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pose of the thesis was twofold. Firstly, the thesis aimed at identifying opportunities, chal-
lenges, and solutions pertaining to collaborative innovation between private sector companies 
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Tämä opinnäytetyö on osa kaksivuotista Palvelutuotannon ja palveluinnovaation avoin kehit-
tämismalli älykkäässä kaupungissa: toimintakonsepti ja –malli julkisen päätöksenteon tueksi –
tutkimusprojektia. Tutkimusprojekti toteutettiin vuosina 2015-2016 ja sen pääasiallinen ta-
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1 Introduction 

The world is becoming increasingly global and interconnected, and urbanization is rapid. In 

the year 2014, 54 per cent of the word’s population lived in urban areas and the number is 

expected to reach 66 per cent by the year 2050. While cities play an important role in driving 

development and economic growth and urban living is often associated with numerous posi-

tive phenomena such as higher levels of education and healthier people, it is evident that fast 

and unplanned growth in urban areas poses risks to sustainable development. (United Nations, 

Department of Economic and Social Affairs, Population Division 2014, 1-3.)  

 

Due to the rapid nature of urbanization and the the various challenges it presents, govern-

ments need to find new ways to manage and develop their infrastructures and policies in ur-

ban areas. Furthermore, the innovativeness of cities is one of the key drivers of international 

competitiveness. Smart cities around the world continue to attract interest from both the 

business world and academia as they become more intelligent in managing their resources 

and thus enable a higher quality of life for the citizens and contribute to sustainable develop-

ment. (Bakici et al. 2013, 136-137.) In addition to having a strong focus on the utilization of 

information and communication technologies (ICTs), smart cities are often characterized by 

business-led urban development and public-private partnerships in which private businesses 

cooperate and consult with the government and the communities (Hollands 2008, 307-308). 

Public sector innovation plays an important role in smart city environments and it is taking on 

increasingly collaborative forms. As traditional ways of managing and developing public inno-

vation are proving to be inadequate, collaborative innovation has emerged as a cross-discipli-

nary approach to enhance innovation by involving multiple actors and networks in the innova-

tion process (Sorensen & Torfing 2011, 1-5). 

 

This master’s thesis stems from a two-year smart city research project that was designed to 

develop service innovation concepts and models for cities. The thesis is based on a qualitative 

study aimed at finding out ways to enhance collaborative innovation between the public sec-

tor and various external actors. The study approached the subject from a private sector per-

spective. The background and rationale, purpose and research questions, and delimitations 

and limitations of the thesis as well as the structure of the the report are discussed in more 

detail in the following sub-chapters 1.1-1.4. 

1.1 Background and Rationale 

This thesis is part of a research project titled ”Open Service Innovation and Production in a 

Smart City: Concept and Model for Public Decision Making”. The two-year research project 



 7 

was carried out in 2015-2016 under the ”Innovation Platforms in Smart Cities in the Urban Re-

search and Metropolitan Policy” program and was funded by Finland’s Ministry of Finance, 

Ministry of the Interior as well as the cities of Helsinki, Espoo, Vantaa, and Lahti.  

 

The goal of the research project was to develop concepts and models to aid cities in service 

innovation development and decision making. By developing concepts and models, the pro-

ject aimed at increasing the Helsinki Metropolitan Area’s international attractiveness and 

competitive advantage by opening the cities’ processes up for service innovation and taking 

advantage of the synergies between private and third sector actors. Producing results that are 

transferable to other smart city environments around the world as well as taking advantage of 

the already existing national and international networks and smart city knowledge were also 

important points listed in the goals of the project. The project was designed to deliver both 

scientific and applied results.  

 

The rationale for the research project is that there is a clear need for research and develop-

ment in service innovation and development in a smart city context. Experiences in successful 

smart city service innovation and production efforts demonstrate tremendous potential for 

increased financial, social, and environmental benefits, yet it seems that there is a lack of 

smart city service innovation concepts as well as models for linking them to public decision 

making. Furthermore, the scientific knowledge and existing literature on the subject are 

scarce. This thesis focuses primarily on the collaborative aspects of innovation in smart cities 

since involving the private and third sector actors as well as the citizens in the cities’ innova-

tion efforts is considered one of the key characteristics of a smart city.  

1.2 Purpose and Research Questions 

The purpose of this thesis is twofold. Firstly, the thesis aims at identifying opportunities, 

challenges, and solutions pertaining to collaborative innovation between private sector com-

panies and cities. The second goal of the thesis is to discover ways to enhance collaborative 

innovation and develop a model that illustrates the key parties and activities of collaborative 

innovation that are essential to overcoming the identified challenges and seizing the opportu-

nities.  

 

The thesis seeks answers to the following research questions: 

 

1. What kind of challenges and opportunities are there as pertains to collaborative inno-

vation between private sector companies and cities? 

2. Are there significant differences between the public and private sectors that cause 

challenges in collaborative innovation?  
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3. How to enhance collaborative innovation between private sector companies and cit-

ies? 

a. What parties and activities are essential to successful collaborative innova-

tion? 

b. How should collaborative innovation efforts be managed and organized for op-

timal results? 

1.3 Delimitations and Limitations 

This thesis focuses on answering the research questions from the point of view of private sec-

tor companies that have experience in collaborating with cities. The data collected from pub-

lic and 3rd sector subjects were excluded from the scope of the study with the goal of gaining 

insight specifically from the private sector. The private sector focus was chosen because it 

studies the topic of collaborative innovation in cities from a specific angle that differs from 

the other thesis studies conducted as part of the ”Open Service Innovation and Production in 

a Smart City, Concept and Model for Public Government Decision Making” project. The results 

and findings of the thesis may potentially provide the public sector and cities with valuable 

and interesting insight as they are free from any assumptions and prejudices that may affect 

the perceptions and attitudes within the public sector. On the other hand, it is also important 

to note that due to the focused approach, the study may not provide complete and directly 

implementable solutions as the findings may not adequately represent the points of view of 

all parties involved in collaborative innovation. Rather, it is suggested that the results of the 

thesis be used to complement existing research and possibly stimulate ideas for further re-

search.  

 

The research that the thesis is based on was conducted using qualitative research methods. 

The analysis and coding of the data were carried out by the author of the thesis alone and 

therefore the findings reflect the subjective interpretation of one researcher. Furthermore, 

the findings of the research cannot be considered statistically generalizable.  

1.4 Report Structure  

This thesis is based on a qualitative study and the report has been structured with the goal of 

presenting the contents in a logical and compact fashion in mind. A thorough introduction to 

the thesis has been provided in this chapter and the structure of the rest of the report is de-

scribed in the following paragraph.   

 

Chapter 2 presents the theoretical framework of the thesis that is based on the existing theo-

ries on smart cities, collaborative innovation, and public-private differences. Next, the re-

search method and the data collection and analysis processes are described in chapter 3. 
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Chapter 4 is dedicated to the empirical findings produced by the study and chapter 5 presents 

approaches to enhancing collaborative innovation by introducing two models that were de-

rived from the empirical findings. Finally, the report is concluded in chapter 6 that summa-

rizes the results of the study and discusses their value, transferability, and implications for 

further research and development.   

2 Theoretical Framework: Collaborative Innovation in Smart Cities 

This chapter introduces the key concepts that form the theoretical framework of this thesis 

(see Figure 1). The two primary elements that serve as the basis of the framework are the 

concepts of smart cities and collaborative innovation. Additionally, a third element focused 

on the differences between the public and private sectors was included in the framework for 

two reasons. Firstly, since the thesis is focused on the private sector perspective on collabo-

rative innovation, it was deemed appropriate to study the sectoral differences in order to 

better understand the empirical findings and how they relate to the existing theories. Sec-

ondly, public-private differences seem to draw considerable attention in the existing litera-

ture attempting to explain the underlying phenomena of collaborative innovation and are 

therefore relevant to the thesis. (see Sørensen & Torfing 2011; Sørensen & Torfing 2012; Bom-

mert 2010). 

  

 

Figure 1: Theoretical Framework 

 

A literature review was conducted on all three elements forming the theoretical framework 

of the thesis, and the results are presented in this chapter. The concept of smart cities is pre-

sented in chapter 2.1, followed by an overview on collaborative innovation in chapter 2.2. 

Lastly, chapter 2.3 discusses public-private differences.    
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2.1 Smart Cities  

Smart cities have emerged as innovative new ways and strategic instruments to tackle the 

challenges presented by the rapid and large-scale urbanization that is taking place around the 

world. As the urban population of the world grows, urban living is reaching new levels of com-

plexity which requires cities to come up with innovative ways to enable sustainable eco-

nomic, environmental, and social development and to battle challenges such as poverty, ine-

quality, and unemployment. (European Parliament 2014, 17.) Kuk & Janssen (2011, 39) note 

that another factor that drives cities to be more innovative and become smart is the fact that 

modern-day urban citizens have become more demanding and have higher expectations of 

what their municipality of residence can and should offer them – the citizens expect things 

such as availability and transparency of information and ease of interaction with government 

bodies which causes cities to re-think their business models and explore smart technologies.   

 

Despite the increased positive attention that smart cities are attracting, the concept of a 

smart city is not easily defined. What it is that actually makes a city smart seems to be sub-

ject to debate, and different focuses on the key characteristics of a smart city can be identi-

fied in the existing literature. As pointed out in the paragraph above and chapter 1, the gen-

eral idea of smart cities is to foster sustainable development and enable a better quality of 

life for the citizens. How cities go about achieving the aforementioned goals and get desig-

nated as smart in the process is not unanimously agreed on and the discussion on smart cities 

is not completely free from definitional problems and terminological confusion (Hollands 

2008, 3). Due to the wide variety of opinions and terminological ambiguity, it is not feasible 

for the purpose of this thesis to try to produce a single, comprehensive definition of a smart 

city. Instead, this chapter aims at offering an overview on some of the points that are most 

commonly made when attempting to define smart cities and outline their key characteristics.   

 

The utilization of ICTs and technological innovations are commonly associated with smart cit-

ies. The innovativeness of cities is what drives international competitiveness and ICTs have 

emerged as the new economic force dictating the way in which cities around the world com-

pete. For example, the city of Barcelona has managed to endure tough times and transform 

itself into a globally recognized smart city. Barcelona’s success in urban development has 

largely been achieved by going through significant reforms implementing technological solu-

tions that enable the generation of smart ideas and involving the citizens in the process 

through ICTs. (Bakici et al. 2013, 136-137.) The European Parliament (2014, 23) also acknowl-

edges the importance of utilizing ICTs in smart cities – smart cities use ICTs to make their 

data, citizens, and organizations smart by gathering, analyzing, and sharing information in or-

der to optimize processes and activities that are useful and relevant. The strong focus on ICT 

utilization is closely connected to social inclusion through e-governance that can also be con-

sidered a typical smart city characteristic. The idea is to provide the citizens and companies 
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with governmental services enhanced by means of technology and thus get urban residents 

from all social classes involved in public services in order to foster equitable urban growth. 

(Caragilu et al. 2011, 68; Tranos & Gertner 2012, 177.)   

 

Business-led urban development is another common element in many smart city agendas. Re-

ferring to the works of Quilley, Harvey, Gottdiener, Klein, and Monbiot, Robert G. Hollands 

(2008, 308) points out that urban governance in most western cities is shifting from manage-

rial to entrepreneurial forms and that businesses and corporations are increasingly involved in 

shaping cities. In their smart city research, Tranos & Gertner (2012, 177) make a connection 

between the concepts of entrepreneurial cities and smart cities. Entrepreneurial cities have 

entrepreneurial self-identities and aim at maintaining and enhancing their economic competi-

tiveness by pursuing innovative strategies that are generated in an entrepreneurial manner 

(Jessop & Sum 2000, 2289).  

 

Business-led development and the utilization of ICTs go hand in hand and therefore smart cit-

ies are home to numerous companies in the ICT sector. However, the current smart city liter-

ature also acknowledges the role of creative industries, for example, the arts and cultural in-

dustries, in shaping smart cities. The creative city discourse focuses primarily on the social 

and human dimensions i.e. the soft infrastructure (Hollands 2008, 309; Tranos & Gertner 

2012, 177). Richard Florida’s (2002, 24) widely acknowledged but also somewhat controversial 

work (see for example Krätke 2010) on the creative class and industries suggests that it is im-

portant for cities to focus on diversity and attract a wide variety of bohemians and young 

workers from the creative industries in order to thrive in the creative age. Closely related to 

the creative discourse in terms of emphasizing the soft characteristics of cities is the concept 

of human and social capital and focusing on the people (Tranos & Gertner 2012, 177). John V. 

