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1 INTRODUCTION 

1.1 Background 

The city of Helsinki currently holds around 110 companies within its city group. 

Conventional economic theory does not traditionally support the idea of public entities 

acting as owners of companies, yet it is still a common practice for municipalities to own 

companies, in the Nordics in particular. This makes it an interesting area for research, 

and this thesis aims to examine the phenomena within the scope of the city of Helsinki, 

the capital of Finland.  

Helsinki and Finland is a unique case when it comes to municipally owned companies 

(MOCs). Finland holds one of the largest public sectors in the world, in terms of 

proportion of the gross national product. The public production of goods and services is 

considered one of the corner stones in building the Nordic welfare state, and most of this 

production has since the beginning been managed by the municipalities. Unlike local 

municipal governments in e.g. England and France, which continuously carry merely a 

democratic and fiscal responsibility, the Nordic countries have since the 1970’s formed 

multi-purpose municipal organizations, which are active on both political and economic 

markets. This study focuses on Helsinki, the capital of Finland with roughly 630,000 

inhabitants, a city that has enough demand to attract private actors to most markets. 

Thus, the question of municipal production is not solely about e.g. guaranteeing supply 

in the area, but rather about what activities that are considered as necessary for the 

public sector to control. This leads us to the research question of this thesis, why should 

a city own companies?  

The arrangement of the Helsinki city group implies a corporate organization with 8,7 

billion euros of assets, with a total turnover of around 3 billion euros (see Appendix 5), 

which has subsequently been widely debated during the previous years as the lack of 

transparency in the group’s activities has been publicly criticized. Efficient allocation of 

tax funds is in the interest of all taxpayers, and it has thus become of public interest to 

question the corporate governance, as well as reasons behind the size and arrangement, 

of the Helsinki city group.  

Recent history explains the development of the Helsinki city group as it is structured 

today. During the previous decades, the Finnish municipalities have engaged in the 

production of goods and services through so-called municipality owned enterprises, 

which function as municipal departments on the open markets with tax based equity and 
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profit targets. There is a problem of competition neutrality between public and private 

production, if a publicly controlled actor enjoys benefits vis-á-vis the private companies 

through the municipal owner. This potential inequality may lead to agency costs for all 

taxpaying citizens in the forms of inefficient competition and production, a waste of 

competence and resources, and a general loss of welfare. Governing bodies of the 

European Union have acknowledged the problematic and issued regulations, forcing 

most municipality owned enterprises to be incorporated in to separate companies. 

Mainly because of this, the city group of Helsinki today holds municipally owned 

companies (MOCs) as subsidiaries, many of which are competing with private entities.  

Municipalities all over Finland own companies within a variety of industries, while the 

public organizations have been under continuous scrutiny. In line with the general trend 

in the Nordics and the rest of Europe, Finland strives to streamline the public sector 

while giving up land to its private sector for sustained economic development. 

Furthermore, Finland is currently in a slow process of recovering from an economic 

recession following the global financial crisis of 2008, thus it is of great interest how the 

state and municipalities organize their activities, as the Finnish public sector efficiency 

plays a significant part in the process of recovery. 

We are thus in a situation where public service provision is incorporated from public 

departments into limited companies, yet the ownership of these companies is 

continuously held by the municipalities. A municipality acting as owner of corporations 

can be expected to behave differently than a private actor with solely profit-maximizing 

interests, and influence the management and strategy of the company with political 

strategic agenda through e.g. politically elected board members. This grey-zone between 

private- and public sector holds services vital to society, such as energy and 

infrastructure, but also companies engaged in many other types of business activities, as 

in the case of Helsinki.  

The Finnish Company Act states that the primary purpose of a limited company is to 

generate profits for its shareholders, unless otherwise stated in the articles of association. 

Some general questions arise; what are the other reasons behind keeping these 

companies in the city group? What role do municipally owned companies play in societal 

and public value creation? What are the desired outcomes and how should the associated 

key performance indicators be defined? How can voters influence the sought outcomes? 
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Before we can answer these questions, it is necessary to identify the core motives for a 

municipality like Helsinki to own companies. The aim is to discover any kind of possible 

motive for public production and to establish a realistic perspective on the ownership 

issue. While I do not seek to illustrate any dependencies or statistical proof given that I 

only managed to obtain a limited sample, I will try to describe the prevailing attitudes.  

1.2 Purpose of the study 

The purpose of this study is to examine what motives can be found that support the 

ownership of companies by Finnish municipalities, by surveying the elected officials in 

the city council of Helsinki. I have made an effort to approach this question from multiple 

angels to create an over-all picture of what motives the elected officials might find 

significant.  

1.3 Structure of the study 

This study begins in chapter two, where I present my theoretical framework for 

discussing motives behind municipal ownership of companies. Chapter three will 

provide the academic context and present previous related studies. In chapter four, 

methodology and available data is discussed and defined. Chapter five is a presentation 

of the Helsinki city group, its current structure and context in the Finnish public sector, 

as well as presentation of reports and criticism of the organisation. Chapter six will 

present the first result of this study; 15 hypothetical motives behind municipal 

ownership. In chapter seven the additional results are discussed as the presented motives 

have been surveyed on the city council of Helsinki. This is further discussed in chapter 

eight, which concludes the study. 
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2 THEORETICAL FRAMEWORK 

2.1 Public economics and competition neutrality 

As the historically small economy of Finland has expanded, the Finnish public sector has 

played a significant role in supplying necessary goods and services in the municipalities 

(Loikkanen & Nivalainen, 2011). It is in the interest of the Finnish government to own, 

support and steer local companies in order to promote welfare and sustainable 

development in the economic area (Solidium, 2015; Loikkanen & Nivalainen, 2011). 

Though most theory on the matter of public economics is written with a country and its 

gross domestic product in mind, the same framework can be applied to smaller economic 

areas such as a municipality (Loikkanen & Nivalainen, 2011). 

Throughout the history of economic research, the division of production between public 

and private sector has been debated. According to classical economic theory, open 

markets without interference by any authorial entity normally lead to the best possible 

outcome for society and its welfare. It’s the abnormal cases that traditionally have 

motivated government interference in the markets, due to externalities and market 

failures. Externalities refer to costs (or benefits) of a transaction that are directed to a 

third-party. In the case of negative externalities (or external effects), the public sector is 

considered to take social costs into account and direct them fairly, in opposite to privately 

held firms that supposedly neglect these costs as not directly connected to their 

production process. Goods with positive externalities are seldom produced in the open 

markets, as the externally enjoyed benefit of the production exceeds the revenue received 

by the producer (Blanchard, 2010). 

