flynn and Davis (2017) highlight that in
the public sector context, it is important for suppliers to have
both relational and procedural capabilities to successfully
participate in public procurement. On the other hand, Kelly
et al. (2021) highlight that public buyers should have the
ability to engage with suppliers and build relationships very
early in the procurement process to attract the best suppliers
to the tendering process. They also highlight that public
buyers should ensure fairness of the process from supplier
perspective.

Holma er al. (2022) highlight interaction capabilities and
demand-solution matching capability as important capabilities
of both parties in preprocurement dialogues. Karttunen ez al.
(2024) found that public buyers’ dynamic capabilities are
connected to benefits such as well-functioning supplier
markets. Whereas Santos and Cabral (2022) identified three
types of capabilities for complex public procurement: bid and
contract capability, relationship management with prominent



Dyadic capabilities in public procurement

Journal of Business & Industrial Marketing

Kari Loyas, Aki Fadskeldinen and Elina Karttunen

stakeholders and knowledge management capability. These
buyer’s capabilities could be associated to increased levels of
collaboration and trust in relationships between buyers and
suppliers (Santos and Cabral, 2022). In addition, the ability to
work collaboratively, integrate organizations and manage a
project collectively are seen as essential collective capabilities in
alliances (Hietajarvi, 2017), where performance-based
approach also can be used. Moreover, Sjodin ez al. (2020) states
that developing operational capabilities for both customer and
supplier to the contract period, at a very early stage, is vital for
success. While the public buyer perspective recognizes the
importance of linking payments to performance (Baquero,
2005; Farr, 2016; Selviaridis and Wynstra, 2015), sales
research has also emphasized the important role of pricing
capabilities in value-based selling (Raja ez al., 2020).

In the transition from transaction-based to performance-
based approaches, partner organizations need to adjust their
capabilities to meet the requirements of the new activities, for
which they need dynamic capabilities. While operational
capabilities support the implementation of activities in the
present, dynamic capabilities benefit the organization in the
long term by directing the use of operational capabilities to
produce major outcomes (Teece, 2014; Yook ez al., 2018). In
addition, Piening (2013) describes dynamic capabilities as set
of capabilities that “enable a public organization to renew its
operational capabilities in pursuit of better performance”.

Dynamic capability is originally developed to provide
answers on how to create competitive advantage in a fast-
changing environment (Teece ez al., 1997). The ability of both
the buyer and the supplier to identify opportunities and risks
(sensing), to implement changes (seizing) and to flexibly
reconfigure operations and competences (transforming) (Lee
and Rha, 2016; Teece, 2007) are crucial in shedding light on
the requirements of novel performance-based procurement
activities. On the other hand, Liu and Zhao (2021) states that
organizations should grow their dynamic capabilities to support
value-based selling in identifying potential customers, creating
a value proposition that meets customer needs and generating a
contract, and adapting organizational processes, tools and
competences to a value-oriented approach.

According to Croom (2001), a dyad generates value only
when the key capabilities of the parties complement each other
and are activated through interaction. Therefore, based on the
need for early interaction and joint effort on key activities, the
study assumes that in the case of performance-based
procurement it is possible to identify not only the individual
capabilities of the parties but also necessary dyadic capabilities
when implementing performance-based public procurement.
Croom (2001) presents a dyadic capabilities framework, which
is constructed through a distinction between relational
capabilities (e.g. communication, interaction and relationship
development) and operational capabilities. However, in this
study, we do not use this framework as such, but instead use
Croom’s (2001) approach to the interpretation of capabilities
in dyads. Furthermore, as relational capabilities (such as
partnership building and trust building) appeared only in the
supplier responses of our data and only rarely as dyadic
capabilities, we excluded separate relational capabilities from
our analysis and focused only on operational and dynamic
capabilities  that support performance-based public
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procurement in the dyadic context. Interaction capabilities are
included according to whether they relate to operational
activities or to the dynamic capabilities required for change.
Figure 1 illustrates our theoretical framework.

Methodology

The qualitative approach chosen was this research necessary for
the research problem at hand since there are only limited
studies on performance-based public procurement and
performance-based procurement has not yet been
implemented much in the country where the study was
conducted. Hence, this study has an abductive approach
consisting of exploration in the empirical field and connection
of observations with the research framework (Dubois and
Gadde, 2002) through theory elaboration (Ketokivi and Choi,
2014). More specifically, the empirical part connects the
capability-related observations with both dynamic capabilities
as sensing, seizing and transforming, and operational
capabilities following the phases of the performance-based
procurement and value-based selling.

This study was implemented as a mono-method qualitative
research consisting of semi-structured interview studies for
both buyers and suppliers. Interview is chosen as the research
strategy to gain access to the interviewees’ personal
experiences. In addition, semi-structured interview was used to
keep discussion with key questions formal enough while leaving
room for unexpected topics to appear. Interview study was
supported by literature presenting different phases of
procurement/selling and dynamic capability perspectives but
also the open exploration was enabled. More specifically the
buyer interviews consisted of following themes: opportunities
and challenges in performance-based procurement, and
activities and capabilities in different phases of performance-
based procurement. Supplier interviews included the following
themes: benefits of value-based selling, capabilities and
practices in different phases of value-based selling.