Winters hypothesizes that the amount of people seeking higher education is important to the 

growth of smart cities. Furthermore, Winters considers a city smart when a significant part of 

its adult population has a college degree. (Winters 2011, 254, 268.) Figure 2 illustrates and 

summarizes the smart city characteristics presented in this chapter.  
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Figure 2: Smart City Characteristics 

 

Any smart city initiative, whether it be technological, social, or economic in its focus, is going 

to face various challenges. Kuk & Janssen (2011, 39-40) point out that the transformation into 

a smart city may require the development of new services and business models that differ 

considerably from the existing ones. An important point of consideration is what kind of ef-

fects the adaption of the new models will have on the existing information architecture and 

what kind of limits said information architecture poses. Kuk & Janssen observed that munici-

palities around the Netherlands have started to explore web-based full service provider busi-

ness models in their smart city endeavors. Such business models often necessitate enterprise-

wide technological reforms that require tremendous efforts and are often failure-prone.  

Ojasalo & Kauppinen (2016, 52, 56) identified a wide variety of challenges in their study on 

collaborative innovation in smart cities. Their findings include challenges that are related to 

the cities’ change-resistant organizations as well as slow and insufficient processes – it seems 

that – at least in some cities - certain significant structural and behavioral changes might 

have to take place in order for the cities to become truly ready to implement various smart 

city initiatives.  

2.2 Collaborative Innovation in the Public Sector   

The public sector plays an important role in generating innovations to tackle today’s emer-

gent and persistent challenges e.g. the unstable global economy, climate change, and crime. 
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Contemporary societies are becoming increasingly dynamic and complex in nature and the de-

mands for public sector innovation are ever-growing. Furthermore, many governments are 

facing additional pressure to produce cost-effective solutions due to budget constraints 

caused by the financial crisis. Indeed, innovation in the public sector has become a topical 

subject of interest and is climbing towards the top in many governmental agendas. Even 

though the public sector has produced numerous celebrated innovations, it is argued and 

widely acknowledged that standard government solutions and the traditional ways of innovat-

ing in the public sector will not suffice in the face of the new emerging challenges and the 

citizens’ rising expectations for public services. (Bommert 2010, 15; Donahue & Zeckhauser 

2011, 3; Sørensen & Torfing 2011, 842; Sørensen & Torfing 2012, 3.)        

 

Various reasons for the public sector’s inability to respond to its innovation demands have 

been presented in the literature on public sector innovation. The public sector is considered 

highly bureaucratic by many and often associated with characteristics such as red tape, iner-

tia, and top-down hierarchy (Sørensen & Torfing 2011, 842; Sørensen & Torfing 2012, 2). The 

bureaucratic nature of most governmental organizations has been identified as one of the pri-

mary limiting factors to innovation within the public sector. Bommert (2010, 21) argues that 

bureaucratic governmental organizations tend not to take full advantage of all the innovation 

resources that exist at various levels within the organization and outside its borders as the in-

novation efforts primarily reside at the top of the organizational hierarchy - this results in re-

duced quality and quantity of the generation, implementation, and diffusion of new ideas. 

Furthermore, a risk-averse organizational culture and poor skills in risk and change manage-

ment are common in the public sector and considered barriers to innovation (Albury 2005, 

55). In their empirical study on collaborative innovation in cities, Ojasalo & Kauppinen (2016, 

56) discovered that cities’ organizations often lack systematic tools for cultivating innovation. 

Ojasalo & Kauppinen found out that city officials and employees are not blind to the need to 

foster innovation and are actually frequently identifying problems that have potential to turn 

into innovations when solved, but there seems to be a lack of methods and systematic ap-

proaches to take the innovation process to the next step which results in missed opportuni-

ties.  

 

Collaborative innovation has emerged as a potential new way to help the public sector meet 

its innovation needs. Collaborative innovation in the public sector is based on the idea of 

opening the innovation process up to multiple actors such as private and third sector organi-

zations and citizens as opposed to keeping it closed i.e. strictly within the boundaries of any 

particular governmental organization. The involvement of external actors in the innovation 

cycle increases the amount of both intangible and tangible innovation assets the public sector 

has at its disposal. In fact, the availability of the right kind of assets and matching them with 
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problems are key in collaborative innovation and take priority over formal rules and roles of 

bureaucratic organizations. (Bommert 2010, 16.)  

 

The idea of collaborating with external actors is not particularly new in the public sector and 

the early examples can be dated back to the Roman imperial period, whereas more recent ex-

amples include e.g. various networked approaches to governance in which the utilization of 

assets across organizational boundaries is being emphasized. Opening processes and systems 

up to external actors with innovation-specific goals in mind has its origins in the private sec-

tor. (Bommert 2010, 17; Donahue & Zeckhauser 2011, 5.) For example, Henry Chesbrough 

(2006, 1) has presented the concept of Open Innovation that can be considered the polar op-

posite of the traditional approach in which innovations are generated through companies’ in-

ternal research and development activities. Open Innovation is based on the idea that compa-

nies should utilize both internal and external ideas and paths to market in their quest to ad-

vance their technology and create value.    

 

Collaboration has the potential to enable synergies in which the public sector together with 

various external actors can produce greater results and achieve more than what the sum of 

their individual efforts would be (Donahue & Zeckhauser 2011, 5). According to Bommert 

(2010, 22-23), collaborative innovation is a suitable approach for the public sector as it helps 

overcome the organizational and cultural barriers that restrict innovation in the public sector. 

Furthermore, the collaborative approach to innovation is beneficial for the generation, selec-

tion, implementation, and diffusion of ideas. Sørensen & Torfing (2012, 5) present similar ar-

guments and also note that the collaborative approach helps in identifying problems and chal-

lenges as well as assessing risks and benefits as it enables a broader perspective than innovat-

ing in-house.  

 

Collaborative efforts between government and external actors are not free from challenges. 

The sharing of discretion between the parties involved can cause certain managerial difficul-

ties as there is no fixed rule that determines how discretion should be dealt out. If the deci-

sion making of any particular effort is completely one-sided, it cannot be called a collabora-

tion but rather a contract. However, finding out how to deal out discretion requires careful 

thought and balancing. (Donahue & Zeckhauser 2011, 45.) Another potential challenge to col-

laborative innovation is that actors from different sectors may have differing or contradicting 

interests and ideas how to utilize and disseminate the results of the innovation activities. As 

Bienkowska et al. (2010, 212) found out in their study on public-private innovation in Sweden, 

it might be problematic to find a hybrid order in which the private and public sectors’ ways of 

using research results are in a symbiosis that is mutually reinforcing in nature. Hennala et al. 

(2011, 383) researched multi-actor involvement in public sector innovation processes and 
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came to the conclusion that it can be challenging to create and maintain collaborative inno-

vation processes that are perceived as equally beneficial to all parties involved.   

 

Collaborative innovation is also a hot topic in the smart city discussion and Kristiina Erkkilä 

(2014, 218) considers the potential for collaboration a key element of a smart city. A connec-

tion between smart cities and collaborative innovation can also be identified in the social in-

clusion aspects of smart cities as described in chapter 2.1. According to Ojasalo & Kauppinen 

(2016, 49, 52), urban innovation is at the core of the smart city concept and can benefit 

greatly from collaborative approaches. The perceived benefits are numerous and Ojasalo & 

Kauppinen have organized them into four categories as follows:  

 

• Novel services/products/solutions 

• Economic gains 

• Urban and regional development 

• Systemic improvements and process improvements 

2.3  Differences Between the Private and Public Sectors  

The discussion on the public sector is often filled with strong preconceptions and stereotypes. 

Many attempts at explaining the public sector’s shortcomings and figuring out how to improve 

public sector activities such as innovating are based on the assumption that governmental or-

ganizations are being outperformed by their private sector counterparts in various functions. 

Hence, comparing the public and private sectors in e.g. organizational, cultural, and strategic 

aspects has become an essential part of the literature on the public sector and a burgeoning 

field of study in its own right. (Rainey & Bozeman 2000, 447-448; Sørensen & Torfing 2012, 2; 

Bommert 2010, 21; Halvorsen 2005, 9.) While it is fairly safe to assume that some of the ste-

reotypes associated with the public sector are true, at least to a certain extent, there are 

also opinions and research suggesting that that the differences may not always be as promi-

nent as one might think. Some organization and management theorists have even argued that 

the public-private distinction is unnecessary and that generally there are more similarities 

than differences between the sectors. (Albury 2005, 52; Rainey & Chun 2007, 71; Lachman 

1985, 678.) This thesis takes the stance that the research on public-private differences has its 

place in academic discussion and may offer relevant insight on the subject of the thesis. 

Hence, some of the most commonly perceived sectoral differences are discussed in this chap-

ter.  

 

One common argument used to lay a foundation for the discussion on public-private differ-

ences is that public and private sector organizations are inherently different in the roles they 

play in society and the goals that legitimize their existence and actions. According to Paul C. 

Nutt (1999;2006), private sector companies are typically driven by expectations to make 
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profit for their shareholders by selling products and services, whereas public sector organiza-

tions aim at discovering the citizens’ needs that require public attention and contracting for 

services accordingly. While private sector companies operate in markets that provide reve-

nue, the resources of public sector organizations are typically dictated by oversight bodies. 

Furthermore, public sector organizations are constrained by a wide variety of rules, legisla-

tions, and various forms of political pressure. (Nutt 1999 308-310; Nutt 2006, 289-290.) Deme-

ter & Tapardel (2013, 164) share Nutt’s view on the differing roles of private and public or-

ganizations, noting that the performance of private sector companies revolves around their 

profits, whereas the purpose of public sector organizations is to render services with limited 

resources while using the taxpayers’ money efficiently.     

 

Public sector organizations are often associated with high levels of formalization, rules, and 

red tape. The typical organizational structure in the public sector is considered to be siloed 

with most of the authority concentrated at the top and the organizational culture is labelled 

as risk-averse. The aforementioned characteristics often take negative tones in the discussion 

surrounding the public sector and have contributed to the idea that public sector organiza-

tions are slow and rigid bureaucracies that are not capable of performing well in certain ac-

tivities such as innovating. These points are also frequently brought up in literature when try-

ing to explain the various issues the public sector is facing. (Sørensen & Torfing 2011, 846; 

Bommert 2010, 21; Albury 2005, 21; Halvorsen 2005, 9.) 

 

In an attempt to provide evidence for or against some of the commonly held beliefs about 

public-private differences, Rainey & Bozeman (2000, 447-469) analyzed a wide body of empir-

ical research literature comparing the public and private sectors. The work of Rainey & Bo-

zeman was motivated by their belief that many of the common stereotypes about the public 

sector were too easily accepted as truths without solid research and evidence to back them 

up. The analysis covered various dimensions and the findings are summarized in Table 1. 

 

DIMENSION STEREOTYPES/ 
ASSUMPTIONS 

FINDINGS 

Goal Complexity &  
Ambiguity 

Goal complexity and ambi-
guity are high in the public 
sector - the goals are often 
conflicting, vague, and not 
easily measured. 
 

Public managers find their 
goals clear and measurable 
(based on several question-
naire surveys). No significant 
differences between the pri-
vate and public sectors were 
discovered.  

Organizational Structure The levels of formalization, 
rules, and red tape are par-
ticularly high in the public 
sector.  

The research findings are 
somewhat conflicting. Re-
search on general levels of 
formalization does not prove 
that there are significant 
differences. 
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When observing particular 
types of formalization, re-
search shows that public or-
ganizations do indeed have 
higher levels of rules and 
constraints when it comes to 
personnel, purchasing, budg-
eting, and accounting. Gov-
ernmental ownership is seen 
as one of the primary causes 
as it subjects public sector 
organizations to jurisdic-
tional rules and the author-
ity of oversight bodies.  

Work-Related Attitudes and 
Values (Satisfaction, Motiva-
tion, Valuation of Rewards, 
and Work Outcomes)  

Motivation, satisfaction, and 
rewards are low in the pub-
lic sector.  