A market failure is defined as a market end game that is not Pareto effective, meaning 

that some capital could be allocated differently without any party being worse off. A 

market failure that usually motivates state ownership and administration of companies 

and social functions is natural monopolies. Natural monopolies can occur on markets 

characterized by economies of scale, e.g. distribution of water and energy, when there is 

only economic space for one party. A fair price of the good as well as the functionality of 

the firm is then essential for all sectors of society in the mentioned examples. A market 

failure in this situation would imply very severe negative externalities affecting society 

as a whole, thus it is in the interest of the state to control such companies. 

As economic theory tends to transform into political arguments, there are many other 

quasi-theoretical arguments for state ownership that are motivated as remedies to e.g. 
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income gaps and inequality between different regions. These are to be considered as 

external views and political arguments, as economic theory does not have an unequivocal 

view on these issues (Blanchard, 2010). 

Analogically, given a demand for a good which production do not impose significant 

externalities and market failures, state interference in markets and competition is not 

motivated. Thus, competition neutrality is vital for efficient markets. If the public sector 

as a competitor does not enjoy equal possibilities and face equal regulation as private 

counterparts, then efficient competition cannot exist. This creates dilemmas in a market 

comprising state owned enterprises (Blanchard, 2010). 

Competition neutrality as a principle implies a fair competitive setting in a market with 

governmental presence. Taxpayers act as both consumers and shareholders in any 

company or enterprise owned by the government or parts of it, and it is thus in their 

interest that market equilibrium is determined by no other factors than efficiency, 

quality and competence, as their surplus will decrease under any other circumstances 

(Pohjonen, et al., 2013). The Organization for Economic Co-operation and Development 

(OECD) debated the principle in its Competition Committee in 2009, concluding that it 

is important to ensure that, to the greatest extent possible consistent with their public 

service responsibilities, [state owned enterprises] are subject to similar competition 

disciplines as private enterprises (OECD Competition Committee, 2009).  

2.2 Agency theory 

Agency theory is one of the cornerstones of economic and organizational theory. The 

basis is a separation of ownership and control of an entity, between the owners 

(principals) and the managers (agents). A conflict of interest arises when agents have 

incentives for activities that would lead to sub-optimal outcomes for the principal. The 

co-operation between shareholders and managers in a listed company can be described 

as such a principal-agent relationship from a so-called contractual view, in which the 

shareholders strive to maximize their wealth while contracting the manager to decide 

upon the activities of the company (Douma & Schreuder, 2012; Shleifer & Vishny, 1997). 

If this conflict results in sub-optimal outcomes for the principal, the loss is measured as 

agency costs. Interest alignment between agent and principal is thus vital for the 

purpose of minimizing these costs. 

Any form of a company or organization in which the ownership and management is 

separated is exposed to the risk of agency costs. Adam Smith formulated the logic in 1778. 
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The directors of such companies, however, being the managers rather of other 
people’s money than of their own, it cannot well be expected that they should watch over it 
with the same anxious vigilance with which the partners in a private copartnery watch over 
their own (Smith, 1778). 

Besides managing money improperly, managers might have completely different 

interests than shareholders when it comes to the activities of the company. Such 

diverting interests might be both legal and economically reasonable, but are in some 

cases linked to illegal collusive activities such as tunnelling of funds or insider trading. 

The main source of agency costs is situations in which the principal is misinformed or 

lacks the ability to efficiently monitor the agent in his activities. In economic and 

organizational theory, the concept is called asymmetric information (Douma & 

Schreuder, 2012).  

Agency theory traditionally views principals as the shareholders of a company, but the 

concept has early on been expanded to include stakeholders, stating that each firm is a 

nexus of contracts between related parties and not an entity possible to own per se.  These 

parties might contractually act in a principal role to the manager, while not sharing 

interests. Another form of agency cost thus occur in the case of some principal overruling 

other principals, be it either two different shareholders, a creditor and a shareholder, or 

some other party. Agency theory is the basis to corporate governance (Shleifer & Vishny, 

1997).  

2.2.1 Optimal contracting and Corporate Governance 

Corporate Governance is a term describing how a company is managed in the interest of 

the owner. The theory surrounding corporate governance states that ultimately, the sole 

purpose of a CEO and his or her company is to maximize shareholder wealth. Thus, 

Corporate Governance is about aligning interests of principal and agents in a company, 

assuring the suppliers of finance their return. One of the most central questions in 

Corporate Governance is how the shareholders of a company can make sure that 

managers do not invest in bad projects and value-destroying enterprises (Shleifer & 

Vishny, 1997).  

In order to try to align the interests of principals and agents, corporate governance 

mechanisms are put in place. These mechanisms are different ways of forcing the 

managers of companies to engage in activities that create value for the owners, and even 

in advanced market economies, there have existed a lot of disagreement on the efficiency 

of existing governance mechanisms (Shleifer & Vishny, 1997). Literature describes 

external and internal governance mechanisms, that both provide constraints and 
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incentives for both CEO and the board of directors (Peng & Sauerwald, 2012). 

Furthermore, as the board of directors decides upon the appointment of the CEO, the 

board naturally is in a key role in Corporate Governance, representing the owners and 

different stakeholders of the company. External governance mechanisms comprise law 

and regulation, while internal mechanisms are supplements to these, as legislation and 

regulation do not always work perfectly in aligning interests of principal and agent 

(Securities Market Association, 2015). 

All Finnish listed companies are obligated to follow to the Finnish Corporate Governance 

Code (latest revision 2015) on a comply or explain basis, which function as supplement 

to existing regulation. The document comprises 28 recommendations on the duties and 

responsibilities of the general meeting, the board of directors, committees, CEO and 

executives as well as on remuneration and other governance, including internal control 

and –auditing processes (Securities Market Association, 2015). As of June 2017, there 

are no published set of rules or codes for unlisted companies in Finland, or more 

importantly for this study, publicly held companies. In section 5.3 I will analyse the 

independence of members of the MOC boards in accordance with the Finnish Corporate 

Governance Code. 