The interviewees for the buyer interviews have been selected
from Finnish public organizations using purposive sampling.
The procurement representatives interviewed represent the
social and health care sector and the infrastructure sector.
Earlier literature acknowledges the application of performance-
based procurement in these two sectors (Baquero, 2005) and
also the analysis of earlier procurement cases in Finland
confirmed the use of performance-based approach in these
sectors. Some differences in procurement context between the
social and health care sectors and the infrastructure sectors can
be identified. In infrastructure sector the supply is often project
oriented and provided by a complex network of suppliers for
different infrastructure life-cycle stages (Eriksson er al., 2023;
Matinheikki ez al., 2021). Social and health services are
commonly supplied as a continuous service delivery with the
challenge of responding to customization demands (Chong
et al., 2019). The different sectors naturally also define their
specific performance objectives differently. However, the basic
idea in performance-based procurement approach does not
clearly vary across the studied sectors.

Finland, as one of the Nordic countries, is well suited as an
environment for public sector data collection because it has
very extensive public services related to social and health
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Figure 1 Theoretical framework

Key activities
of performance-based
public procurement
in the phases:
pre-procurement
contracting
contract period

Source: Author’s own work

services, infrastructure, education and public transport
(Jadskeldinen, 2010). In addition, in Finland, the government
has published a national procurement strategy to guide
generally all public procurement toward a more strategic and
procurement skills-developing approach, while also providing
tools to implement the strategy (Ministry of Finance, 2020).
Moreover, Finland has been recognized as a strong performer
in terms of innovation and R&D procurement in the public
sector, although there is still room for improvement (European
Commission, 2021).

Similarly, the interviewees for the supplier interviews were
selected by using purposive sampling from private companies
supplying Finnish public organizations. All interviewees were
limited to people who were identified as having experience of
using performance-based or value-based elements in
procurement cases, sufficient knowledge of the topics being
asked and a sufficiently diverse perspective on the subject.

In addition, all interviewees were asked to share their views
using examples of performance-based procurement. As an
illustrative example, one interviewee discussed service
procurement, where they first used the negotiation procedure
to define together what they were going to procure, and to
collaboratively set targets and metrics for that procurement. In
this example, both impact and financial targets were set, and
payments were linked to performance through a bonus model.
The interviewee also reported, among other things, that
flexibility was built into the contract, for example to adjust
the metrics during the long contract period, and that during
the contract period the interaction and cooperation with the
supplier was more varied and closer than in some more
traditional procurements. Also in the other mentioned
examples, the roles of negotiation and interaction in the
procurement procedures were common.

A total of 13 interviews were conducted from a buyer’s
perspective and 7 from a supplier’s perspective. All interviews
were conducted as 1-1.5h lasting one-to-one sessions, via
Teams. The interviews were recorded and transcribed. Before
the data analysis, the interviewees were coded as follows: B =
Buyer, S = Supplier, DI = Director, MA = manager and SP =
Specialist. An overview of the informants is presented in the
Table 2.

Empirical data was analyzed by qualitative content analysis.
Coding of the data included different phases (cf. Ellram, 1996).
The similar descriptive meanings from the transcribed
interview data were identified manually in open coding which
roughly followed the main themes of the interview structure
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Operational capabilities |

Dynamic capabilities l

(e.g. the different phases of procurement/selling). Open coding
identified and combined observations from any parts of the
interview and the similarity of meanings was the essential driver
of code creation. In this phase, 124 capability codes were
identified. Next, codes that were similar were merged and
remaining codes were allocated to the three phases of the
procurement/selling in alignment with the connections
identified in interviews. The analysis continued with manual
axial coding where the identified codes were connected to
dynamic capabilities theory framework. Capabilities that could
not be interpreted as dynamic capabilities were defined as
operational. In this phase, some of the original codes were
merged but also codes emerging from the data were sustained
to elaborate the framework. While one of the authors was
responsible for coding, the allocation of codes to dynamic and
operational, and to different procurement phases, was reviewed
and validated by all the authors.

As there were capabilities specific to both of the studied
counterparts, the codes to be included in the results were
identified next. The identification followed Croom’s (2001)
definition, where a dyad generates value when the parties’ key
capabilities complement each other and are activated through
interaction. Thus, a total of 49 codes from both parties were
selected in the result tables (Appendix Table A1-Ac), where
the identified capability complements and interacts with the
capability of the other party and is, thus, interpreted as adapted
in a dyad. The capabilities identified and interpreted as dyadic
were not necessarily identical. Finally, a conceptual framework
was created by synthesizing the capability observations by
merging them into dyadic capabilities of the parties. The
conceptual framework presents the most essential capability
observations for individual performance-based procurement
phase. More specifically, capabilities partly supporting but not
simultaneously serving both parties were excluded.