Studies have yielded mixed 
results that suggest no sig-
nificant differences between 
the sectors. In some in-
stances, public sector em-
ployees have reported even 
higher levels of satisfaction 
than their private sector 
counterparts. However, 
some particular frustrations 
and disappointments have 
been identified in the public 
sector.  
 
Whether the study methods 
to analyze and compare the 
true levels of work values in 
the public and private sec-
tors have been sufficient is 
debatable. Nevertheless, the 
studies clearly demonstrate 
that the situation is not as 
simple as the a priori as-
sumptions indicate.  
  

 

Table 1: Public-Private Differences (adapted from Rainey & Bozeman, 2000) 

 

According to Rainey & Chun (2007), studying and understanding the differences between the 

public and private sectors has played an important role in the discussion on public manage-

ment, as the growing trend of privatizing governmental functions and organizations is largely 

based on the premise that privatization brings with it more effective management practices 

than what are typically exercised in the public sector. Rainey & Chun (2007) compared public 

and private management by analyzing the existing theories and found out that in some areas 

of management, the sectors do not differ significantly from each other. On the other hand, 

the findings also suggested clear differences in certain areas. For example, the findings indi-

cated that public managers are subject to various governmental processes and as a result, are 
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more likely to face complex rules and red tape in their work than their private sector coun-

terparts. Public managers were found to be more concerned about matters such as their co-

workers’ motivation and performance, but their assessment of their own motivation and satis-

faction did not differ significantly from the observations from the private sector. (Rainey & 

Chun 2007, 71-72, 90-91.)  

 

In conclusion, there are numerous strong and deep-rooted beliefs and stereotypes surrounding 

the public sector. Upon closer examination, it seems that the differences between the public 

and private sectors are not as prominent as is commonly perceived. In fact, there are individ-

ual instances in which research has yielded results suggesting the exact opposites of the com-

mon stereotypes to be true. Furthermore, examples from recent years are showing that many 

public sector organizations are shifting towards more entrepreneurial, risk-embracing, and 

creative approaches, further closing the perceived sectoral gap (Somasundaram & Kruthika 

2012, 24; Luke et al. 2010, 150). Nevertheless, it is important for the purpose of this thesis to 

understand what the most common a priori assumptions are and acknowledge that they may 

have significant value in interpreting the empirical findings, even though the real extent to 

which they are true is debatable.     

3 Research Methods and Process 

The research methods used in this thesis were defined in the research plan of the ”Open Ser-

vice Innovation and Production in a Smart City: Concept and Model for Public Decision Mak-

ing” project. Data-driven qualitative research was chosen as the primary approach for the 

whole research project. The project team operated under the supervision of professor Jukka 

Ojasalo and consisted of a bachelor’s degree student as a full-time research assistant and 

three master’s degree students as researchers. The data collection process was a team effort 

in which all of the members of the project team participated, and the primary data collection 

methods were individual elite interviews and workshop-like focus group interviews as outlined 

in the research plan. The research plan defined grounded theory as the primary approach to 

analyzing the data.   

 

The research methods of the project and how they were applied to this thesis are presented 

in this chapter. Chapter 3.1 discusses the characteristics of qualitative research. The data 

collection methods and process are presented in chapter 3.2. Lastly, chapter 3.3 describes 

how the data were analyzed according to the principles of grounded theory in order to pro-

duce empirical findings.   
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3.1 Qualitative Research 

Qualitative research in its numerous forms has become highly influential in social sciences in 

recent decades (Hammersley 2013,8). The essence of qualitative research is not easily de-

fined or explained by any one trait. According to Hirsjärvi et al. (2007, 157), the basis of 

qualitative research is to describe and explain real life and to study phenomena holistically. 

Pertti Alasuutari (1999, 44-48) compares qualitative research to the process of solving a rid-

dle. The researcher analyzes the data to produce clues that are then used in combination 

with the existing theories and research to solve the riddle – the more clues can be found dur-

ing the process, the more likely it is that the solution is correct or sensible, even though ab-

solute certainty is impossible to attain by science.   

 

One way to define and understand the meaning of qualitative research is to make a distinc-

tion between the qualitative and quantitative research methods and examine how they con-

trast with each other. Understanding the defining features of quantitative research may be a 

helpful starting point in identifying the features of qualitative research. The contrast be-

tween the two methods also reflects the history of qualitative research and its emergence as 

an alternative to the well-established traditional forms of quantitative research. (Hammersley 

2013, 13.) Even though making a clear distinction between the qualitative and quantitative 

disciplines may seem helpful and appealing, it is important to note that the two methods are 

not mutually exclusive polar opposites of each other – as there are differences, there are also 

similarities between the methods and they can be used to complement each other (Alasuutari 

1999, 31-32). 

 

The key features of the qualitative method are manifest in various aspects of research e.g. 

the research design and goals, the methods and settings of data collection, the approaches to 

data analysis, and the level of subjectivity. Table 2 summarizes the key features of qualita-

tive research as laid out by Hirsjärvi et al. (2007) and Hammersley (2013). Comparisons to the 

quantitative method are also included where appropriate.      

 

Hirsjärvi et al. (2007, 160) Hammersley (2013, 15-17) 

Qualitative research is holistic in nature and 

data are collected in natural settings. 

Qualitative research adopts a flexible re-

search design as it focuses on the genera-

tion and development of explanations rather 

than the testing of hypotheses.  

People are the primary instrument of data 

collection. The researcher’s observations 

and discussions with the research subjects 

are essential. 

The use of relatively unstructured data is 

common as statistical aspects such as formal 

counting and ranking are not emphasized.  
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The approach to data analysis is often in-

ductive. Qualitative research aims at uncov-

ering unexpected findings and therefore it 

studies phenomena holistically and in detail. 

The goal is not to test predefined hypothe-

ses. What is important is not determined by 

the researcher.  

Qualitative research is subjective in nature. 

It is acknowledged that the social and per-

sonal traits of the researcher cannot be 

eliminated from the research and therefore 

affect the data and how they are inter-

preted.   

Qualitative methods such as theme and 

group interviews and participatory observa-

tion are used to collect data.  

Subjects are often studied in natural set-

tings as opposed to, for example, laboratory 

studies or formal interviews that aim to 

standardize the settings and control varia-

bles.  

Choosing the subjects is based on the pur-

pose of the study rather than the principles 

of random sampling. 

Qualitative research studies a small number 

of cases and examines them in detail, docu-

menting complexity, whereas quantitative 

research often studies large samples with 

the goal of generalizing the results.  

The research design is flexible and may be 

adjusted as the research progresses. 

Verbal methods are favored over statistical 

ones in data analysis.  

Cases are treated as unique and the data 

are interpreted accordingly.  

 

    

Table 2: Features of Qualitative Research (adapted from Hirsjärvi et al., 2007 & Hammersley, 

2013) 

 

As Hirsjärvi et al. (2007, 179) point out, the research questions and methods are closely con-

nected with each other and the selection of the research method is guided by what kind of 

information is sought. Choosing the qualitative method for the research project this thesis is a 

part of was guided and justified by the nature and goals of the project. The existing 

knowledge base on the subject of the project is still fairly scarce, and thus the goal was to 

study the subject in detail and possibly uncover new information about it rather than to test 

predetermined hypotheses about it. 

3.2 Data Collection 

Qualitative methods were favored in the data collection process of this thesis. The primary 

methods used were elite interviews and focus group interviews of which the latter were con-

ducted in workshop-like settings. The use of qualitative interviews to collect data has become 

increasingly prominent in social sciences which can be attributed to several factors. For ex-
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ample, the qualitative stance on research in which the world and its processes and phenom-

ena should be described and understood before they are theorized and explained is getting 

increasingly popular. Furthermore, the technological advances of recent decades such as 

portable recorders and computer software have made the collection and analysis of interview 

data much easier and more efficient than it was in the past. (Brinkmann & Kvale 2015, 14-

15.)  

 

According to Hirsjärvi et al. (2007, 200), interviewing is a flexible method that is often used 

in qualitative research when the goal is to obtain in-depth knowledge and study new phenom-

ena about which little is known. Hirsjärvi et al. also point out that there are certain chal-

lenges as pertains to research interviews. For example, interviews are always bound to spe-

cific circumstances and contexts which makes the results less generalizable. Moreover, the 

reliability of interviews may be affected by the interviewees’ desire to give socially accepta-

ble answers if they want to, for example, portray themselves as good citizens and members of 

society. (Hirsjärvi et al. 2007, 200-202.)     

 

The data collection process of the two-year research project spanned from April 2015 to Jan-

uary 2016 and was a joint effort in which the whole research project team participated. Ulti-

mately, a single large file containing all the collected data was put together for each re-

searcher to utilize in their individual work as deemed appropriate for their particular re-

search objectives. The data collection process and methods are described in detail in the fol-

lowing sub-chapters. Elite interviews are discussed in chapter 3.2.1 and focus group inter-

views are discussed in chapter 3.2.2.   

3.2.1 Semi-Structured Elite Interviews 

The majority of the data used in this thesis was collected by conducting semi-structured elite 

interviews. According to Hirsjärvi et al. (2007, 203), one of the key characteristics of semi-

structured interviews is that the themes of the interview are known and predetermined, but 

the exact form and order of questions are not fixed. Hirjärvi et al. also note that semi-struc-

tured interviews are popular in social sciences because they are in line with the general prin-

ciples of qualitative research. Gillham (2005, 70) argues that the flexibility of semi-structured 

interviewing makes it the most important form of research interviewing. As per Gillham, the 

questions in semi-structured interviews are open and the interviewer often use probes in or-

der to make the interviewee elaborate on a particular point and thus disclose more infor-

mation about it.   

 

The term elite may have certain implications of superiority that do not sit well with some 

people, but it has a particular meaning in the context of research interviews. Interviewing 
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elites refers to interviewing people who are experts in a community and particularly knowl-

edgeable about the specific subject that is being studied. The interviewees are referred to as 

elites because their experience and knowledge have often taken them to positions of author-

ity and power. Interviewing elites may be a source for interesting insight on highly specific 

subjects because of the interviewees’ extensive knowledge and experience. In elite inter-

views, it is crucial that the interviewer also has a certain amount of expertise in the topic and 

is familiar with the professional terminology and lingo used among the experts. Because of 

their high levels of knowledge, the elites are often sophisticated interviewees. They are not 

likely to submit to a predetermined set of structured questions which is why a loose or open 

structure is suitable in elite interviews. Elites are also often in positions where the state-

ments they make can have considerable implications and consequences. Therefore, discretion 

and, in many cases, complete anonymity of the interviewees, are required when using data 

collected through elite interviews. (Brinkmann & Kvale 2015, 171; Gillham 2005, 54.)     

 

A total of 65 elite interviews were conducted by the members of the research project team. 

The interviews took place between May 2015 and January 2016. The interviewees were se-

lected based on their experience in public-private collaboration, public procurement, and in-

novation platforms and intermediaries. The interviews were categorized into groups based on 

the interviewees’ backgrounds. The categories were the public sector, private sector, third 

sector, innovation platform, and researcher, and the total numbers of interviewees repre-

senting each category are summarized in Table 3. For the purpose of this thesis, only the 20 

private sector interviews (highlighted in red in Table 3) were analyzed as the focus was to 

study the subject from a private sector perspective. The total amount of interviews con-

ducted was mostly determined by two factors. Firstly, the schedule and resources of the pro-

ject had to be taken into consideration – there was a timeframe within which the data were 

to be collected and a limited amount of human resources to complete the task. Secondly, a 

point where a certain degree of theoretical saturation started to occur was reached during 

the data collection process. However, conducting interviews did not stop at the first signs of 

saturation. As Gillham (2005, 50) notes, empirical data contain explanations and the more 

subjects are interviewed, the more explanations are found. Theoretical saturation starts to 

occur when new explanations found in the data are few and fairly insignificant.   
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SECTOR FINLAND INTERNATIONAL TOTAL 

Public 18 - 18 

Private 17 3 20 

Third 7 - 7 

Innovation Platform 6 10 16 

Researcher 1 3 4 

TOTAL 49 16 65 

  

Table 3: Summary of all Interviews Conducted in the Research Project 

 

The interviewee candidates were approached by e-mail or phone to find out whether they 

would grant an interview for the research project. The interviewees were given information 

about the purpose, goals, and funding of the research project, the intended use of the inter-

view data, and the estimated time required for the interview. The discussion continued with 

the candidates who expressed interest and meetings were set up accordingly. All interviewees 

gave permission to disclose the name of the organization they represented if necessary, but it 

was agreed on that the interviews would be treated and reported confidentially and that the 

interviewees would remain anonymous which is why their names and titles are not disclosed 

in this thesis. 