Applying agency theory to the context of state ownership and incorporated municipal 

enterprises, the end-owners and shareholders are essentially the taxpaying population 

of the economic area. Corporate governance becomes ever more important in this 

contractual context, as the average voter have virtually no direct power in deciding how 

his or her tax-money is allocated. Given the complex political and organizational 

structure of a western state, there is a vast amount of principal-agent relationships along 

the way from voter to minister (Douma & Schreuder, 2012).  

2.3 Public Choice and path dependency 

As economic researches have examined the behaviour of elected officials and their use of 

tax funds, the theory of Public Choice has originated. The theory states that any 

individual can be expected to strive to maximize her own wealth or benefit, regardless of 

role in society, be it politician or manager of a company. Eamon Butler (2012) describes 

the Public Choice approach as applying the methods of economics to the theory and 

practice of politics and government (Butler, 2012). By this theory, politics can be viewed 

as politicians attempting to secure economic rents for different minorities of the 

population. The minorities might constitute the voter base of the particular official, and 
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the favouring of this minority in decision making imposes different costs on all taxpayers. 

In a perfect democratic system, this would not imply any principal-principal problems, 

since elections would make for a fair diversification of power and all elected officials 

would act in the interest of their voter base. However, in reality, public choice theory 

argues that the voices of groups with sharply focused interests (e.g. workers’ unions) 

drown out those of the masses with less specific interests. This lead to expansionary 

pressure, as general public and unaffected officials have virtually low incentives to either 

debate or oppose the propositions by the noisy crowds.  

According to agency theory, managers might deviate from shareholder’s wealth 

maximizing strategies in trying to engage in unnecessary corporate expansions in order 

to boost their own reputation (empire building), and the democratically elected official 

might behave similarly. He might, for instance, want to increase his individual power by 

public promises of extracting more rents, increasing the expansionary pressure, and in 

doing so expanding the public sector. And the wider the governmental organization is, 

the more opportunities there are for politicians to seek rents (Butler, 2012).  

According to public choice theory, elected officials and bureaucrats are expected to make 

production decisions leading to inefficiency, overproduction, and other monopolistic 

side-effects as well as capital intensity and oversize (Butler, 2012; Niskanen, 1971). 

Another theoretical concept connected to public decision making is the notion of path 

dependency. Path dependency is a validated scientific concept, and an aspect usually 

included in studies on social and political processes, in that it captures both the notion 

that ‘history matters’ and the problem with (public) organizations universal 

unwillingness to change. It explains stability given a certain track of previous decisions 

or non-decisions, or more specifically, the concept of path dependency tells us that a 

given prevailing policy in any organization tends to become an argument for continuous 

implementation of itself (Kay, 2005).  

2.4 Political Theory 

Apart from economics, law and other disciplines appropriate to apply to a study on 

corporate governance, it is plausible to include some political theory as this study 

concerns public entities in particular in surveying political motives to the ownership of 

companies. 
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Normative political theory is arguably the oldest political science with early 

philosophers as Plato and Aristotle as founders. Normative theory considers principals 

and agents and the related problems in the same way economic theory does, but instead 

of contracts and economic incentives, it provides more general directives that tells agents 

what the ‘ought or ought not to do’ in accordance with different norms and societal goals 

(Pietrzyk-Reeves, 2017). 

The very nature of normative theory, and its difference to economic theory, is in its focus 

on ‘what ought to be’ instead of ‘what is’. It seeks some desired outcome without the 

responsibility to take facts or conditions in to consideration. In the context of political 

theory, this normative approach is defined as one of two main aspects to political theory; 

the theory involves analysis of what is possible (e.g. economically, legally) and what is 

desirable (normatively) (Kukathas & Pettit, 1990). 

When applying normative political theory to the issue of determining the long-term 

objective of a city group, the main concepts become, for instance, justice, equality and 

rights instead of economic and financial goals based on some last year’s annual reports. 

As the organization of a local government and separate MOCs creates an economic 

relationship as of the one between shareholders and corporation, in which agency costs 

are minimized through corporate governance mechanisms, the question thus becomes; 

what kind of companies can be used as tools for driving change based on a more 

normative agenda, and what corporate governance mechanisms would allow the public 

owners to do so?  

2.5 Summary 

There is scarce theoretic foundation for the public sector to control and administer 

different kinds of activities in a municipality, firstly from the perspective of economic 

theory as free markets and competition neutrality in theory create Pareto efficient end 

games with optimal societal good, and secondly from the perspective of Public Choice as 

elected officials will tend to maximize their own benefit instead of some normative good. 

It should however be possible for the public sector to drive political agenda, also through 

the ownership of companies, as there might be normative goals as well as economic 

objectives for governmental interference. Determining what kinds of companies the 

public sector should control in order to drive their agenda requires an ownership 

strategy. This leads us to the research question of this thesis; why should a municipality 

own companies? 
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3 PREVIOUS RESEARCH 

This chapter will provide the academic context to the study, and present studies and 

qualified opinions related to municipal service provision. Studies and academic articles 

of a rather broad academic scope is presented, in order to shed light on the complex 

environment in which a municipality owned company operates. 

3.1 Public economics 

It is generally accepted that promoting welfare, avoiding market failures and reaching 

social goals are legitimate causes for the public sector to own and manage commercial 

corporations. This grey-zone between public- and private sector can take the form of 

incorporated state- or municipal departments, government investments and take-overs, 

as well as regulation. Many empirical studies have been conducted over the past decades 

examining the different governance related consequences of public ownership. It’s 

seemingly a matter of perspective, subject to the scope size and, primarily, the 

competitive environment (Jordahl, 2008). 

A question asked on many occasions is, however, if governments are supposed to own 

and govern companies at all. On a larger scale, some authors and institutions have 

concluded that public ownership do have a positive effect on the general economic 

development. The Irish national policy advisory board for enterprise, trade, science, 

technology and innovation Forfás (2010) claim that there is renewed interest in Ireland 

and many other countries in the role that state-owned enterprises can play in 

promoting economic development (Forfás, 2010).  

On the other hand, many a researcher has concluded that there are disadvantages from 

a governance perspective of holding corporations in public hands. Andrei Shleifer (1998) 

argues that private ownership should be preferred to public, when incentives to innovate 

and containing costs must be strong (Shleifer, 1998). Johannes Bauer (2005) argues 

that combination of ownership and regulation might overcome some of the 

shortcomings of the regulation of private firms, while he sees many problems with the 

state ownership in his study of telecommunications corporations (Bauer, 2005).  