Findings

The results present the necessary dyadic capabilities identified
for the three phases of procurement/selling in the case of a
performance-based approach. Figure 2 illustrates the coding
tree used. First, the first-order capability codes are presented
phase by phase emerging from the interviews with buyers and
suppliers. Then, the second-order capability themes are used to
indicate which theme these codes were identified as in the data
analysis. The operational capabilities shown in the findings are
needed by the parties in the dyad to conduct practical activities
to implement the specific procurement/sales cases (Yook ez al.,
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Table 2 Overview of the informants
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Interviewee role Organization

Interviewee code Interview date, duration

Development director
Director

Municipality (health services)
Municipality (health services)
Procurement manager Municipality (health services)
Manager
Procurement director Regional welfare services
Procurement manager
Project manager
Project manager
Associate director
Procurement director
Development manager
Senior researcher
Specialist

Regional welfare services
State (infrastructure services)
State (infrastructure services)
State (infrastructure services)
State (professional services)
State (infrastructure services)
State (research services)
State (infrastructure services)

Product manager ICT company 1
Business development director ICT company 2
Director ICT company 3
Segment director ICT company 4

Sales manager
Work manager
Area director

Health technologies
Infrastructure services
Health services

Notes: B = buyer; S = supplier; DI = director; MA = manager; SP = special
Source: Authors’ own work

Municipality (infrastructure services)

ist

BDI March 2022, 65 min
BDI2 March 2022,

45 min
BMAT1 March 2022,

46 min
BMA2 February 2022, 78 min
BDI3 March 2022,

66 min
BMA3 March 2022, 45 min
BMA4 June 2022, 58 min
BMA5 June 2022, 52 min
BDI4 June 2022, 80 min
BDI5 June 2022, 74 min
BMAG6 June 2022, 90 min
BSP1 June 2022, 67 min
BSP2 August 2022, 46 min
SMA1 April 2022, 53 min
SDI April 2022, 61 min
SDI2 April 2022, 49 min
SDI3 November 2022, 67 min
SMA2 December 2022, 60 min
SMA3 February 2023, 59 min
SDI4 May 2023,

80 min

2018). The dynamic capabilities are needed to sense
opportunities, to seize the identified opportunities in the
organizations and to transforming operations and competences
(Lee and Rha, 2016; Teece, 2007). As performance-based
procurement is a relatively new approach to public
procurement, our findings suggest that operational or dynamic
capabilities alone are not sufficient but complement each other
first to find opportunities and then to achieve the best
performance.

Dyadic capabilities in the preprocurement

Half of the identified capabilities are situated in the
preprocurement phase. Thus, also the focus of the dyadic
capabilities is on this phase, where the opportunity is identified
and enabled, suitable partner is sensed, all the definitions are
made and the common vision of the procurement objective and
metrics are established. The capabilities identified in the
preprocurement phase are shown in the Figure 2 and presented
in more detailed in Appendix Table Al.

While value-based selling suppliers proactively seek to first
identify and then contact their potential public customers, for
example through phone calls, social media channels,
presentations and webinars, and by using their references
(SMAZ2), public buyers do talk about identifying opportunities
in the market but not explicitly mention identifying a potential
business partner. On the other hand, the ability to select or use
procurement procedures did not emerge as a dyadic capability
in the preprocurement phase. Instead, as an operational
capability, the ability to create a shared understanding of the
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current situation and define objectives were, based on our data,
the first operational activities adapted in dyad as described by
one buyer respondent: “You have to understand what the target
is that you want to achieve, and what the current situation is”
(BDI3), and by a supplier respondent: “Good definition work
creates a good basis for a common understanding of what the
(end) customer needs, what the solution concept is, and how it
is built” (SMA1). Of particular relevance for performance-
based procurement is the dyadic capability to define metrics
that match the objectives, as described by informants: “If we
have very wrong metrics, or we don’t get the data, we don’t get
to measure the impact or the outcomes. This means that it
(performance-based approach) can then lose its meaning”
(BMA1), and “There must be objectives and there must be
some way of measuring that success” (SDI2). Moreover,
respondents have seen the ability to have an open discussion, a
dialogue, as relevant to the success of implementing a particular
performance-based procurement, as illustrated by this response:
“We do a lot of dialogue and often many times during that
procurement planning phase” (BMA1).

In addition to operational capabilities, the preprocurement
phase of performance-based procurement requires dynamic
capabilities even more. Without dynamic capabilities, sensing
opportunities might never have occurred, and organizations
might never have been able to capture the opportunities fully.
In addition to sensing market opportunities and following
trends through buyer—supplier interaction, sensing end user
needs was also considered important for the success of the
performance-based procurement, and informants had different



Dyadic capabilities in public procurement

Journal of Business & Industrial Marketing

Kari Loyas, Aki Fadskeldinen and Elina Karttunen

Figure 2 Coding tree
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1. order capability codes |

| 2. Order capability themes ]

I Procurement phase

Ability to create common
understanding of need

Ability to define objective, solution
and benefit

—

Operational

Ability to define metrics
Ability to dialogue

Sensing markets and trends

Sensing user/customer needs

Dynamic, sensing

Ability to utilize available information

Ability to co-create solutions

Pre-procurement

Ability to to cross-functional
interaction to seize opportunities

—

Dynamic, seizing

Ability to propose alternative options

Reconfiguring forms of cooperation

Ability to engage actors

Ability to challenge assumptions and

—-{ Dynamic, transforming

practices

Adopting co-creation approach

Ability to link objective/value to
money

Building flexibility to contract

Operational

Contracting

Ability to process propositions

Ability to collaborate on monitoring

Ability to monitor and measure
performance

Operational

Project management skills

Observing change needs from the
monitored data

Monitoring user/customer |
satisfaction for future developments 1

Dynamic, sensing

Contract period

Continuous dialogue on
development opportunities

Ability to dialogue with partner on |

seizing changes 1

Dy

>
>

ic, seizing

Source: Author’s own work

ways of doing this, such as: “In some procurements we have
had workshops (with end users), or we have done a survey in a
certain postcode area, for example, and got input from that.
Then we have also used NGOs to some extent” (BDI1) and
“We also have partners for gathering (end) customer interface
data to see what new services we will produce in the future”
(SMA2).