 

The interviews analyzed in this thesis were conducted face-to-face with the interviewees 

with one or two members of the research project team present during each interview. The 

interviewers were equipped with an interview guide that was meant to provide a loose struc-

ture and help facilitate the interview (see appendix 1). All interviewees were asked the same 

questions, but the degree of elaboration and time spent with each question varied greatly 

based on the interviewees’ knowledge on the subject and willingness to elaborate on their 

answers. The interviews lasted from one to three hours each. The interviewees were encour-

aged to visualize their answers and were provided with pens and paper to aid in visualization 

as well as two innovation platform models by Ojasalo (2015a:2015b – see appendices 2&3) to 

stimulate the conversation.  

 

All of the conducted interviews were audio recorded with the interviewees’ permission and 

the interviews were later transferred into text format by transcribing them word for word. 

The transcription work was done by the research project team’s assistant. The visual illustra-

tions were photographed and also included in the data analysis. After each interview, the re-

searcher responsible filled out an interview information form containing the basic information 

on the interview such as the names of the interviewer and interviewee and the time and 
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place of the interview. The interview information forms were then sent to the research assis-

tant who filed them in the project database to validate that the interviews had been con-

ducted according to plan.  

3.2.2 Focus Group Interview Workshops 

Various forms of group interviews have been used by social researchers since the 1920s, and 

focus group interviews emerged in academic social research in the 1980s. Focus group inter-

views are essentially moderated group discussions that are used to unveil and obtain a variety 

of viewpoints on a focused topic. A focus group typically consists of four to ten interviewees 

whose role is to discuss the topic presented by the moderator who is also responsible for fa-

cilitating the conversation. In addition to the discussion that is at the core of focus group in-

terviews, the use of stimulus materials and activities such flip charts and pens, games, and 

exercises is becoming increasingly common. The stimulus materials and activities may be 

helpful in warming the participants up and making them feel more comfortable as well as in 

visualizing their thoughts. (Brinkmann & Kvale 2015, 175; Liamputtong 2011, 31, 42, 64.)  

 

According to Morgan (1998, 11-12), focus group interviews are useful in exploration and dis-

covery and are frequently used to study topics about which there is little knowledge. Focus 

groups provide in-depth insight of the participants’ views and opinions through their interac-

tion and how they react to each other. Furthermore, focus group interviewing is one of the 

few interview forms that allow for uncovering large amounts of information even if the re-

searcher does not specifically know what questions they want to ask. Focus groups also pro-

vide interpretative insights on why things are the way they are and how they came to be that 

way, as the participants are interested in learning about each other and finding out how their 

views are shaped. There are also challenges associated with focus groups. For example, exer-

cising little control over the group allows for a wide variety of insights, but it may also result 

in hit-and-miss type of conversations. Brinkmann & Kvale (2015, 176) also note that the inter-

view transcripts - especially the ones of particularly lively conversations – may turn out cha-

otic.  

 

As part of the data collection process of the research project, a total of five focus group in-

terview sessions were arranged in workshop-like settings in the year 2015. The workshops 

were carefully documented through audio recordings of the discussions and photographs of 

the visual outputs (see Figure 3 for an example). Selected parts of the discussions were also 

transcribed word for word and included in the research project’s database for analysis along 

with written summaries of the workshops’ key insights and photographs of the visual illustra-

tions.  
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Only one of the workshops – arranged in collaboration with the city of Lahti - was analyzed for 

this thesis because of its suitable participant profile. In addition to the city of Lahti, the third 

and private sectors were also represented. The participants were divided into three focus 

groups to discuss collaborative innovation between cities and external actors. The groups 

were equipped with markers, post-it notes, and flipcharts and encouraged to visualize their 

discussions. Members of the research project team acted as moderators for the groups. Each 

focus group had an additional focus of discussion and group 1 discussed collaborative innova-

tion from a private sector perspective. Therefore, the focus of analysis as pertains to this the-

sis was primarily on focus group 1. 

  

   

Figure 3: A Visual Output Example by Focus Group 1 of the Lahti Workshop 

3.3 Grounded Theory Data Analysis  

In its essence, the grounded theory method is an applied method that follows the principles 

of analytical induction (Hirsjärvi et al. 2007, 219). The grounded theory method was origi-

nated by Glaser & Strauss in 1967 and has since become a widely used and popular qualitative 
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research method across various disciplines. (Bryant & Charmaz 2007, 1). The idea of generat-

ing new theory from data instead of testing existing theory or hypotheses is characteristic of 

the grounded theory method. What also differentiates grounded theory from various other 

methods is that the grounded theory method goes beyond exploring and describing the phe-

nomena being studied – it also seeks to explain the phenomena by producing theory that is 

grounded in the data that have been collected. (Birks & Mills 2011, 2,16.)     

 

Bryant & Charmaz (2011, 2-3) make a distinction between the grounded theory method itself 

and the concept of grounded theory that is - as the name suggests - a theory that has been 

developed using the grounded theory method. Bryant & Charmaz (2011, 11) further argue that 

the grounded theory method is actually a family of methods. These notions are relevant to 

this thesis as it is not intended to be a complete grounded theory study that meets all the de-

fining criteria of one – rather, specific grounded theory methods as pertains to the coding and 

categorization of data were used in the data analysis process with the purpose of generating 

findings.  

 

According to Johnny Saldaña, coding is an essential part of data analysis in the grounded the-

ory method and the data analysis process is characterized by coding cycles during which the 

researcher meticulously applies codes to the data in order to ultimately create theory. Sal-

daña (2013, 3) notes that a code is usually defined as ”a word or short phrase that symboli-

cally assigns a summative, salient, essence-capturing, and/or evocative attribute for a por-

tion of language-based or visual data”. As per Birks & Mills (2011, 93), codes are essentially 

used to identify conceptual repetition and similarities in the subjects’ experiences and groups 

of codes form categories that represent high level concepts. This thesis adopts parts of the 

coding typologies laid out by Saldaña (2013) and Birks & Mills (2011) and particularly the con-

cepts of initial coding (also known as open coding), intermediate coding (also known as fo-

cused coding), and theoretical coding.  

 

The purpose of initial coding is to establish conceptual control over the data. Initial coding is 

used to recognize conceptual possibilities by splitting the data and initiating the process of 

distinguishing and naming incidents, phenomena, and patterns as well as comparing them 

with each other. Initial coding is suitable for the early stages of the process of analyzing qual-

itative data and it can be considered a good way for beginning qualitative researchers to fa-

miliarize themselves with coding. Intermediate coding includes the grouping of codes into 

categories and linking the categories together and it enables reaching deeper levels of con-

ceptual depth than initial coding. Identifying the most pertinent categories is one of the key 

goals of intermediate coding. Intermediate coding and the formation of categories usually re-

veals where the data are possibly lacking which might prompt the researcher to collect more 

data until theoretical saturation starts to occur. Theoretical coding is the final step towards 
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producing a grounded theory by synthesizing the categories that have been derived from the 

preceding stages of the analysis process and identifying a core category that explains the gist 

of the study. Not all qualitative studies aim at generating original theory, but rather build on 

or modify existing theories. However, addressing how the phenomena being studied works and 

for what reasons is an important part of the final stages of theory building even if the study 

does not aim at the development of original theory. (Birks & Mills 2011, 95, 97-99; Saldaña 

2013, 100-101, 223-224.)  

 

The data analysis process of this thesis took place over a long period of time and was partially 

overlapped with the collection process meaning that the two phases did not follow each other 

in a strictly linear fashion. The early analysis of the data started as soon as the first interview 

transcripts were available. The transcripts were carefully read through while taking notes and 

attempting to identify parts that held significance for the study i.e. codes. Already at this 

stage it was noticed that the meaningful insights tended to revolve around three main themes 

that were possibilities, challenges, and solutions – these three themes would later become 

the main categories of the empirical findings of the thesis and identifying codes in the cate-

gories became one of the primary purposes of the thesis. It could be argued that a certain 

amount of theoretical saturation had occurred by the time the data collection process was 

finished, because the emergence of new codes started to diminish significantly and the ones 

that did emerge were usually variations of the codes that had already been identified during 

the early stages of the coding process.  

 

Once the data collection phase was finished, all of the transcribed interview data were trans-

ferred into one large text document accompanied by a selected set of photographs of the vis-

ual outputs of the interviewees. The main part of the data analysis phase began with the 

large data file. At that point, the focus of this thesis had become clear which meant that a 

significant portion of the data could be eliminated from the data set that was to be analyzed 

further – with only the data collected from the private sector, the size of the data set was re-

duced considerably, but there were still hundreds of pages of data to be analyzed.  

 

The full data set was read through several times and the amount of focus was gradually in-

creased with each cycle. During this part of the process, significant and recurring themes 

were highlighted and transferred to a separate document and as a result, the data set was 

condensed into a more manageable size. The analysis continued with the condensed data set 

and the notion of the three categories became more clear. Thus, the codes were color coded 

and regrouped into the three categories that were identified i.e. possibilities, challenges, and 

solutions. Once categorized, the codes were further summarized and the empirical findings of 

the thesis (described in more detail in chapter 4) were the result. The data analysis process 

continued by trying to identify the most meaningful codes in the categories and find out how 



 28 

they interact with each other and form a larger entity that summarizes the key findings of 

this thesis in a meaningful and communicable fashion. This part of the analysis process resem-

bled what is referred to as theoretical coding in the methodology literature (see for example, 

Birks & Mills 2011) and was extremely challenging. Ultimately, two models illustrating the 

process as well as the key parties and activities of successful collaborative innovation were 

formulated based on the analysis. The models are presented and discussed in more detail in 

chapter 5.     

3.4 Ethical Considerations 

According to Hirsjärvi et al. (2007) there are various ethical matters that need to be taken 

into consideration when doing research. Ethical implications are present in various parts of 

research – from the choosing of the subject to be studied to the acquisition and publishing of 

information, all researchers have ethical responsibilities. An ethically acceptable study should 

follow good scientific practices. (Hirsjärvi et al. 2007, 23-25.) 

 

The ethical aspects of this thesis were carefully considered throughout the research process. 

The data collection methods themselves required discretion. The interview candidates were 

given a comprehensive overview on the research project and its funding bodies and the in-

tended use of the interview data. The process only moved forward with the candidates who 

expressed consent. Furthermore, the interviewees were promised confidentiality and ano-

nymity meaning that the interview recordings and other forms of documentation would be 

treated confidentially within the research project team and that the interviewees’ names 

would not be mentioned in any of the publications produced by the research project. Ethical 

aspects have also been considered in the reporting of this thesis. The researcher has sincerely 

strived for avoiding plagiarism and providing adequate reference information whenever refer-

ring to texts published by other researchers and authors.   

4 Empirical Findings  

The process of coding and categorizing the data produced the empirical findings of this the-

sis. The three categories are labelled possibilities and opportunities, challenges, and solutions 

and good practices. The possibilities and opportunities represent the findings that describe 

what kind of potential and benefits collaborative innovation is perceived to have when done 

right. The challenges reflect the issues that are considered barriers to successful collabora-

tive innovation. The last category i.e. the solutions and good practices is the most complex 

one of the three – it includes concrete suggestions on how to improve collaborative innovation 

activities and overcome some of the perceived challenges as well as more general ideas of 

factors that enable successful collaborative innovation. The empirical findings - organized by 

category - are summarized in Table 4. The order in which the findings are presented holds no 
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significance, meaning that they are not organized, for example, by the perceived level of im-

pact or importance.   