The main argument for state ownership is that private actors have alleged incentives to 

neglect corporate social responsibility, social costs, while striving for shareholder wealth 

maximization causing negative externalities (see 2.1). This requires the government to 

step in, and Finnish cities and municipalities hold maintenance of social welfare as its 
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primary task (Suomen Kuntaliito, 2015). This is however a disputed premise, and speaks 

mostly for governmental services that are not considered to be for-profit at all, such as 

prisons, the legal system as a whole or the national defence. Studies have shown that 

state-owned corporations for instance do not pollute the environment any less than 

privately held firms, which vaguely questions any other agenda than shareholder wealth 

maximization for a firm (Shleifer, 1998; Shleifer & Vishny, 1997). Furthermore many 

state run monopolies, legally maintained with political arguments, can be questioned as 

there is evidence against the claim that state owned enterprises perform better than their 

private counterparts when it comes to corporate governance and social responsibilities 

(Shleifer & Vishny, 1997; Bauer, 2005; Backx, et al., 2002). The general conclusion is 

that if state owned enterprises are exposed to competition, the political influence 

imposes agency costs for all stakeholders in terms of lost efficiency. Analogically, a firm 

without political purpose can according to studies be expected to improve financial 

performance with a private owner. Vining and Boardman (1992) concluded in their study 

on public enterprise efficiency that private ownership is preferable from an efficiency 

perspective, given that the competition is normatively appropriate (Vining, et al., 1992).  

Boot et al. have researched the entrepreneur’s choice between private and public 

ownership (2006). The authors state that investors need liquid ownership stakes, which 

can be provided by public capital markets at the cost of corporate governance that 

imposes generic exogenous controls. Thus the company management is unable to attain 

a trade-off between autonomous activities and the cost of capital. The study concludes 

that while private ownership provides calibrated contracting for optimal profitability, the 

public owner can provide liquidity of higher dimensions (Boot, et al., 2006). 

The findings surrounding state ownership and management have led to political 

influence and practical results. During the previous decade, many states have actively 

incorporated and privatized parts of their governmental body, in order to stimulate 

markets and growth as well as promote welfare (Megginson & Netter, 2001).    

New Public Management models have been imposed in most EU countries during the 

previous decade, and reforms are usually linked to financial crisis and budgetary 

problems, or furthermore a change from social democratic values to more managerial 

objectives as a result of political elections (Wollman, 2004). Also in Finland, 

municipalities are subject to structural changes to enhance efficiency. Loikkanen and 

Nivalainen (2008) discuss this as they have identified trends in productivity in the 

Finnish municipal service sector between 1975 and 2008. They present evidence that the 
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total productivity growth in the production of municipal services has been a modest 0,1 

% per year (Loikkanen & Nivalainen, 2011). 

To summarize, the previous studies on public ownership show that there is a political 

trend towards the privatization of parts of the public sectors. Furthermore, the 

advantages and disadvantages of public ownership show to be much relating to the 

competitive environment. The consensus seems to be that a private owner is preferable 

as long as competition would serve a purpose for society, yet there are cases that would 

promote public ownership due to other advantages such as lower cost of capital. As we 

deal with public ownership of companies in reality, it is of interest how a municipality 

motivates its ownership, as the arguments for this arrangements are usually vaguely 

expressed and the issues brought up by e.g. Boot et al. could arguably be mitigated with 

transparent corporate governance mechanisms that account for these public interests. 

3.2 Corporate Governance and public ownership 

A relevant aspect to corporate governance by local governments is how the public 

organization itself is run. Helmut Wollman (2004) discusses local government reforms 

in Great Britain, Sweden, Germany and France in an article published in Local 

Government Studies. One of the general trends is identified as a movement towards a 

managerial approach to governance of the municipality as a whole. A managerial 

approach implies steering a public organization by guiding and monitoring 

administrative activities through the setting of performance goals (and key performance 

indicators). Furthermore, Wollman further presents an internal devolving of 

responsibilities and focusing on following up the set performance goals as trending tools 

for handling financial and human resources (Wollman, 2004). This trend would imply 

better conditions for municipalities to govern efficiently, as a contrast to a very 

centralized and rigid public bureaucratic organization. 

The municipality owned enterprise can in many ways be considered as the precursor for 

the MOC, and some of the conflicts of interest present in a market with MOEs are notable 

in a market with MOCs present. Simon Wong (2004) claims that agency problems are 

indeed worse in state owned enterprises than in the private counterparts, as he states 

that poor corporate governance lies at the heart of the poor performance of state-owned 

enterprises (Wong, 2004). When the government control state owned enterprises on a 

free market, it is argued that there are multiple conflicts of interests present, as the 
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government influence their companies’ environment in many other ways than as major 

shareholders. 

Figure 1 The government and its enterprise (Wong, 2004) 

Heath & Wayne (2004) discuss the notion that public owners take a broader group of 

stakeholders into consideration in its corporate governance. The authors take a strong 

stand against this view, claiming that restructuring corporate law or corporate 

governance mechanisms to care for many other stakeholders than shareholders can 

result in companies that show tendencies to internal fraud and inefficiency (Heath & 

Wayne, 2004).  

Coming to Nordic municipality owned companies, the concept has been discussed in 

academic literature, yet studies tend to focus on the activities of the MOC itself rather 

than the underlying arguments for it or its corporate governance. Corvellec & Bramryd 

(2012) conducted a case study on two Swedish MOCs in the waste management industry, 

concluding that such an entity is active on a political market, in which their legitimacy 

as an organization is determined, demanding attention and resources from other 

business activities, making their business model much more complex (Corvellec & 

Bramryd, 2012). 

Swedish municipalities have shown to withdraw from ‘traditional’ activities to a much 

broader extent than the Finnish counterparts, opening up for the possibility to privatize 

parts of formerly public organization. The Swedish public utilities sector for instance, 
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including energy, water and waste, has come under privatisation pressure due to the 

arrival of international providers and international competition. However, in many cases 

the municipality does not keep on to the production as an owner bur rather controls the 

companies’ activities through regulation (Wollman, 2004). Sweden has been shown to 

take a more managerial approach to service provision, and the privatization of Swedish 

state-owned companies has been further discussed by Henrik Jordahl (2008) in a 

literature review comparing the Sweden to other OECD countries. In the review Mats 

Odell, then minister of financial markets and municipalities, is cited stating that a part 

of being an active and responsible owner is to dispose of companies when the 

ownership can no longer be motivated1 (Jordahl, 2008). The Swedish general law on 

public sector budgeting, in which cost efficiency is separately emphasized and 

mentioned, is also presented (Jordahl, 2008). The author has intentionally left out the 

area of establishing corporate governance mechanisms for publicly held companies as 

something for future research, Jordahl’s study hence sheds light on the missing research 

and directives on motivating for state- and municipal ownership of companies. 