However, the overall number of seizing capabilities in the
sales side findings was relatively low for all but co-creation/agile
development. Seizing capabilities related to the joint definition,
co-creation and co-development of a solution were considered
essential by both parties. However, what is noteworthy in the
empirical findings on this topic, is that the term used for this
collaboration differed between the procurement and sales
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contexts. While the term co-creation was used in the context of
performance-based procurement, the term of agile development
was commonly used in the context of value-based selling. As
described by these informants:

The metrics are defined together with the purchaser and the service provider.
The field will be consulted, and discussions will take place with the various
parties representing that particular procurement. In principle, there should
always be co-creation.

(BDI4) and If you are creating something new together with the
customer, then the agile development is emphasized, so that
value is produced for the customer all along the way and the
plans can also be adapted according to what becomes apparent
during the development” (SMA1).



Dyadic capabilities in public procurement

Journal of Business & Industrial Marketing

Kari Loyas, Aki Fadskeldinen and Elina Karttunen

To harness the sensing, seizing and operational capabilities
mentioned above, a performance-based procurement approach
also involves transforming capabilities such as a requirement to
challenge and, if necessary, reconfigure previous structures,
practices and even attitudes to allow for a performance-based
and collaborative approach to dyad. In the examples of
interviews, forms and practices of cooperation have been
reconfigured: “Dialogues, demos, discussions, millions of
meetings, presentations, but then we have also very concrete
ones... We have labs where we show things, and visit with
customers in demo centers” (SDI3), the benefits of integrated
teams have been recognized: “The best result is usually
achieved when the customer has a representative on the
development team” (SDI1), and new ways of gathering end
user needs have been established: “workshops have been held
and some kind of citizens’ panel and so on” (BSP1).
Respondents also describe the transformation of common
attitudes and mindsets needed to implement a collaborative
approach, for example: “In a way you have to have the ability to
let go of these ways of doing things and think about things in a
completely different way” (BDI2) or “The co-creation mode (is
needed), i.e. not going too far in defining things by yourself”
(BDI1)

Interesting observation from the findings is that the codes
“Building trust” (SDI1, SDI2, SMA2 and SDI4) and
“Building partnership” (SDI1, SDI2, SDI3, SMA2) which
were repeated by quite a few informants, only came up in the
interview responses from the supplier side. On the other hand,
“top management support and commitment” (BDI1, BDI2,
BDI3, BDI4, BDI5, BMA5 and BSP1) and “courage and
willingness to experiment” (BDI2, BMA4, BMA5, BMA6 and
BSP2) emerged only from buyer responses. Since no
interactive counterpart was found for these codes, they were
removed from the findings, as only those capabilities that
interact across parties were included, in accordance with the
chosen methodological approach.

Dyadic capabilities in the contracting
The tendering and contracting process for performance-based
procurement was seen as largely similar to any public
procurement. However, some performance-based specific
capabilities were also identified as being related to the
contracting phase. These dyadic capabilities are shown in the
Figure 2 and presented in more detailed in Appendix Table A2.
We found that only operational capabilities related to the
contracting phase were identified in the responses. Some
dynamic capabilities appeared, but they were not dyadic and
were, therefore, excluded from the findings. In performance-
based procurement, the link between payment and
performance is seen as a clear part of the whole. In terms of
operational capabilities, even two-thirds of the buyer-side
informants cited as an essential capability to link objective,
outcome or value to the pricing. When both the buyer: “If we
are talking about good performance-based procurement, then
the compensation to the service provider should be very
strongly linked to that performance” (BDI3), and the supplier:
“You should understand pretty well what kind of value the
customer gets and try to reflect that in it (price setting).”
(SMA1), find it relevant to link performance/value to
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payments/price, it is found that in the dyad it is relevant to link
the desired performance to price in a mutually agreeable way.
Similarly, because performance-based contracts tend to be
long-term in nature, both buyer and supplier informants shared
the view that the parties should be able to work together to
build flexibility into contracts, although the findings were
biased toward the buyer side. One respondent initially
described the need as follows: “If the contract is long, the
service must also be able to respond to changes that may occur
during the contract period” (BMAZ2). This was followed by an
explanation of what kind of requirements it would set the
contract if it were to allow for further development during the
contract period:
Long-term (contracts) may be a more flexible. The metrics may change if
they are not considered appropriate for the service, or the service may be
modified to include new, innovative solutions on how to do it. And that may
invalidate some metrics and we have to invent a new one. (BMA2).
It is worth noting that flexibility is not necessarily a term commonly
associated with public procurement contracts, but it is seen as
relevant in the context of performance-based public procurement.