 

POSSIBILITIES AND 

OPPORTUNITIES 

CHALLENGES SOLUTIONS AND GOOD 

PRACTICES 

Improved Quality of Solu-

tions Purchased by Cities 

Organizational Silos in Cities Key Parties and People In-

volved in Collaborative Inno-

vation 

Positive Financial Impact for 

SMEs 

Rigidity, Hierarchy, and Bu-

reaucracy in Cities’ Organi-

zations  

Identifying Innovators and 

Change Agents in Cities’ Or-

ganizations 

New Resources, Contacts, 

and Opportunities  

Legislative Challenges Organizing and Managing 

Collaborative Innovation 

Projects 

Positive Public Image and 

Social Innovation 

Negative Attitudes Towards 

the Private Sector 

Face-to-Face Meetings Be-

tween the Actors 

 Resistance to Change Technological Tools and So-

lutions  

 Lack of Openness in Market 

Dialogues 

Structural, Legal, and Politi-

cal Changes 

 Cities’ Procurement Policies 

Favor Big Companies  

Active and Honest Communi-

cation 

 Short Contract Periods Limit 

Long-Term Commitment 

Openness and Transparency 

 Issues with the Sustainability 

of Ideas and Successful Pro-

jects 

New Metrics, Rewards, and 

Evaluation Criteria 

 The Current Metrics and Bid-

ding Criteria Limit Innova-

tion 

User-Centricity 

 Lack of Conformity and 

Scalability in Cities’ Systems 

and Processes 

 

 The Public and Private Sec-

tors Operate at Different 

Paces  

 

 

Table 4: Summary of the Empirical Findings 
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The empirical findings are discussed in more detail in the following sub-chapters. The possi-

bilities and opportunities are discussed in chapter 4.1, followed by the challenges in chapter 

4.2. The solutions and good practices are presented in chapter 4.3.  

4.1 Possibilities and Opportunities 

Improved Quality of Solutions Purchased by Cities   

Opening up the innovation projects and collaboration between cities and private sector com-

panies holds potential to increase the amount of competition which is considered to have a 

positive effect on the quality of work. The idea is that as competition increases, qualitative 

metrics become more important as ranking suppliers based on price alone is not sufficient. 

Open and honest communication pertaining to collaborative innovation projects is also consid-

ered a quality-increasing elements as it enables better match-making – it helps the cities find 

the most suitable suppliers to fulfill their needs and it also helps the suppliers to realistically 

evaluate whether they have the right kind of solution for a particular project.   

 

Another quality-related point that was identified in the data is that the possibility for cities 

to buy small solution packages from a wide pool of suppliers could potentially improve the 

quality of the solutions they are paying for. Splitting the purchases into smaller parts would 

enable more SMEs to participate in bidding which would increase competition. While taking 

such an approach may seem costly in the short-term, it is perceived to increase the quality of 

work and bring savings in the long-term as less damage control is required to fix problems 

arising from poorly rendered services.  

 

Positive Financial Impact for SMEs 

The buying power of a city is significant from an SME’s point of view and becoming a supplier 

for a city can have a substantial financial impact on an SME’s business. What may seem like a 

small project from a city’s standpoint can be very important to a small supplier. Therefore, 

lowering the threshold for SMEs to become cities’ suppliers has potential to affect a city’s 

business environment in a positive way by supporting the companies in the area with new 

business opportunities.  

 

Expanding the possibilities for SMEs to form alliances in order to become suppliers for cities 

as joint efforts is also regarded as a potential way to work in a more cost-effective manner, 

especially from the SMEs’ point of view. Forming alliances allows the member companies to 

split costs and resources pertaining to participating in bidding for cities’ projects.   

 

New Resources, Contacts, and Opportunities 

The data suggest that companies in the private sector see great potential in working on col-

laborative innovation projects with cities and other companies. Working on cities’ challenges 
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with new people and new customers can offer valuable insight on what’s happening in the 

world and thus help identify new business opportunities and come up with new solutions. 

Based on the data, it seems that currently there is room to include more companies in cities’ 

collaborative innovation projects and that it is indeed possible to achieve win-win situations 

in which no party needs to feel like the increased pool of suppliers is a threat to their existing 

business.  

 

Collaborative innovation work with cities is also perceived to increase the possibilities to dis-

seminate ideas across the borders of an individual city and thus create new business opportu-

nities. Private sector companies seem to appreciate the idea that teaming up with a city as 

well as other companies offers useful and increased resources to spread the word about suc-

cessful projects and reach new customers such as other cities. In other words, collaborative 

innovation holds potential for companies to increase and widen the impact of their work 

which benefits not only the companies in terms of new business opportunities but also their 

customers in terms of better access to new solutions. The improved impact of collaborative 

innovation is also considered beneficial because it helps eliminate re-inventing the wheel as 

long as the results are scalable and and openly disseminated.  

 

The perception seems to be that forming alliances and consortia is currently a feasible way 

for companies, especially small and medium-sized ones, to get involved in collaborative inno-

vation projects with cities. The current procurement policies of cities as well as the related 

national laws already allow for smaller companies to join forces in order to become eligible to 

bid and the data suggest that companies appreciate the fact that such possibilities exist and 

see great potential in them. Even though the current legislation on public procurement was 

largely considered a challenge to collaborative innovation, the data revealed an interesting 

notion in that some companies also see the new legislation as an enabling factor as pertains 

to the various possibilities to team up and become a city’s supplier as part of an alliance.  

 

Positive Public Image and Social Innovation  

Collaborative innovation work also holds potential to help cities as well as the other parties 

involved build a positive public image through new innovations and successful projects. In ad-

dition to improving a city’s image in the eyes of the citizens, successful collaborative innova-

tion is likely to attract positive attention from other cities, companies, etc. Smart cities and 

the work done therein tends to be recognized worldwide which is considered to help build not 

only the public image of a particular city, but rather the whole country in which the city is 

located.  
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Social innovation is also considered an important element of collaborative innovation work, 

especially the kind that involves citizens in the process. For example, if a collaborative inno-

vation project focuses on a particular area of the city, the citizens may become an essential 

part of the process. By participating as end-users and interacting with each other, the citi-

zens help build a new social dimension of innovation that is important in a smart city. 

4.2 Challenges  

Organizational Silos in Cities 

The data suggest that it is common for cities to be organized in silos that operate inde-

pendently from each other and might have differing agendas that guide their actions and de-

cision making. Rather than being single entities with a common set of problems, challenges, 

and needs, cities are perceived to comprise a diverse group of operators, bodies, and organi-

zations that – even though existing under one umbrella – do not necessarily communicate with 

each other nor work together towards shared goals. From the point of view of an outsider, for 

example, a private sector supplier, crossing the borders between different silos and depart-

ments within a city seems arduous due to the various conflicts of interest that exist and pre-

vail within the organizational structures.       

 

The very logic based on which the cities’ organizations are formed is considered suboptimal 

for customer-centric service development; a large portion of the data and findings collected 

by working with the citizens as well as suppliers is being underutilized as it is not distributed 

and shared across the silos. Even though it is acknowledged that a will to do good exists and 

good work is being done in cities, it is the cities’ organizational structures that prevent the 

ideas and work from reaching their full potential. The aforementioned underutilization of 

data is most prominent when there is no clear managerial body that sees the big picture and 

administers the city as a whole.  

 

Rigidity, Hierarchy, and Bureaucracy in Cities’ Organizations  

The typical organizational structures of cities are considered rigid and hierarchical which 

might be detrimental to innovation and collaboration efforts with external actors. Cities’ or-

ganizations are facing challenges to cope with the pace at which the world outside along with 

its needs are changing, because the cities’ internal logic, skills, and processes are changing 

and developing slowly if at all. One interviewee noted that, in their experience, many people 

employed by cities have joined the organizations years or decades ago when the organizations 

have been very different from what they are - and more importantly, should be - today, but 

somehow their positions and jobs have remained unchanged throughout the years even though 

they don’t necessarily meet the requirements of the modern-day operating environment. The 

existence of the aforementioned positions creates inertia and is seen as a hindrance to the 
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efforts of the people who actually have vision and insight on how to develop more modern 

and innovative processes and ways to work.  

 

The hierarchical power structure in cities’ organizations is another challenge identified in the 

data. From the point of view of an external supplier, carrying out projects or research and 

development activities with cities is difficult, because in order for any work to get done and 

projects to get started, strategic decisions need to be made but the people who actually have 

the authority to make the decisions are so high up in the cities’ organizations that they are 

not involved in or concerned with individual projects. Several interviewees felt like the city 

representatives they have been working with have been open to new ideas and easy to work 

with, but at the same time powerless to make any decisions and get things moving forward 

which results in good efforts stopping dead on their tracks when approval to proceed is sought 

from someone higher up in the hierarchy who has no real interest in the project at hand.    

 

Bureaucracy in cities’ organizations is also considered a challenge. One interviewee noted 

that the cities organizations are actually full of innovative ideas but they tend to get lost in 

the red tape before ever being realized. Another private sector representative described a 

situation in which their company was working on a project together with a group of city em-

ployees who were surprised and amazed at the level of liberty they were given to experiment 

and try out new things without having a group of higher-ranking city officials hold several 

meetings about it first. In this particular example, the subject of experimentation was a sim-

ple admission form that daycare customers need to fill out which is something a private sec-

tor company would change immediately if it were likely to improve their customers’ experi-

ence, but something that, in a city, would require long bouts of internal deliberation and the 

involvement of a large group of people with sufficient authority in the organization.  

 

Legislative Challenges   

The work carried out by cities is strictly controlled by rules, laws, and regulations which is 

considered a limiting factor to innovation and new ideas. In cities, the decision-making model 

is grounded in legislation, particularly, the national law on public procurement, and the data 

suggest that once decisions on any particular procurement project have been made, it be-

comes extremely difficult to have them overturned or changed going forward. This means 

that a large part of, for example, an innovation project is pre-determined and even though 

such projects tend to be dynamic and unpredictable in nature, they remain somewhat 

chained to the initially formulated set of rules as any drastic change might be considered a 

breach of contract from a legal standpoint. This results in situations where the city employ-

ees get extremely cautious about legal implications and have a reluctant attitude towards an-

ything new that has not been covered in the guidelines set at the beginning of the procure-

ment project in question.  
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Another somewhat limiting factor about the currently prevailing laws on public procurement 

that was identified in the data is that whenever cities are looking for innovative solutions, 

they are legally bound to go a certain route and follow certain processes in order to even find 

out what is available in the market. Whenever looking for a new solution or supplier, cities 

are obliged to do a certain amount of tendering which, on the one hand, supports equality, 

but on the other hand, means more work and resources used as the tenders need to be care-

fully planned and conform to the existing laws and regulations. Furthermore, the strictly pre-

determined format of the cities’ requests for proposals limits the solutions available – several 

interviewees reported instances in which great solutions have been disqualified in the tender-

ing phase because they haven’t met every detailed requirement set out in the request for 

proposal. The tendering process described above creates situations in which cities need to 

know exactly what they want to buy before actually buying it or even considering alternatives 

which means that great external solutions the city hasn’t been able to think about internally 

are left out of the competition before it even starts.  

 

Negative Attitudes Towards the Private Sector  

The data suggest that in certain situations, city employees have somewhat negative and con-

descending attitudes towards external suppliers and partners, especially SMEs. Several inter-

viewees felt like, when collaborating with cities, they have not been treated as equal part-

ners but rather as inferior parties in the hierarchy which probably stems from the long tradi-

tions of hierarchical organizations the city employees are used to. The condescending atti-

tudes are even more prominent when it comes to the relationships between cities and SMEs 

whose managers and staff are typically of the hands-on type and often busy and very much 

involved in their companies’ daily operations, whereas certain city employees are more used 

to dealing with highly educated and seemingly important executives from big corporations. 

 

It also seems like the cities’ attitudes towards external suppliers may sometimes limit open-

ness in communication – one interviewee reckoned that city employees might feel threatened 

and even jealous whenever someone from outside the organization gets involved, because 

they consider it a failure when their organization cannot solve all problems internally and 

have to resort to external help. The lack of openness works both ways and the data indicate 

that the problem does not lie solely in the cities’ organizations; the private sector suffers 

from similar attitude-related problems and the lack of willingness to share all information and 

systems openly with the cities they are working with. The data also suggest that there are 

still city officers who cannot see any value in involving private or third sector suppliers in the 

city’s activities which is also reflected in the way they communicate and serve the external 

suppliers.   
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Resistance to Change  

Decision making in cities is perceived to be based on precedents and therefore the decision 

making logic follows the idea that something that has not been done before does not need to 

be done now or in the future either. New and innovative ideas tend to be difficult to fit into 

the currently existing pigeonholes and the data suggest that city officials are not comfortable 

dealing with things that cannot be easily categorized.  