In practice, corporate governance of MOC’s in Finland may include politically appointed 

board members. Risto Larinkari (2017) conducted an analysis of municipal councillors 

and election candidates as board directors in Finland. He concluded that there is a 

substantial proportion in the MOC’s boards of e.g. candidates in the three past municipal 

elections. Furthermore, he showed that board appointments reflected the democratic 

power distribution in the municipal council in virtually all Finnish cities surveyed. 

Though there is a notion about politicians receiving board seats as rewards, he could not 

prove nor support any such claim. 

To summarize, there is a trend towards a managerial approach to local government 

economics, giving way for a similar mind-set to that of a private owner in its corporate 

governance. While a municipality cannot steer and influence an MOC directly in the 

same way as in the case of a MOE, these interests can arguably be translated to motives 

for the ownership. These motives have shown to impose problems in the company, when 

other stakeholders than shareholders are taken into consideration. Tendering to the 

needs of politicians’ interest groups in the corporate governance of MOCs might in other 

words be problematic, which is a notable finding in the research towards corporate 

governance mechanisms for publicly held entities. The Nordic MOC as a concept has not 

                                                      
1 Freely translated from Swedish 
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been widely researched as a tool for political influence, but shown to be exposed to 

different economic and strategic forces than a private firm, resulting in more complex 

business models. In addition, as Larinkari (2017) points out, politically appointed board 

members is common practice in Finland. In the neighbouring country Sweden, the public 

sector has privatized firms in the energy producing sector, which in Finland are 

traditionally held by cities or municipalities, and the Swedish public sector has 

furthermore been shown to strive for regulating companies rather than owning them. As 

the Swedish minister stated, there should be a public debate on which companies the 

public sector should own, and the intention of this study is to discuss how the city of 

Helsinki has motivated its ownership. 

3.3 Public choice 

As described in section 2.3, the research surrounding political rent seeking has been 

developed into the theory of Public Choice. One of the earlier contributions in the field is 

Anne Kruegers article The Political Economy of the Rent-Seeking Society (1974). She 

presents evidence of welfare costs of quantitative import restrictions that equals their 

tariff equivalents plus the value of their rents. She also more generally concludes that 

while each individual in society competes for rents, they might not be aware of it and 

view it rather as their rightful duty as a politician (Krueger, 1974).  

I find that most studies published in the journal Public Choice, or other studies related 

to public choice and public sector service provision, present evidence that politicians can 

be expected to create solutions and organizations with lower efficiency than the private 

sector. Another early paper on the topic is Public versus private provision of collective 

goods and services: garbage collection revisited by Bennett & Johnson (1979) in which 

they discuss factors behind lower costs in private waste collection companies. The 

authors question if it is necessary for the public sector to produce all goods and services 

that are considered as public goods, as they found the public trash service to be roughly 

twice as expensive as the private actors. In the case of the US state examined by the 

authors, the public sector tended to profit on high information costs as the population 

turnover was high and inhabitants consequently did not follow up and compare prices 

for the services. These rents were considered a result of the lack of incentives and need 

to engage in competition in the geographical area (Bennett & Johnson, 1979). 

Some later studies imply that private ownership might not always be preferable to public, 

since the rent seeking of elected officials lead to revenue maximizing strategies in itself. 
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Vining et al. (1992) concludes that while this is arguably true, private companies can also 

be expected to seek rents, yet they do so by minimizing production costs, thus 

maximizing efficiency. Furthermore, the revenue maximizing strategies of a public actor 

is arguably the case specifically when the underlying motives for the enterprise do not 

deviate from those of a private actor on the market. That is, when the differences between 

a proposed private and public organization are few and competition would be 

normatively appropriate (Vining, et al., 1992).  

The rent seeking behaviour of elected officials has also been researched in connection 

with catastrophes, threats to national security and related public sector failures. The 

aftermath of hurricane Catrina was examined from a Public Choice perspective by Sobel 

& Leeson (2006), and they concluded that in the areas of coordinating commodities and 

necessities, the private sector could have provided both expertise and efficient 

organization to the US public sector. For instance, the company eBay was used only to 

some extent for handling exchanges of necessities, but did so more successfully than the 

public effort (Sobel & Leeson, 2006). Other studies have presented results that would 

prove opportunistic rent-seeking behaviour, of municipal politicians in particular. Veiga 

& Veiga (2007) tested predictions of rational political business cycles against data sets of 

Portuguese municipalities, and concluded that the elected officials increase expenditures 

favouring items that are visible to their voter base in the time leading up to re-elections 

(Veiga & Veiga, 2007). 

I conclude that public choice studies have presented evidence of elected officials striving 

for rent maximization in different levels of the public administration. The related parties 

may or may not engage in rent seeking behaviour consciously, and this behaviour does 

not necessarily imply bad conduct, but the activity is present in the studies presented 

above. The tendency constitutes a risk for agency costs for different stakeholders, as 

politicians follow a political strategy, act opportunistically, and favour specific vocal 

interest groups (see section 2.3) instead of e.g. maximizing overall welfare growth or 

shareholder wealth in the case of publicly held companies. This have been shown to lead 

to public empire building, inefficient operations and sub-optimal allocation of funds. In 

the case of municipal owned companies, if a board member, for instance, has deviating 

objectives than those of a private actor, the presented results would translate to a risk of 

the corporate governance to be inadequate and the firm invest in sub-optimal projects. 

This is supported by Vining et al. as they concluded that only state owned companies for 

which competition is regarded as normatively appropriate can be expected to compete 
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on equal grounds with private counterparts. Furthermore, operations and MOCs can be 

expected to be kept running on other bases than profitability. 