Dyadic capabilities in the contract period

During the contract period, the public buyer and the supplier
typically manage the contract and conduct activities without
continuous monitoring or measuring. In the case of the
performance-based approach, the operational capabilities to
monitor and verify the achievement of objectives in
collaboration become relevant. However, the observations
show that the contract period also provides an opportunity to
identify new opportunities that can be implemented already
during the current contract period or later. The capabilities
required in the contract period are shown in the Figure 2 and
presented in more detailed in Appendix Table A3.

The importance of the ability to cooperate in monitoring was
considered essential by both parties: “Monitoring and
collection of measurement data, it certainly requires that it is
typically done in collaboration with the supplier” (BSP1) and
“We work with the customer right from the start to monitor
effectiveness” (SMA2). Several informants also considered the
joint monitoring and measuring capability important, and not
just the responsibility of the supplier to prove the achievement
of the target, as found in the interview with this informant:
“The metrics and measurement of performance-based
procurement are so complex that (also) the procuring
organization must have the expertise to measure” (BDI5).

In addition, many informants from both the buyer and the
supplier side considered important the ability to jointly identify
new opportunities and development possibilities. One buyer
informant describes the sensing based on collaborative data
monitoring as follows:

If it is a performance-based procurement, then during the contract period
the performance is monitored more closely. Perhaps, we are better able to
identify how the procurement is carried out and how the service is best to
produce in the future. (BMA3).
On the other hand, sensing together through dialogue emerged
as follows:
It is good to have a feedback loop and a discussion link all the time and to
have a dialogue with the customer on how what has now been implemented,
how it has worked and how much they have benefited from it, and whether

there are things that could be further developed to better serve the
customer’s needs and be able to deliver value to the customer. (SMA1).
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However, the results show that future opportunities and
development needs are more often mutually sensed in
discussions between buyer and supplier (dialogue) than by
sensing opportunities and development needs from
measurement data. Similarly, dialogue capability, i.e. the ability
to engage in discussion between buyer and supplier, on seizing
changes was mentioned as a prerequisite, although with a clear
bias toward buyer informants. Transforming capabilities were
not identified in relation to the contract period.

Discussion

This study explains how the dyadic capabilities of buyer and
supplier contribute to the implementation of performance-
based procurement at different public procurement process
phases. This is relevant, as the public sector is required to
develop its activities and capabilities toward a more
collaborative approach, to gain wider performance impacts
(Piening, 2013). The major aims of getting better long-term
impacts require attention not only to contracting but also to
preprocurement and contract phases. Based on our qualitative
analysis, the dyadic capabilities highlight the collaborative
nature of performance-based and value-based approaches. The
capability need to collaborate on the specific performance-
based procurement activities to achieve the best performance is
in line with previous literature, such as Sjédin ez al.’s (2020)
emphasis on collaborative efforts. We extend the private sector
findings by Sjodin ez al. (2020) highlighting early stakeholder
involvement in performance-based procurement process, by
finding the key importance of dyadic capabilities in
preprocurement phase. In all, we propose that the dyadic
capabilities presented in Figure 3, play a crucial role in the
successful implementation of performance-based public
procurement in three phases.

As the figure shows, operational capabilities supports
activities of operational implementation (Teece, 2014; Yook
et al., 2018) of performance-based procurement. The dynamic
capabilities were found to support activities in the
preprocurement and contract period. The observed
importance of dynamic capabilities supports the findings of
previous studies on the capability needs for process adaptations
and change (Meehan er al., 2017) as well as change-oriented
attitude (Uyarra et al, 2014), and in innovative forms of
procurement, such as performance-based procurement. In
addition, our findings support the previous arguments that
dynamic capabilities in performance-based public procurement
involve learning from experience, contribute to refining
specifications and link performance to payments (Baquero,
2005; Ekstrom and Selviaridis, 2014; van Duren et al., 2014;
Vullo et al., 2018). However, our research addresses these
findings more precisely at the different phases of procurement
and demonstrates the contribution of dynamic capabilities,
especially in the preprocurement phase. Furthermore, we find,
in line with Teece ez al. (1997), that all the different forms of
dynamic capabilities are needed. However, we further specify
that their role varies in between different procurement phases.
Sensing and seizing capabilities seem to be most widely
important in the examined procurement phases.

Preprocurement phase. Based on the findings, all three
dynamic capabilities (sensing, seizing and transforming) are
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needed in the preprocurement phase to enable performance-
based public procurement. To get the best out of performance-
based procurement, it seems important to first sense
opportunities and then realize them through co-creation
between supplier and buyer and cross-functional interaction
within one’s own organization. This is a specific new finding as
a response to the Osborne’s (2018) article, which has called for
the capability of public organizations to dynamic co-creation.
The ability to sense and seize opportunities between the
supplier and customer markets can enable the identification
and realization of opportunities to meet end user needs that
would not have been reached through the traditional way of
conducting public procurement (i.e. starting with the opening
of a tender with cost criteria). However, our results did not
recognize dyadic capabilities in sensing a potential supplier or
target customer, despite the fundamental importance of finding
a capable partner. This is different from the literature on
strategic public procurement (Guarnieri and Gomes, 2019)
and value-based selling (Toytéri er al., 2011; Liu and Zhao,
2021). One explanation for this may be the novelty of the
partnership approach in public procurement.