 

The perception in the private sector is that some city officials are reluctant and afraid to 

leave their comfort zones in pursuit of new innovations and improvements, so they prefer to 

stick to the old, tried-and-tested ways of working that, while probably not optimal, at least 

get the job done somehow. Various new systems and methods to help with the procurement 

of innovative solutions are already in place in different cities, but it seems that unless made 

mandatory by the top management, the city employees responsible for procurement are re-

luctant to embrace and use them when their old ways work adequately, at least seemingly.  

 

Lack of Openness in Market Dialogues 

A certain lack of openness in procurement policies was identified as one of the key factors 

that limit cities’ open innovation efforts. For example, cities organize market dialogues in 

which they engage in discussion with their suppliers in order to explore the current supply of 

solutions in the market and anticipate possible upcoming changes. Market dialogues should be 

based on the principles of openness and equality, but the perception within the private sector 

seems to be that the market dialogues are often carried out as mandatory formalities with no 

real intention of engaging in active dialogue between the suppliers, citizens, and other par-

ties involved.  

 

Several interviewees with experience in market dialogues noted that for tactical reasons, cit-

ies as well as private sector companies are often not willing to disclose enough information to 

create a setup for open dialogue. Even though the purpose of the market dialogue events is 

that the cities can present their ideas, challenges, new projects, etc. so that they can be 

openly discussed and improved on, they seem to have no real interest in hearing what the 

other participants actually think. The market dialogues are typically organized at a stage 

where the actual proposal or project in question has been so carefully prepared that making 

any drastic changes based on the external feedback is not realistic from the city’s point of 

view.  

 

Cities’ Procurement Policies Favor Big Companies 

While it has been acknowledged that small and medium-sized companies often have feasible 

and competitive solutions to cities’ challenges, the current procurement policies seem to fa-
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vor big companies. Firstly, cities tend to buy large solution packages in which numerous dif-

ferent services are procured under one tender – many SMEs are left out of the competition 

just because they cannot provide all services covered in the tender, even though they would 

be able to make competitive offerings on one or several smaller fragments of it.  

 

Cities’ procurement policies and tendering processes are considered complicated and heavy 

which also favors big companies with abundant resources. It seems like the sheer act of com-

pleting a city’s request for proposal in such a way that it does not get disqualified due to 

some minor format error can take considerable amounts of man-hours which is discouraging 

and in some instances makes it downright impossible for SMEs to even offer their services let 

alone win the tender. One interviewee also noted that with some cities, winning tenders has 

become an art of technical competence in public bidding processes and it has become a mat-

ter of making the right tactical moves rather than offering the most suitable and competitive 

solution.  

 

Short Contract Periods Limit Long-Term Commitment 

The service contract periods between cities and their external suppliers are fairly short from 

the suppliers’ point of view. Companies in the private sector would generally prefer long-

term returns as well as relationship-building possibilities and the fact that, in order to keep 

their business, they have to regularly compete in a bidding setup after their contract period 

with a city comes to an end seems to be de-motivating as well as a limiting factor in terms of 

commitment.  

 

The notion that cities are regularly changing their vendors may seem contradictory to the 

idea that public sector organizations are generally reluctant to change their existing setups 

and procedures. However, it is what the cities are obligated to do and in this instance the pri-

vate sector opinion seems to be that extending contracts without having to go through the 

grueling competition process every two years would be preferable if the collaboration seems 

to flow smoothly and holds potential for further development.  

 

Issues with the Sustainability of Ideas and Successful Projects  

A large part of innovation and R&D work done in cities is carried out in projects, and a ten-

dency of letting the results fade away after a project’s lifecycle was identified in the data. 

This is considered problematic by the suppliers involved in the aforementioned projects as 

they feel like there is often no sustainability to their work and ideas, no matter how success-

ful they are. Even though the cities are themselves often invested and committed to the vari-

ous projects they initiate, they do not seem to have adequate processes in place to utilize the 

results and turn them into ongoing and sustainable parts of their activities.  
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From the private sector point of view, sustainability issues have similar effects as the short 

contract periods; the lack of long-term prospects limits commitment. Some examples in the 

data also described situations in which cities have not been completely transparent and open 

about their actual goals when ordering project work that is experimental in nature from their 

suppliers. If there are no real intentions and chances to turn a particular project into ongoing 

business, it would be preferable for the suppliers to know about it before committing to the 

project so they would have a chance to adjust their approach and allocate their resources ac-

cordingly or even decline the project altogether. 

 

The Current Metrics and Bidding Criteria Limit Innovation 

The way in which cities rank and evaluate proposals during the bidding phase is largely based 

on quantitative metrics which is, in many instances, considered insufficient. Large and sophis-

ticated projects end up being defined solely by numbers while various important qualitative 

attributes are being neglected because the current procurement policies do not allow the 

suppliers to present them.  

 

The price of the solution as laid out in the proposal seems to be the most important criterion 

when ranking proposals, but several interviewees noted that they have witnessed first-hand 

how choosing the cheapest alternative has proved to be costly in the long-term when failure 

to meet the qualitative requirements that have not been taken into consideration in the bid-

ding phase has resulted in additional and unforeseen costs. The absence of qualitative metrics 

in the bidding phase does not mean that qualitative factors are not important to the cities – 

indeed it seems that the procurement policies are not always aligned with the actual needs 

and cities do appreciate flexibility and high quality in the work of their suppliers, but the sup-

pliers rarely get to show what they can do and present their most compelling selling points in 

the bidding phase.  

 

Lack of Conformity and Scalability in Cities’ Systems and Processes 

Cities’ external suppliers find it problematic that there is a lack of conformity and scalability 

between different cities and sometimes between the various silos within one city. It seems 

that on a national level, most cities seem to be using different systems and different pro-

cesses which creates extra work for the suppliers looking to provide services for multiple cit-

ies at the same time. Considerable effort is required to learn the city-specific lingo, systems, 

nuances, etc. which in other words means that what may work in one city may be downright 

impossible to implement in another one without considerable adjustments. The data also in-

dicate that in some instances, there are significant differences within the organizational silos 

of a single city. Basic daily routines and tasks such as delivering invoices may vary from one 

silo to another.  
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Another conformity-related challenge identified in the data is that cities do not seem to suffi-

ciently communicate and exchange ideas as well as good practices with each other. The lack 

of communication often results in reinvention of the wheel instead of using the resources on 

creating and developing something new. The data do not reveal any clear reasons as to why 

more communication and idea exchange is not taking place between cities, but there are im-

plications that it might have to do with the generally negative attitudes towards seeking help 

from outside the city organization.  

 

Public and Private Sectors Operate at Different Paces  

The difference in the pace at which cities and their private sector suppliers operate creates 

certain challenges. For example, when a city launches a project, it might take them years of 

planning and development work before the results are actually implemented in practice, 

whereas companies in the private sector tend to carry their projects out in shorter cycles and 

also expect quicker returns and results.  

 

The differing perceptions of time between the sectors can be challenging from a financial 

perspective, particularly for SMEs. The smaller the company, the more important a steady 

cash flow is and having a city as a customer often means that getting paid for the services 

rendered can take time due to red tape and slow processes. In some instances, the cities also 

expect their suppliers to do different kinds of development and ideation work that will only 

be paid for once the city is finally ready to buy the services – many SMEs are simply not finan-

cially able to operate like that. 

4.3 Solutions and Good Practices 

Key Parties and People Involved in Collaborative Innovation  

In addition to city officials and private sector company representatives, a number of other 

parties whose role in collaborative innovation projects is essential was identified in the data. 

Involving the key regulatory bodies and authorities in the process and maintaining active com-

munication with them is considered beneficial for overcoming certain legal and regulatory 

challenges as well as avoiding unforeseen regulatory roadblocks. Academic institutions such as 

universities are also perceived to provide valuable insight since they tend to have up-to-date 

information on the issues and industries that are relevant to the cities’ challenges and needs.  

 

Based on the data, it seems that private sector companies also find it important that parties 

such as various enterprise federations and the chamber of commerce are involved in collabo-

rative innovation. The primary function of the aforementioned parties is to disseminate infor-

mation on potential projects and opportunities among their members and customers in order 

to ensure that as many potential vendors as possible become aware of cities’ challenges and 

get a chance to participate in the bidding by offering their services accordingly.  
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When cities engage in collaborative innovation projects, the aim is often to develop new and 

better solutions for the citizens which is why their involvement in the innovation process is 

considered essential. The data strongly suggest that higher levels of citizen involvement are 

needed at various stages of the collaborative innovation process; sometimes collaborative in-

novation projects tend to fail or yield suboptimal outcomes because of the fact that the chal-

lenges have not been identified and goals have not been set with the citizens’ i.e. the end-

users’ needs in mind.  

 

As the paragraphs above indicate, collaborative innovation projects require a large number of 

various parties and people to work together and communicate with each other. It is consid-

ered beneficial for collaborative innovation work to be carried out in an open fashion in order 

to ensure that the end-users’ real needs are adequately identified and that as many potential 

solutions as possible are taken into consideration. However, the level of openness is an im-

portant point to consider as the data clearly indicate that a certain amount of caution and 

control needs to be exercised when determining the extent to which potential vendors and 

end-users are allowed to participate at various stages of any particular collaborative innova-

tion project. The early stages such as challenge identification and goal setting are particu-

larly challenging as they are the moments when the risk of information overflow is at its high-

est; having too much information and opinions to process might lead to situations in which 

choosing a clear focus becomes difficult which in turn may prevent projects from getting 

properly started and moving forward.   

 

Identifying Innovators and Change Agents in Cities’ Organizations 

As discussed in chapter 4.2, some of the most critical challenges that limit the potential of 

collaborative innovation between cities and private sector companies have to do with people 

and attitudes. Reluctance to change and the tendency to stick to the old ways of operating 

are generally considered negative qualities when the goal is to create something new and the 

perception among private sector companies seems to be that said negative qualities are par-

ticularly prominent in the public sector and cities’ organizations. Therefore, it is considered 

extremely important that cities try to find and identify open-minded and innovation-driven 

employees within their organizations and put them in charge of their collaborative innovation 

efforts.  

 

The data contained examples of the powerful impact that the right kind of individuals may 

have on collaborative innovation projects and encounters with such individuals within cities’ 

organizations stood out as positive experiences among the interviewees. The interviewees 

used various names such as innovators, change agents, and disruptors to describe these indi-
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viduals. It is seen as a positive sign that such individuals already exist and work in cities’ or-

ganizations and the general perception seems to be that cities would benefit from putting 

more effort into identifying and empowering them. While the change agents tend to have a 

positive effect on other people around them and abilities to lead and inspire by setting good 

examples, the data suggest that cities need to make sure that the change agents are granted 

with sufficient authority to make decisions and implement ideas in order to utilize their full 

potential. In addition to empowering the change agents, rewarding their innovative efforts is 

also considered important as it could potentially encourage other like-minded individuals to 

come forward and express their ideas.  

 

Organizing and Managing Collaborative Innovation Projects 

Collaborative innovation requires coordinated efforts by various parties and therefore the 

structure, management, and administration of the project organization are essential points of 

consideration when setting up a collaborative innovation project. While the data did not yield 

a single, unanimous view on an optimal administrative model, certain key elements and re-

curring themes were identified.  

 

Firstly, the consensus among private sector companies seems to be that while it is important 

to have a clear leading party that assumes the overall responsibility of the collaborative inno-

vation project in question, it is important to maintain a flat structure in the project organiza-

tion in such a way that all members can contribute to and participate in the decision-making 

equally. A certain tendency of cities elevating themselves in the organizational hierarchy 

could be identified in the data which is something that private sector companies wish to 

avoid. Secondly, the data support the idea that the organizational structures should be kept 

light and involving more people than is necessary should be avoided. Heavy organizations tend 

to be slower and less agile which is considered detrimental to innovation. Furthermore, pri-

vate sector companies feel like they need to carefully consider how they utilize their re-

sources and precious man-hours, and the data contained examples in which private sector 

representatives described that the amount of people involved in collaborative projects with 

cities is often exaggerated and that similar results could be obtained by smaller project 

teams.  

 

The idea of having individual silos in cities’ organizations coordinate their own collaborative 

innovation projects was met with skepticism by a large majority of the interviewees. The rea-

son why such an approach received little support is that the silos tend to get too focused on 

their own areas of interest and expertise and therefore forget about the bigger picture i.e. 

the end-users’ needs. Having a neutral external coordinator to facilitate the innovation pro-

cess and manage the projects seems to be considered feasible among private sector compa-

nies. The role of the coordinator would be to bring together the various parties involved in 
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the innovation process and help challenges meet solutions. The coordinating party would also 

be responsible for monitoring the projects and ensuring that the goals and deadlines are being 

met.  