3.4 Motives surrounding public ownership and service provision 

Coming to how the ownership of companies by the public sector is motivated, many 

studies discuss how privatization of companies is motivated, an area that gives a notion 

of what results the public sector strive for with their company. Analogically, the motives 

behind decisions to contract out services to the private sector gives a notion on what is 

considered as important activities that a local government should engage in. This, in 

turn, is relevant in understanding how politicians view the tasks of a municipality. 

Megginson & Netter present six motives behind the privatization of state-owned 

companies in their survey From State to Market: A Survey of Empirical Studies on 

Privatization (2001) as generating tax revenue, promoting economic efficiency, decrease 

state intervention, promoting broad ownership, creating possibilities for competition 

and exposing state-owned companies to the markets’ disciplinary effects (Megginson & 

Netter, 2001). 

Bel and Fageda (2007) surveyed empirical studies on reasons behind the privatization of 

public services in local governments. The concluded that, overall, most of the empirical 

analyses have little or no explanatory power due to the methodological difficulties in 

capturing the dynamic nature of the privatisation decision (Bel & Fageda, 2007). The 

survey made two observations that I consider highly relevant for this study. Firstly, their 

review indicated that, from a pool of the variables fiscal stress, cost reduction, political 

pressure and ideological attitudes, the explanatory factors of local privatization of a 

broad range of services are fiscal stress as well as pressure from interest groups. This 

indication, and notable exclusion of any normative or economic strategic objectives, 

would go hand-in-hand with the public choice theory presented earlier.  

Secondly, the authors state that local public service production decisions do not seem to 

be influenced by the ideological attitudes of elected officials in any systematic way (Bel 

& Fageda, 2007). On one hand, this indicates that normative agenda that favours large 

public organizations play little role in the actual production choices (however other 

agenda with same objective might), as would be the objective of e.g. EU regulations in 

the long run. In other words, there are other motives behind production choices than 

ideological. On the other hand, it furthermore indicates that there is a lack of 
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mechanisms that take these ideological attitudes in consideration during the decision 

making process. 

Leväinen (2014) has studied contracted services in the Finnish municipalities, and 

makes some relevant conclusions. Firstly, the author finds that the main problem 

relating to deciding on contracting out services in the examined municipalities is a lack 

of strategic political decisions, which further strengthens the relevance of this study 

when it comes to how to consider normative as well as economic approaches in dealing 

with service provision in municipalities.  

Furthermore, Leväinen states that reasons behind contracting out services can be 

insufficient public resources, lack of skills in the public organization, lower prices as well 

as following the trend of privatization. Parallel to these motives, Leväinen states that the 

main problems with contracting out public services, besides the one mentioned, can be 

relating to quality control, insufficient skills lost with municipal employees, negative 

externalities as well as issues with wages and workers’ rights (Leväinen, 2014). 

Wassenaar et al. (2010) studied contracting out decisions of Dutch municipalities, and 

the authors conducted 17 semi-structured interviews with Dutch municipal managers 

about the motives for the mode of public service provision. The interviews consisted of 

four sections, of which the first two serve as one of the basis for the research approach of 

this thesis. The interviews begun with an open question on the main motives in 

considerations made on contracting out, and main arguments of these discussions. This 

section was then followed by closed questions about the relevance on pre-defined 

motives, in which the extent of relevance was answered on a five point Likert-scale. 

Furthermore, the interviews consisted of two sections in which the authors first held 

explorative discussions on recent cases of contracting out, and then asked closed 

questions on motives for the current mode of service provision for ten specific activities 

such as canteen services or valuation of real estate (the corresponding full methodology 

of this thesis is described in chapter 4). 

The authors derived three main reasons behind public decisions on the mode of service 

provision from Public Choice theory; efficiency, political patronage, and public-private 

ideology. They further derived motives from transaction costs theory, as well as motives 

they name institutional motives and pragmatic motives. Wassenaar et al. also continued 

from the findings of Bel & Fageda (2007) in their work (Wassenaar, et al., 2010). It is 

important to emphasize that this study focuses on motives to contracting out, i.e. a 
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related, but not equal, choice to the research question of this thesis. What connects it to 

this study, is that the very same arguments can be expected to function as motives for 

keeping a firm included in the city group, as the local government can be expected to 

pursue political strategy through the ownership.  

For example, Wassenaar et al. presented motives for and against contracting out to their 

interview participants as “local employment”, “core tasks” and “availability of expertise 

in the own organisation” (Wassenaar, et al., 2010). Ensuring local employment and 

handling the municipality’s core tasks are tasks that politicians arguably expect of 

municipally owned companies. Furthermore, the confidence that the required know-how 

to provide a specific type of service is only available from within the public organization 

showed to be an significant motive in the study, as well as an established argument for 

municipality owned companies as discussed in section 6.7 of this study. 

Wassenaar et al. defined both local employment and core tasks as institutional motives. 

I would further argue that these kinds of motives should not be considered as given tasks 

of a municipality, but rather a result of the prevailing political views of the democratically 

elected governmental bodies. This connects to the question of political strategy, as it is a 

possibility but not a given to pursue these objectives through a municipality owned 

company.  

The authors concluded, in line with Bel & Fageda (2007), that the motives presented to 

the elected officials were not found significant with a few exceptions, and that there is a 

lack of rationale behind these kinds of public decisions. The significant motives behind 

the decision to contract out or not were found to be related to efficiency, and furthermore 

Wassenaar et al. concluded that public-private ideology is relevant for this problem. 

However, they argued that municipalities do not regularly evaluate the provision of 

services, thus they need a catalyst for the discussion, which might come of financial crisis 

or significant political movement. Given this catalyst, the debate on public-private 

provision of services commences, and motives are naturally considered in the debate. 

3.5 Summary 

I have presented studies of corporate governance and public ownership, public choice 

and motives surrounding public ownership and service provision in order to describe the 

academic context of my thesis. Previous studies show a prevailing trend towards both 

privatization of state owned enterprises and managerial approaches to municipal 

governance. Public ownership is still motivated in some cases by both private and public 
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parties, but since the public sector is presented to have different additional strategies 

than a private owner there is a need for corporate governance mechanisms to take these 

into account, mitigating agency costs for the different stakeholders. If, however, the 

normative agenda is more aligned with a wealth maximizing one, the corporate 

governance and competition can be expected to be of sound quality. Yet if the local 

government acts as both regulator and competitor in the market, there is a potentially 

serious conflict of interests as well as a breach of competition neutrality towards other 

actors in the market. The main challenge in using corporate governance mechanisms in 

municipality owned companies and enterprises seems to be how to tackle complex 

objectives of very different nature than solely maximizing shareholder value. Failing to 

communicate, or imposing at all, different normative objectives to managers can be 

expected to result in more severe agency problems than those of a privately held 

corporation.  