The parties need transforming capabilities to find a common
state of will, effective collaboration models and efficient
practices in the early stage. Our findings suggest that
transforming capabilities direct the use of the operational
dyadic capabilities through a shared sense of purpose and
increased collaboration. Transforming capabilities enable
sensing and seizing capabilities (Teece ez al., 1997), and can,
thus, also be beneficial for performance-based public
procurement as a whole. More specifically, our findings
indicate that transforming capabilities support the
transformation required by performance-based procurement,
particularly in the public sector where the performance-based
approach is still relatively new.

Specific to operational implementation of the performance-
based procurement are the definitions in the preprocurement
phase that create the base for the whole process. When the
parties involved have the ability to build and define a common
understanding of the need and targets of public procurement,
the expected level of performance and the metrics required to
achieve the expected performance, the implementation of
performance-based public procurement becomes possible.
These findings are in line with the studies on performance-
based procurement with emphasis on performance-based
definitions (van Duren ez al., 2014; Vullo ez al., 2018) but also
with the study by Holma er al. (2022), which emphasizes
interaction capabilities and demand-supply matching
capabilities.

Contracting phase. Key operational capabilities include the
ability to link performance objectives and metrics to price and
to build flexibility into the contract. Based on our findings, it is
possible to agree on payments against performance, but the
most common way to link payments to performance in the
context of public procurement seems to be partially through a
bonus system. The ability to link payments, either partially or
fully, to performance targets contributes significantly to the
success of the implementation of performance-based
procurement implementation. The ability to link performance/
value and payments/pricing resemble capabilities found
separately in value-based selling and performance-based
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Figure 3 Conceptual framework. Dyadic operational and dynamic capabilities contributing to the implementation of performance-based public

procurement

Dyadic capabilities

Operational
Ability to define targeted
performance and metrics

based on need

Dynamic
Sensing market opportunities

Seizing opportunities through
co-creation and cross-
functional interaction

Transforming attitudes,
models of cooperation, and
practices

Operational
Ability to make a flexible

Public procurement phases

Pre-procurement

contract linking the price to
performance

Operational
Ability to monitor and
measure performance

Dynamic
Sensing new/future
opportunities through
experiences

Seizing changes proactively
during the contract period

Source: Author’s own work

procurement literature (Baquero, 2005; Ekstrom and
Selviaridis, 2014; Selviaridis and Wynstra, 2015; Farr, 2016;
Liinamaa et al., 2016; Edmiston and Nicholls, 2018; Raja ez al.,
2020). However, public organizations have the power to
divide tenders into performance and outputs, and to decide on
bonus-sanction models, so suppliers’ ability to link value and
price may be more of an input for buyers’ decision-making.

The capability to build flexibility into contracts at the
tendering in the contracting phase supports performance-based
procurement during the contract period, allowing for
continuous performance improvement and the correction of
any possible errors in targets or metrics. Both parties see the
building of flexibility into contracts as a capability that allows
for development in long-term contracts and keeps the current
contract fair to both parties.

An essential finding regarding dyadic capabilities in the
contracting phase is that no dynamic capabilities supporting
this phase were identified. The tendering, offering and formal
contracting process under the Public Procurement Law does
not seem to provide a very dynamic environment.
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Contracting

Contract period

Contract period phase. Dynamic capabilities contribute to the
implementation of performance-based public procurement also
during the contract period. We identified from our data that it
is important to be able to sense new opportunities through the
experience of a contract period, either in the long or short term.
This finding provides a practical example that supports the
Piening’s (2013) notion that public organizations can introduce
effective new operational practices for future use by dynamic
capabilities accumulating experience. According to our
findings, sensing of opportunities can take place through the
monitoring of performance by the parties or through dialogue
between the parties in interactive situations. Still sensing
capabilities related to dialogue between parties were more
emphasized than direct data-based monitoring capabilities in
our findings. One reason to this might be challenges of
measurement that adds variance in interpretation. However,
sensed short-term improvements may even be possible to seize
during the current contract period if the parties are capable of
adapting improvements for the ongoing contract period and the
flexibility of the contract allows this. However, based on our
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data, sensing during the contract period often supports the
seizing of opportunities through designing the implementation
of future contract periods. In addition, our findings suggest that
dyads require operational capabilities to monitor and measure
performance, also in terms of end user satisfaction which
concerns both buyer and supplier (Ekstrom and Selviaridis,
2014; Selviaridis and Wynstra, 2015; Guarnieri and Gomes,
2019; Liu and Zhao, 2021). Continuous improvement and
optimization during the contract period is seen as an
opportunity to achieve added value over long contract periods
(Sjodin ez al., 2020) which supports our finding that flexibility
must be built in performance-based contracts.

Conclusions

The academic contribution of this study consists of two main
elements. First, this study contributes to the discussion of
performance-based public procurement by emphasizing its
dyadic capability needs. Second, this study contributes to the
discussion of dynamic capabilities in public procurement and
public sector more widely by specifying how the different forms
of dynamic capabilities, together with operational capabilities,
support performance-based procurement. As a further
contribution, our study provides new insights into the
development of public procurement capabilities toward more
collaborative and performance-oriented direction, as a
response to the call by Piening (2013). In addition, going
beyond the firm level and conducting dyadic analysis has been
presented as an important future research area on procurement
and innovation (Johnsen ez al., 2022). Therefore, the findings
on dyadic capabilities in this extend the understanding on a
dyadic approach in public procurement research.