 

The data do not give a clear answer as to who the external facilitator should be, but it seems 

like they should not be operating directly under any city’s administration in order to avoid the 

usual obstacles associated with cities’ organizations. In addition, having a completely exter-

nal coordinator would help promote a sense of equality among the project organization. The 

coordinating party could be, for example, a private sector entity that is specifically hired and 

paid for the sole purpose of coordinating collaborative innovation. In this scenario, the coor-

dinator would be accountable for their work and would have to commit to certain goals. Such 

a model is considered a feasible option, but it raises certain questions on how the funding 

should be arranged so that the coordinator remains neutral towards all parties involved. An-

other idea found in the data would be to have some well-established neutral party such as a 

university act as the coordinator. The perception is that such an organization as the coordina-

tor – as opposed to a private sector company - would be easier for cities to accept. Regardless 

of the type of organization, the data suggest that the coordinating party should be accounta-

ble for their performance and have clearly defined responsibilities as well as sufficient au-

thority to act and make decisions. 

 

Face-to-Face Meetings Between the Actors 

Even though modern technology allows for communication and work to take place on online 

platforms, it is considered important that the various parties involved in collaborative innova-

tion projects also meet face-to-face and gather together in the same physical space to work 

and discuss. Face-to-face meetings are considered especially important during the early 

stages of a project as they help the people involved establish a comfortable working atmos-

phere and build trust.  

 

The data suggest that communication between private sector companies and cities gets easier 

once people have actually met each other. For example, calling an unknown city official dur-

ing a project may seem intimidating or otherwise unpleasant to a private sector company em-

ployee, but the threshold to do so is significantly lower if there is a face and a familiar person 

that can be associated with the name and title. While meeting face-to-face and getting to 

know the project organization is considered important, it is also worth pointing out that hold-

ing too many meetings just for the sake of holding a meeting can take time away from work-

ing on the actual tasks at hand. The data contained examples of collaborative innovation pro-

jects whose quality had clearly suffered due to an exaggerated amount of meetings.  
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Technological Tools and Solutions  

Taking advantage of modern technology in collaborative innovation projects is considered 

beneficial and even mandatory – if cities wish to receive and process an ever-increasing 

amount of ideas and solutions, sufficient technological tools and platforms need to be in 

place. Private sector companies seem to appreciate possibilities to get in touch with cities 

and offer their services through electronic channels.   

 

The utilization of technology and various online systems seems to be especially important in 

the bidding phase when cities start requesting the vendors for proposals. From the point of 

view of private sector companies, it would be helpful if various cities could make their sys-

tems more uniform or even find a way to create and use a single system nation-wide, as 

learning multiple systems with their own interfaces and nuances can become arduous, espe-

cially for SMEs with limited resources. Based on the data, there also seems to be a need for a 

notification-based bidding system in which the supplier is not solely responsible for finding 

suitable projects, but rather, based on certain data and criteria, the system would use the 

suppliers’ user profile data to find suitable projects and notify them accordingly.  

 

Structural, Legal, and Political Changes 

As discussed in chapter 4.2, there are certain structural, legal, and political obstacles that 

complicate collaborative innovation between the private and public sectors. While it may not 

be realistically possible to eliminate all of the aforementioned obstacles, it is still considered 

important to at least understand how they affect collaborative innovation and strive for fa-

vorable adjustments whenever possible.  

 

From the private sector point of view, the most important changes to be made have to do 

with the current procurement legislation and policies under which cities operate. The pro-

cesses are considered too heavy for smaller companies to handle and also too specific to 

leave room for any kind of novel ideas and innovation. The perception among private sector 

companies is that cities often already have a pre-determined solution in mind when they open 

a project up for bidding, and thus rule out a significant amount of potential solutions that 

they haven’t been able to come up with on their own. It seems like it would be beneficial to 

involve the suppliers as well as end-users earlier on in the process to ideate and allow for 

changes to be made as new ideas emerge – in other words, the processes need to be made 

lighter as well as more flexible and open.  

 

Enabling cities to split their purchases into smaller units both financially and in terms of the 

scope of work is considered to promote equal opportunities for potential suppliers regardless 

of their size. Furthermore, the perception among private sector companies is that while it 

may initially seem costly and arduous, cities would also benefit from smaller purchases by 
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way of improved quality of work and more innovative solutions. One interviewee described an 

ideal scenario in which cities would be able to bypass the usual procurement process or apply 

for a lighter version thereof when purchasing and initiating an innovation project as long as 

the project in question would not exceed certain set limits, for example, in total costs or 

man-hours required. Such an approach might turn out to foster innovation and be helpful in 

getting SMEs involved.    

 

In order for any significant changes to happen, courage to try new things and change the op-

erating environment is required. While the reasons for having laws and regulations are 

acknowledged and appreciated, many private sector companies feel like sometimes bold 

changes are required in order for innovation and new ideas to thrive.   

 

Active and Honest Communication 

In order to overcome at least some of the challenges related to human behavior and atti-

tudes, active and honest communication as well as a certain level of openness is considered 

essential to collaborative innovation. Active communication both ways helps promote a sense 

of equality between cities and their suppliers and it also sets ground for long-term partner-

ships and sustainability of results beyond the life-cycles of individual projects.     

 

Honesty in communication is a quality that private sector companies seem to value greatly 

when doing business with cities which is emphasized by numerous references to real-life ex-

amples in the data. Several interviewees pointed out that the cities’ intentions and actual 

goals have not always been clearly communicated to the suppliers which may lead to disap-

pointing situations. For example, if a city is only looking to buy certain consultation services 

or trial projects, it would be beneficial and fair to make the suppliers aware of it and openly 

tell if long-term cooperation is not expected or possible. It is extremely important for a pri-

vate sector company to know whether the work they do has any implications of sustainability 

and long-term business opportunities so they have a fair chance to consider whether they 

wish to commit their resources to a project or not.   

 

Openness and Transparency  

Even though the level of openness in collaborative innovation is a broad topic and reaches be-

yond the scope of this thesis, openness and transparency are discussed in this chapter as they 

were both recurring themes in the data. The perception among private sector companies 

seems to be that all parties involved in collaborative innovation would benefit from more 

openness and transparency in processes, communication, and the sharing of data. Based on 

the data, openness refers primarily to attitudes and mindsets and the consensus seems to be 

that when people feel like it is safe to act and communicate openly, they tend achieve more 

innovative results.  
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Despite the fact that private sector companies have their own interests and business secrets 

to protect, it seems like there are companies that would be willing to share their work and 

ideas in an open fashion when bidding for projects and developing new solutions with cities 

and other suppliers, even competitors.  The companies that are inclined to share more also 

seem to value the learning opportunities that are enabled by openness in collaborative inno-

vation efforts. The data suggest that openness in the bidding processes would also be appreci-

ated even though the bids contain sensitive information such as prices. For example, if a com-

pany loses a bid, they could get valuable insight if the info on who won the bid and on what 

grounds would be openly available after the bid is finished.  

 

The data suggest that it would be beneficial in a number of ways if cities carried out their 

procurement processes and collaborative innovation projects in a transparent and open man-

ner. Firstly, it could attract positive interest towards cities and their collaborative innovation 

projects if they operated more transparently and openly disclosed relevant information such 

as actual financial figures pertaining to their projects. Furthermore, the more transparent the 

public sector operates, the better, as transparency helps build trust with the citizens as well 

as private and third sector organizations. Transparency and openness would also help avoid 

situations were certain suppliers are unjustly favored over others.  

 

Building on the idea of having an open and honest operating environment, many suppliers feel 

like they could produce better results if the cities gave them more freedom to make inde-

pendent decisions, test their ideas, and participate in project planning. One interviewee de-

scribed a positive experience in which a city they were working with had taken an unconven-

tional approach and openly asked the suppliers to give feedback on the project and point out 

any relevant points that hadn’t been taken into consideration in the city’s initial plans – the 

results were positive and private sector companies would appreciate it if more cities dis-

played similar flexibility.  

 

New Metrics, Rewards, and Evaluation Criteria 

The perception among private sector companies seems to be that the metrics cities use to 

rank suppliers in the bidding phase of the procurement process could be improved. A number 

of companies are of the opinion that the current metrics are too focused on quantitative at-

tributes such as price. While in certain situations price alone might be the most important 

factor when choosing a vendor, there are also other kind of projects in which emphasizing 

various qualitative attributes could change the nature of the competition and result in more 

suitable supplier choices and more innovative solutions.  
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Opportunities to include more value-based selling points in the bids were called for by several 

interviewees. An innovative solution might seem more expensive than a competing offer on 

the pricing sheet, but turn out to create considerable savings through ways that are not possi-

ble to demonstrate during the bidding process. For example, a decision to reduce road 

maintenance might save a city a certain amount of money in the short-term, but the first 

traffic accident caused by the reduction could end up costing the city multiple times the 

amount initially saved.  

 

Longevity in measuring and rewarding performance is also important to private sector compa-

nies – ongoing cooperation with prospects of long-term business opportunities increases moti-

vation to commit and suppliers value possibilities to strengthen and deepen their business re-

lationships with cities beyond fixed and often short contracts. As noted in the paragraph 

above, sometimes the true value of innovative solutions can only be demonstrated implicitly 

and over longer periods of time. For this reason, it would be beneficial if new criteria for 

evaluating the value of the suppliers’ services and rewarding long-term performance were in 

place. While long-term cooperation and possibilities are important to a number of private 

sector companies, it is also important to note that certain companies such as SMEs also con-

sider it essential to get their projects started quickly and in an agile fashion – these compa-

nies might have less interest in long-term visions and more interest in matters such as short-

term cash flow i.e. getting paid regularly and preferably as often as possible. Therefore, it 

seems that from a private sector point of view, cities should be quick, agile, and flexible in 

getting vendors in and projects started, yet at the same time have the ability to provide long-

term opportunities.  

 

User-Centricity  

User-centricity is considered essential in collaborative innovation with cities. In this instance, 

users refer to citizens and the consensus among private sector companies is that all work 

done by cities should reflect the citizens’ needs. Whenever new solutions and services are be-

ing designed, the desired outcomes should always be determined with the citizens’ best inter-

ests in mind.  

 

Facing the citizens and involving them in the collaborative innovation process – even at the 

very early stages when the challenges are being identified and defined - is important in order 

to learn about their true needs. The data suggest that sometimes, cities’ innovation projects 

are driven by factors such novel technologies, systems, and service concepts, when in reality 

these factors should primarily serve to support the goal of delivering what the citizens actu-

ally need. Meaningful innovations do not always need to be radical or technologically revolu-

tionizing – the best solutions are often simple in nature and their real value lies in a deep un-

derstanding of the users.  
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5 Approaches for Enhancing Collaborative Innovation 

This chapter presents approaches for enhancing collaborative innovation and aims to do so by 

presenting two models that were derived from the empirical findings during the last stages of 

the data analysis process. The models describe what are perceived to be ideal situations in 

terms of collaborative innovation and they are focused on the collaborative innovation pro-

cess as a whole as well as the key parties and activities involved in successful collaborative 

innovation. The collaborative innovation process is discussed first (Figure 4), followed by an 

overview on the key parties and activities (Figure 5).  

 

 

 

Figure 4: Collaborative Innovation; Overview and Process Flow 

 

The process chart in Figure 4 shows the citizens’ lives as the starting point of collaborative 

innovation in smart cities. The aim of the innovation efforts should be enabling good life for 

the citizens, which requires establishing a holistic view on their lives rather than thinking and 

operating in silos. Involving the citizens in the collaborative innovation process as early as 

possible is essential to achieving a collaborative innovation setup that is based on in-depth 

understanding of the citizens’ lives and needs.   

 

Studying and understanding the citizens’ lives from a holistic point of view enables identifying 

their real needs and challenges which should be the basis of the cities’ collaborative innova-

tion efforts. All parties involved in the innovation process should be able to identify the needs 

and challenges and communicate their findings openly. The processes, systems, and means of 
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communication should form a collaborative innovation environment that supports open com-

munication and unobstructed expression of ideas.   