Public choice studies show that given the possibility, politicians can be expected to act in 

an opportunistic manner and secure rents of operations instead of optimizing the public 

organization and its subsidiaries. The studies further supports the notion of public 

ownership imposing deviating strategies on the companies they control. Coming to 

studying motives surrounding public ownership of companies, these results and notions 

have successfully been taken into account as factors behind hypothetical arguments. The 

studies presented in this chapter focus on the motives behind decisions to privatize or 

contracting out public service, which can arguably be interpreted as politicians’ motives 

behind keeping a company in the city group. Overall, there seems to be a lack of papers 

discussing the fundamental motives behind a modern city’s ownership of companies, yet 

these entities have already been around for a few decades. Studies suggest that also policy 

changes relating to MOCs are developed slowly and quite seldom. However, as the public 

sectors financial situation is under scrutiny and media has given attention to 

municipality owned companies in Helsinki in particular, it can be expected that the 

pressure serves as a catalyst for debate in the city council. Hence, it can be expected that 

the elected officials in Helsinki have expressed opinions on the matter.  

Two studies in particular, Bel & Fageda (2007) as well as Wassenaar et al. (2010), 

approach motives behind the service provision by municipalities. While they could not 

present much evidence of significant motives, they concluded the need for this kind of 

survey and provide a foundation for my thesis with the motives they derived from theory 
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and surveys. Furthermore, this study adds to previous literature on motives of politicians 

by approaching the elected officials directly. 
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4 METHODOLOGY AND DATA 

This chapter discusses the methodology for the research and presents the data used in 

the study. Initial interviews are described, target group and questionnaire design is 

presented, and furthermore the data processing is explained. 

The objective of the study is to discuss and find the motives of elected officials in their 

decision making when it comes to municipal ownership of companies. In order to test 

my hypotheses, I have chosen the city of Helsinki as my target area and the city council 

members as my target group.  

There are two main steps in my research process, firstly I need to identify what motives 

the elected officials can be assumed to have. A qualitative method is used for this 

purpose, by which I review previous studies, the current structure of the city group and 

conduct interviews with various individuals. Secondly, I need to test which of these 

motives the elected officials find significant. A quantitative method is used here as I 

survey my hypothetical motives using a questionnaire. 

By using mixed research methods, I am able to conduct a survey with relevant results 

that present both qualitative conclusions and quantitative results that in theory can be 

found by others if the study is repeated.  

4.1 Interviews 

I conducted initial interviews with four individuals, current or former members of the 

city of Helsinki council as well as two experts in structural reform of state owned 

enterprises, in the initial phase of the study. The initial interviews were all face-to-face 

encounters with personal contacts with known expertise within the field. The purpose of 

these initial interviews were to get a grasp of what motives could be found behind 

municipal ownership of companies, and furthermore how and if at all the debate is taken 

in a municipal council. These unstructured interviews consisted of three main themes: 

How would you motivate municipal ownership of companies, and how do you think the 

average member of a municipal council would a) answer this question, and b) value the 

relevance of this question. Lastly, I presented my plan for the rest of the research of 

comments. 

I proceeded to conduct interviews with officials from all political parties present in the 

city council of Helsinki, including the Social democratic party, Coalition party, Centre 

party, Left party, True Finns, Green party, Swedish peoples party and Christian 
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democratic party. I conducted 11 semi-structured interviews; see Appendix 3 for a full 

list of individuals. I conducted the semi-structured interviews by e-mail using one 

fundamental question: why should a city own companies? This method gave way for the 

politicians to discuss the topic freely as it showed that very few parties have expressed 

opinions on this topic in e.g. their political program. The method consequently made it 

possible to determine some statements and motives from their general views. 

4.1.1 Limitations 

In the process of reaching out to former or current members of the city council of 

Helsinki, I observed how unwilling the individuals were to take part in my study. This, 

due to themselves, was not because of irrelevance of the subject, but rather because they 

had not thought about the problematic in their work as politicians. This constitutes a 

general limitation of this study in that the respondents might not be aware of their 

abilities, responsibility or background information they have access to in regards to the 

MOCs of Helsinki, which might in turn be an area for future research. 

By conducting interviews by e-mail, there is a lack of any other information than what is 

provided consciously by the respondent, such as social cues. Ultimately, there is also a 

problem of reliably verifying the identity of the respondent to be the one sought. These 

disadvantages were not a significant issue to address in my case, as the sought answers 

were rather theoretical and only personal e-mail accounts were used.  

There is a risk of skewed perspective when surveying political opinions and insights, and 

I have done my utmost to neutralize this by collecting responses and data from all parties 

concerned. I am not able to control to what depth an individual representing is able to 

answer my questions, but I assume all interviewees have provided me with all official 

standpoints that were available to them. 

4.2 Questionnaire  

In order to obtain data on agreement on a set of statements and motives, I conducted 

structured interviews in the form a questionnaire which was distributed to the members 

of the Helsinki city council. I interpret the questionnaire results in section 7.2. For the 

full questionnaire, see Appendix 1. 

4.2.1 Questionnaire design 

The questionnaire was divided into a section of background information and two sections 

of statements. The first section gathered background information on e.g. the gender, age, 
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number of terms served in the council as well as education of the respondent. The second 

and third parts presented statements relating to municipal ownership of companies in 

which respondents were asked to indicate their level of agreement with a given statement 

on a 5-point Likert scale. Part two presented three individual statements of which the 

first related to general views on service provision by the public sector and the two other 

related to competition neutrality. Part three presented the beginning of a sentence as 

municipal ownership is motivated, and then presented 12 statements as proposed 

endings of the sentence (e.g. for national safety and to protect vital activities of society). 

The motives were thus expressed from a positive approach, suggesting that the motive in 

question was relevant. 

Designing a questionnaire in a careful manner is important, and validity, reliability as 

well as response rate is heavily dependent on how the questions are formulated 

(Saunders, et al., 2007). In my case, expressing the statements as clearly as possible was 

vital for having the officials to take a stand in the questionnaire, as vague phrasing would 

arguably have resulted in non-answers (the respondents were informed that the answer 

3 on the Likert scale corresponded to the answer ‘I don’t know’).  