Our first main contribution relates to the understanding of
dyadic capabilities role in the implementation of performance-
based public procurement to complement the studies with
buyer (e.g. Ekstrom and Selviaridis, 2014) or supplier-centric
(e.g. Toytdri and Rajala, 2015) approaches. Building on
previous literature on strategic public procurement (Guarnieri
and Gomes, 2019), performance-based procurement
(Baquero, 2005; Van Duren et al., 2014; Vullo ez al., 2018),
performance-based contracting (Ekstrom and Selviaridis,
2014; Selviaridis and Wynstra, 2015) and value-based selling
(Liinamaa et al., 2016; Liu and Zhao, 2021; Raja er al., 2020;
Terho er al., 2012; Toytari et al., 2011; Toytédri and Rajala,
2015), and combining it with empirical findings, we generated
new knowledge on how dyadic capabilities contribute to the
implementation of performance-based procurement. The
result of this study indicates that as public procurement evolves
toward performance-orientation, with increasing collaboration
between parties, the importance of new capabilities in
organizations is growing and even dyadic capabilities become
more relevant.

Our second main contribution relates to the alignment of
three dynamic capability types to specific public procurement
phases, going beyond contracting emphasized in prior
performance-based procurement research. As an extension to
the previous literature (e.g. Selviaridis and Wynstra, 2015;
Osborne, 2018), our findings are not limited to just one phase
or to public procurement as a whole, but distinguish
capabilities relevant to preprocurement, contracting and
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contract period phases. In addition, our findings highlight
suppliers as active participants that enable dyadic capabilities to
emerge. Like Lee and Rha (2016) linking the need for dynamic
capabilities to supply chains and Liu and Zhao (2021) to value-
based selling, empirical findings of this study also support the
need for dynamic capabilities in the performance-based
approach in the public sector in a buyer—supplier dyad.

For practitioners seeking to develop their strategy toward
buying or selling performance to public to achieve, for example,
sustainability or innovation objectives, this study provides
relevant information on essential organizational capabilities.
To private supplier managers, capability to define value/benefit
in the preprocurement phase is an antecedent of defining
objects that are aligned to societal benefits. These objects are
then, in turn, aligned with metrics which are agreed upon both
parties. Private supplier managers could prepare themselves to
draft a logical continuum from value proposition to objects and
metrics before discussions with a buyer. Then they would have
more time to create concrete proposals of metrics which could
be really measured and fully apply their preprocurement
capabilities. Second, supplier managers should possess an
accurate plan how performance metrics and revenue are
connected. It is beneficial to both parties that relationship
between metrics and revenue is transparent. With
transparency, a supplier can build trust to its business
relationships which is valuable asset if some flexibility is sought
during contract period. To public sector managers, the results
offer opportunity to assess the current state of their
organizational capabilities in relation to their future plans
regarding possible strategic public procurement activities. In
addition, in the longer term, practitioners can use the results in
preparing their organizational development roadmaps and
training programs. Operational capabilities should be
considered something practical which must be possessed to
implement performance-based procurement successfully in all
procurement phases. In turn, dynamic capabilities are
especially beneficial when the organization plans to do first
trials or extends the use of performance-based procurement in
new areas, but also from the perspective of strategic public
procurement and continuous development. The dyadic
approach of the study offers to public procurement managers
especially insight on the capabilities that should be found in
their own organization, but also in potential supplier
organizations, when considering implementing procurement
using a performance-based approach. Therefore, in the short
term, the results can be used to identify a capable supplier, for
example as part of the supplier selection process, or in the
longer term for supplier market development activities, if the
public organization has already decided to adopt a
performance-based approach to procurement.

This research is limited by the ambiguity of the concept of
performance-based public procurement, where performance
can mean output, quality or long-term outcomes and the
limited prior research on strategic public procurement
capabilities. In addition, the empirical findings are collected
from medium to large organizations, so the perceptions of small
organizations on the required capabilities are not reflected in
this study.

Future research avenues could include more studies on
strategic public procurement capabilities, which clearly need
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strengthening. The concept of value-based selling in the
context of public procurement could also be an interesting
future area of research as public procurement evolves toward
performance and value orientation. In addition, it could be
useful to study the party-specific capability needs involved in
performance-based procurement and their relationship with
dyadic capability needs. Furthermore, future research could
pay more attention to the various processes and operational
practices of performance-based public procurement, in
particular defining the metrics that appear to be important for
the success of performance-based procurement. Another
challenge, and, thus, an effective practical area for research,
could be building flexibility into contracts while maintaining
the integrity of public procurement. It is also necessary to
identify additional explanations for the observations of this
study and to further test the applicability of the findings in other
public procurement contexts, €.g. country.
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Appendix

Table A1 Capabilities in the preprocurement phase
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Capability

Buyer

Supplier

Operational

Dynamic, sensing

Dynamic, seizing

Dynamic, transforming

Source: Authors’ own work

Understanding the current situation and the need
(BDI3, BDI4, BDI5, BMA4, BMAS, BSP1, BSP2)
Ability to define objectives and targeted outcomes
(BDI1, BDI2, BDI3, BDI4, BDI5, BMA1, BMA2, BMA3,
BMA4, BMA5, BMAG6, BSP1, BSP2)