 

The key parties and activities of collaborative innovation are illustrated in more detail in Fig-

ure 5. Sometimes, various legislative and regulatory matters may slow down the process of 

turning an idea into a solution, which is why it is important that any particular innovation 

project consortium acknowledges said matters and is prepared and willing to react to any 

possible obstacle arising from them.  

 

The ultimate goal of the collaborative innovation process is to produce solutions that meet 

the citizens’ real needs and solve their real challenges. The solutions should be designed in 

such a way that they can be sustained beyond the project life cycles. This would enable the 

citizens to enjoy the benefits for as long as needed and the private sector companies involved 

to gain long-term business value from their participation. Scalability is also important as it 

enables the transfer of ideas and good practices to other cities within and beyond national 

borders which creates new business opportunities and may have a positive impact on the im-

age of the city where the solution was first developed.  

 

 

 

Figure 5: Collaborative Innovation; Key Parties and Activities  

 

Figure 5 illustrates the key parties and activities of collaborative innovation in cities and can 

be considered a zoomed in, more detailed version of step 3 illustrated in Figure 4. The five 

key parties are listed on the right side of the figure and include the city, citizens, private sec-

tor companies, 3rd sector organizations as well as research institutions and academia. As 
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noted in chapter 4.3, all of the aforementioned parties are important to collaborative innova-

tion as each of them possesses particular characteristics and insight that contribute to mean-

ingful innovation. Furthermore, a sixth party i.e. the external coordinator responsible for ad-

ministering and overseeing the collaborative innovation process, is depicted in the oval sur-

rounded by the five key parties.  

 

The key activities required to produce solutions to meet the citizens’ needs are shown on the 

left hand side of Figure 5. Identifying the citizens’ needs and challenges is crucial as they de-

termine what kind of solutions the collaborative innovation efforts aim to produce. Contrary 

to the idea that cities are fully in charge of identifying the needs and challenges and present-

ing their findings to the rest of the parties, the findings of this study suggest that the other 

parties should be involved in the identification process as well. Once the the challenges are 

identified, they can gradually evolve into projects that strive for testing and filtering ideas as 

well as finding the suitable vendors to turn ideas into action. If any kind of bidding is required 

between, for example, the city and the vendors, it can be done at the project stage to deter-

mine the parties that will ultimately be responsible for delivering and sustaining the solution 

resulting from the project work.  

 

Communication between the key parties is depicted as a separate item in the figure, as it is 

one of the most important components of successful collaborative innovation. Rather than 

placing communication at any specific point in the process timeline, it is considered and ex-

pected to happen at all stages of the process. The communication should be active, open, 

and honest and all parties should have sufficient means and channels for expressing their 

thoughts. Low hierarchy between the parties is key in creating the right kind of environment 

for communication and interaction. Utilizing technology in form of joint platforms and sys-

tems is considered important, but face-to-face contact at e.g. meetings and workshops is also 

valued.  

6 Conclusions 

Collaborative innovation continues to draw attention among professionals and academics as it 

holds significant potential to help the public sector meet its ever-increasing innovation needs. 

Likewise, smart cities have been a hot topic ever since their emergence as a way to respond 

to modern day challenges such as the global trend of rapid urbanization, provide the urban 

residents of the world with better quality of life, and enable sustainable development. Seeing 

as how innovation is one of the key drivers of urban growth and how various forms of collabo-

ration and multi-actor involvement are at the core of smart cities, it is indeed relevant and 

feasible to study collaborative innovation and ways to enhance it in smart city contexts.     
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This thesis is based on a qualitative study that was focused on enhancing collaborative inno-

vation in smart cities and this chapter serves to conclude the thesis report. First, the results 

of the study are summarized in chapter 6.1. Next, the value and transferability of the results 

are discussed in chapter 6.2. Finally, implications for future research and development are 

presented in chapter 6.3.    

6.1 Summary of Results 

In order for this thesis to fulfil its purpose, a qualitative study was conducted. The study was 

carried out by collecting data through interviews and analyzing the data by going through nu-

merous coding cycles as is characteristic of the grounded theory method. By identifying and 

categorizing the codes in the data and thus producing empirical findings, the thesis fulfilled 

the purpose of identifying opportunities, challenges, and possibilities as pertains to collabora-

tive innovation between cities and private sector companies. Subsequently, two models illus-

trating approaches for enhancing collaborative innovation were formulated based on the em-

pirical findings. These models served the second purpose of the thesis that was to discover 

ways to enhance collaborative innovation and develop a model illustrating what was discov-

ered.  

 

The research questions this thesis sought to answer were presented in chapter 1. The first 

and third research questions were mostly answered based on the empirical study. The second 

research question was primarily answered within the literature review presented in chapter 

2. As is characteristic of qualitative research, the results of the thesis represent the re-

searcher’s subjective interpretation. Therefore, they are not necessarily generalizable and 

cannot be considered definite, be-all and end-all answers to the research questions. How-

ever, they offer a novel point of view on the subject that’s being studied. The answers to the 

research questions are summarized as follows: 

 

1. What kind of challenges and opportunities are there as pertains to collaborative inno-

vation between private sector companies and cities? 

 

Numerous challenges that are perceived to be barriers to collaborative innovation were iden-

tified. The challenges mainly revolve around the differences between private and public sec-

tor organizations, the perceived shortcomings of cities’ organizations and processes, and the 

attitudes of public sector employees.  

 

Private sector companies also see tremendous potential in collaborative innovation with cit-

ies. Successful collaborative innovation is considered to bring with it economic benefits as 

well as new contacts and business opportunities. Collaborative innovation is also perceived to 

improve the quality of work through increased competition and a larger pool of resources 
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which in turn may have a positive impact on the public image of both the companies and cit-

ies involved. The identified opportunities and possibilities of collaborative innovation were 

labelled as follows: 

 

• Improved quality of work 

• Positive financial impact 

• New resources, contacts, and opportunities 

• Positive public image and social innovation 

 

2. Are there significant differences between the public and private sectors that cause 

challenges in collaborative innovation?  

 

Even though some managerial and organizational theorists have called the importance of pub-

lic-private comparisons into question (see for example Rainey & Chun 2009, 71-72), the em-

pirical findings of this thesis suggest that significant sectoral differences do indeed exist. 

These differences are frequently referred to when attempting to describe challenges pertain-

ing to any collaborative efforts involving actors from both the public and private sectors. 

 

The findings on challenges turned out to be particularly interesting because many of them are 

in stark contrast to some of the existing theories. For example, there are numerous a priori 

assumptions that are commonly associated with public sector organizations and their bureau-

cratic nature (see for example Sørensen & Torfing 2011, 846; Bommert 2010, 21) and while 

some research findings suggest that the stereotypes are either severely exaggerated or not 

true at all (see for example Rainey & Bozeman 2000), the empirical findings of this thesis 

clearly indicate that private sector employees consider public sector organizations such as 

cities more rigid and bureaucratic than their private sector counterparts and therefore hard 

to work with and less capable of performing well in certain functions, for example ones that 

require agility.    

 

3. How to enhance collaborative innovation between private sector companies and cit-

ies? 

a. What parties and activities are essential to successful collaborative innova-

tion? 

 

The importance of all the parties commonly associated with collaborative innovation was evi-

dent in the data. These parties include e.g. private sector companies, cities (or other public 

sector organizations), research institutions and academia, 3rd sector organizations, and citi-

zens. Each party is considered to bring a unique set of resources and insight with it and thus 

contribute to collaborative innovation in a meaningful way.  
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The crucial role of the citizens i.e. the end-users of public services was strongly emphasized 

in the data. Even though private sector companies have their own interests to look after, they 

tend to think of the citizens as the starting point of collaborative innovation. In other words, 

all collaborative innovation activities should be aimed at fulfilling the citizens’ needs. This 

finding brought up an interesting notion about identifying the needs that eventually develop 

into collaborative innovation projects. Some existing theories assumed that in a standard col-

laborative innovation setup, the public sector organization contracting for services is respon-

sible for identifying the challenges that demand public attention and bringing them to the at-

tention of the possible vendors accordingly (see for example Nutt 2006, 289-290; Ojasalo 

2015a, 199). However, the empirical findings of this thesis indicate that all parties involved in 

collaborative innovation should participate in the identification of needs and they should be 

provided with sufficient tools and processes for expressing their discoveries.   

 

b. How should collaborative innovation efforts be managed and organized for op-

timal results? 

 

Several preliminary administrative models for administering and organizing collaborative in-

novation efforts and implementing them into the city administration (see Ojasalo 2015, 526; 

Ojasalo & Tähtinen 2016, 43) were discussed with the interviewees. The findings suggest that 

having a clearly defined leading party is considered essential to successful collaborative inno-

vation.  

 

Based on the empirical findings, having a neutral external coordinator in charge seems like 

the most feasible option for managing collaborative innovation. The idea of having the public 

sector organization that is contracting for services manage collaborative innovation was met 

with skepticism. It is not considered a viable alternative because it may result in an unequal 

hierarchy among the actors involved. Silo-based management was also considered a less-than-

ideal option due to the tendency of losing sight of the big picture when operating in silos.     

6.2 Value and Transferability of Results 

Until recent years, the role of multi-actor collaboration in enhancing public innovation has 

not been studied and addressed adequately in academic literature considering the ever-in-

creasing demand for innovation the public sector is facing (Sørensen & Torfing 2011, 844). 

This thesis offers a contribution to the discussion on collaborative innovation by presenting 

the results of a qualitative study that focused on collaborative innovation in a smart city con-

text. Thus, the results of the thesis also hold relevance in the smart city discussion as collab-

orative innovation is an essential part of the smart city concept (see for example Erkkilä 

2014, 218; Ojasalo & Kauppinen 2016, 49, 52).  
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The results of the thesis have practical value for various parties. Firstly, the combination of 

theory and empirical findings can be used as a primer of collaborative innovation in the public 

sector and might therefore be valuable to anyone wishing to familiarize themselves with the 

topic. Secondly, because of the private sector focus, the results offer cities and other public 

sector organizations valuable insight because their own views and biases have been excluded 

from the scope of analysis. Private sector companies are the most important vendors in col-

laborative innovation which is why understanding how they think is important to the public 

sector organizations that contract for services and initiate collaborative innovation projects.  

 

The results of this thesis are potentially transferable both within Finland and internationally. 

The data analyzed in this thesis were primarily collected in Finland which makes the results 

particularly relevant on a national level for any city or other organization planning on study-

ing collaborative innovation or engaging in it. The thesis report is written in English and will 

be available in the public domain which makes the results also internationally accessible and 

understandable.    

6.3 Implications for further Research and Development 

This thesis offers a contribution to its field of study, yet it does not in and of itself solve all 

the challenges pertaining to collaborative innovation or provide complete solutions for setting 

up and managing a successful collaborative innovation project. Therefore, plenty of academic 

and practical efforts are still required in order to equip the various actors involved in collabo-

rative innovation with sufficient knowledge and experience. The process of conducting the 

qualitative study and writing this thesis spawned some interesting ideas for further research 

and development.  

 

The various human aspects in cities’ organizations could make for valuable and realistically 

implementable research and development projects, because changing behaviors and attitudes 

can be achieved without substantial investments and complex legal and political reforms. 

First of all, the extent to which the negative attitudes and behaviors identified in the current 

research are actually present in cities and other public sector organizations could be studied 

further. If the notions are substantiated by the studies, the next logical step would be to fig-

ure out ways to change these negative attitudes. Another interesting subject related to the 

people working in public sector organizations has to do with the identification and empower-

ment of innovators and the so called change agents. As evidenced in the findings, there are 

plenty of innovative people working in public sector organizations. How the public sector 

could better identify these individuals and unleash their full potential for collaborative inno-

vation could be studied through research and various practical experiments.     
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One of the key findings of this thesis was placing the citizens and their needs at the core of 

collaborative innovation. Moreover, the findings strongly suggested that all parties involved in 

collaborative innovation should be allowed and encouraged to identify the citizens’ needs and 

communicate their findings on a platform that would reach the decision makers and other key 

parties involved in collaborative innovation activities. It is apparent that plenty of research 

and development is still needed before the desired scenario is achieved. The transformation 

from the current state of affairs into the ideal collaborative innovation setup requires re-

search and development in many areas such as the managerial and organizational aspects of 

collaborative innovation as well as the technological solutions needed to enable sufficient 

communication and interaction among the actors involved.  
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