Ability to define metrics (BDI1, BDI2, BDI3, BDI4,
BDI5, BMA1, BMA2, BMA3, BMA4, BMA5, BMAG,
BSP1, BSP2)

Ability to market dialogue with the selected
suppliers (BDI5, BMA1, BMA2, BMA3, MBAG, BSP1)
Sensing supplier markets and offerings (BMA1,
BMAZ2, BDI1, BDI2, BDI3, BDI4, BDI5, BMA4, BMAS5,
BMAG, BSP1, BSP2)

Sensing end user needs (BDI1, BDI2, BDI4, BDI5,
BMA1, BMA2, BMA3, BMA4, BMAS5, BSP1)

Ability to use previous contract period information
(BDI1, BDI3, BDI4, BDI5, BMA3)

Ability to co-create solutions (BDI1, BDI2, BDI3,
BDI4, BMAS, BSP1)

Ability to cross-functional interaction within own
organization to seize opportunities (BDI1, BDI3,
BDI4, BDI5, BMA2, BMA3, BMA4, BSP1)

Proposing and promoting options and alternative
approaches within own organization (BMAT1, BDI3,
BMAG)

Reconfiguring expert network and forms of
cooperation to meet future needs (BDI1, BMA1,
BMA2, BMA3, BDI3, BDI5, BMA4, BMAS, BSP1)
Ability to engage all actors (BDI5, BMAD5)

Ability to challenge own assumptions and practices
(BDI2, BDIS, BSP2)

Adopting co-creation mindset in the organization
(BDIT)

Understanding the customer need (SMAT1, SDI1, SDI2,
SDI3, SMA2, SDI4)

Ability to define value/benefit (SDI2, SDI3, SMA2)
Ability to define the objective and solution (SMA1, SDI2,
SDI3, SMA2, SMA3, SDI4)

Ability to define metrics (SDI2)

Ability to open dialogue between supplier and customer
(SMAT1, SDI1, SDI2, SDI3, SMA2, SMA3, SDI4)

Sensing global and local trends (e.g. sustainability) (SMA1,
SDI1, SDI2, SDI3)

Sensing customer needs (SMA1, SDI1, SDI2, SDI3, SMA2)
Ability to use information provided by customers (SDI1)

Ability to agile development/co-creation of solutions
(SMAT, SDI1, SDI2, SDI3, SMA2, SMA3, SD14)

Ability to cross-functional interaction within own
organization to seize opportunities (SDI2)

Ability to propose alternative solutions (SMA1, SMA3)

Reconfiguring models of cooperation (e.g. workshops,
surveys) to enable sensing (SMA1, SDI3)

Ability to engage/involve customer and other actors
(SMA1, SDI2)

Ability to challenge customers’ old habits and practices
(SDI3)

Adopting agile development/co-creation in the
organization (SMAT1, SDI1, SMA3)

Table A2 Capabilities in the contracting phase

Capability Buyer

Supplier

Operational Ability to link objectives to payments (e.g. usage of
bonus-sanction models) (BDI1, BDI2, BDI3, BDI4,
BDI5, BMA1, BMA2, BMA4, BMA5, BSP1)
Building flexibility into contracts (BDI1, BDI2, BDI3,

BDI5, BMA1, BMA2, BMA3)

Ability to evaluate propositions and make decisions
(BDI3, BDI4, BDI5, BMA4, BSP1)

Dynamic N.A.

Source: Authors’ own work

Ability to link value to price (SMAT1, SDI2)

Building development flexibility into contracts (SDI3,
SDI4)

Ability to communicate value and value proposition
(SMAT1, SDI1, SDI2, SDI3, SMA2, SMA3)

N.A.
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Capability Buyer

Supplier

Operational Ability to collaborate on monitoring and
development (BDI1, BDI3, BDI4, BDI5, BMA4,
BMAS, BMA6, BSP1, BSP2)
Ability to monitor and measure performance (BDI1,
BDI3, BDI4, BDI5, BMA1, BMA2, BMA3, BMA4,
BMAG, BSP1, BSP2)
Project and contract management skills (BDI3, BDIS5,
BSP2)

Dynamic, sensing Observing change needs from the monitored data
(BDI1, BDI3, BDI5, BMA1, BMA3)
Monitoring user satisfaction for future developments
(BDI1, BDI4, BDI5, BMA1, BMA4)
Continuous good dialogue on development
opportunities (BDI1, BDI4, BMAT1, BMA2, BDI3,
BMA4, BMA5, BMAG, BSP2)

Dynamic, seizing Dialogue with supplier on seizing changes (BMA2,
BDI1, BDI3, BDI4, BMA1, BMA4, BMAS5)
Dynamic, transforming N.A.

Ability to collaborate on monitoring (SDI2, SMA2)
Ability to monitor and measure performance (SMAT,
SDI2, SMA2)

Project management skills (SDI1, SMA1, SMA2,
SMA3, SDI4)

Observing change needs from the monitored data
(SDI2)

Monitoring customer and user satisfaction for future
developments (SMA1, SDI2, SMA2)

Continuous good dialogue on development
opportunities (SMA1, SDI2, SDI3, SMA2, SMA3,
SDI4)

Dialogue with customer on seizing changes (SDI3)

N.A.
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