The questionnaire and the phrasings of the statements were tested on researchers and 

partners of Hanken Centre for Corporate Governance before being distributed to the city 

council. 

4.2.2 Target group 

The target group for the questionnaire were the 85 members of the Helsinki city council 

during the fall of 2016. Helsinki is the largest city of Finland with a large amount of 

companies held in the city group, which makes for a suitable object for this kind of study. 

All members of the city council are democratically elected and hence responsible for the 

prevailing policy and decision making of the city as an entity. 

4.2.3 Data collection 

The data was collected with the help of the group secretaries of the different parties 

present in the city council. A link to a digital survey was sent simultaneously to all 

members of the city council in November 2016, with two follow-up messages during 

December 2016. Out of 85 members in the city council, 32 reacted resulting in a response 

rate of 37,6%. I consider the data collection process and response rate acceptable, as 
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internet mediated questionnaires tend to have a response rate below 11% (Saunders, et 

al., 2007). 

Table 1 Summary statistics of the respondents background 

 

From table 1, it is observable that there are no notable dominating groups in terms of age 

or length of total term in the city council. The vast majority of the members of the city 

council hold higher academic degrees. Some values do not correctly correspond to the 

population distribution in the city council for the same term, e.g. gender distribution 

being 49.4 percent men and 50.6 percent women for the term 2013-2016 (Helsingin 

Kaupunginhallitus, 2017).

4.2.4 Data analysis 

In order to analyse the responses in the questionnaire, I gave each response on the Likert 

scale a value between -2 (do not agree) and 2 (fully agree) with the middle response for 

indifference generating a value of null. The weighted average value of each question (i.e. 

motive) is a value between -2 and 2. Presented together with the standard deviation, it 

describes how the respondents viewed the motive in question. This traditional way of 

interpreting questionnaire results makes it possible to rank both the responses and 

questions, and thus find what motive the respondents valued as most significant.  

Q: Gender Percent

Male 65,6

Female 34,4

Q: Age

20-29 3,1

30-39 31,3

40-49 21,9

50-59 12,5

60 or older 31,3

Q: Starting year of first term

1997 or earlier 25

2001 15,6

2005 6,3

2009 15,6

2013 37,5

Q: Highest level of education

Higher academic degree 71,9

Lower academic degree 9,4

Matriculation examination 15,6

High School 3,1
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4.2.5 Limitations 

Likert scale questions are subject to potential distortion from several causes, of which 

the major are the following. First, the risk of respondents avoiding using extreme 

response categories (central tendency bias). Second, the risk of respondents agreeing 

with statements as they are presented (acquiescence bias). Third, the risk of respondents 

trying to portray themselves or their entity in a more favourable light (social desirability 

bias). 

The respondents to this questionnaire can be expected to show bias of all three presented 

types. As the statements in the questionnaire are presented from a positive angle, the 

acquiescence bias can be expected to be present. As the respondents served as elected 

officials who presumably did not have a well-formulated opinion on the matter, both the 

central tendency bias and the social desirability bias can be expected to be present. To 

mitigate these risks, I chose to not include a question on political background.  

Coming to reliability of the questionnaire, Cronbach’s alpha provides a value of internal 

consistency, and is a common measure for scale reliability. The value is calculated by a 

function of the number of test items and the average inter-correlation among the items. 

For this survey, it provides a value of how well the questionnaire measures a latent 

variable, in this case ‘agreeing with a stated motive’. The sample of 32 respondents 

resulted in a value for Cronbach’s alpha of 0,743. A value above 0,7 is considered 

acceptable in data obtained from using Likert scale questions, hence the scale of the 

survey can be considered acceptably reliable (Saunders, et al., 2007). 

When considering the reliability of the questionnaire results as a whole, it can be 

presumed that the opinions on the topics questioned will vary over time as the city 

council is constituted by other members in the future. A study on political views cannot 

be expected to show high reliability in terms of proving hypotheses with repeated studies 

over time. I conclude, however, that while the sample is small, the questionnaire is still 

valid and properly serves its purpose for this study. 

4.3 Panel Data 

I obtained panel data on names, branches, operating capital invested by the city, earnings 

and sales of the Helsinki MOCs from Bo-Erik Ekström. I use the financial data primarily 

for illustrative purposes. Ekström has gathered the data from the city bureaucrats with 

the purpose of setting up consolidated annual accounts for the city groups of the largest 
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cities in Finland. These consolidated annual accounts have been published by the 

newspaper Kauppalehti during the previous years (Ekström, 2017). 

4.3.1 Data processing 

To properly express the return on invested funds that the city of Helsinki enjoys, given 

the data that was available to me at the time of writing, I have chosen the financial ratio 

Return on Capital Employed. ROCE is a modified version of the more commonly used 

ratio Return on Equity, in which the relationship between operating profit and total 

capital employed is expressed. As the purpose of a limited company is expressed to 

maximize shareholder wealth, ROCE has been used in academic literature in measuring 

how S&P 500 sized firms meets the demands of its shareholders (Andersson, et al., 

2006). 
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5 HELSINKI CITY GROUP 

This chapter will present the current organization and structure of the research object of 

this thesis; the Helsinki city group. It will further present some descriptive statistics on 

the municipally owned companies, and present three different examples of Helsinki 

MOCs and their board of directors. Finally, I will briefly discuss the ongoing political 

debate surrounding the organization. 

5.1 Brief history 

Finland is a country with a low population density and historically, private producers 

have not been available in all parts of the country, forcing the municipalities to produce 

vital services for the local inhabitants on their own in order to keep the municipalities 

modern and inhabitable. In the 1980’s, the Finnish government introduced a new way of 

administering the municipalities production of services; the client-producer model. The 

model implies a separation of production and demand in the municipal organization, 

making it possible for the municipality to arrange bidding between the municipal 

organization and private actors. The purpose was to increase competition. The model 

comprised a system of municipality owned enterprises (MOE, f. liikelaitokset), 

functioning on their own. These establishments are part of the municipalities and cities, 

and receive budgets and performance targets. They enjoy substantial tax benefits and, 

for instance, do not pay income tax, while theoretically functioning on the same markets 

as private actors.  

When Finland joined the European Union in 1995, the country became subject to the 

directives that the EU-institutions decide upon. The European Union has made several 

amendments to the legislation of markets and competition, pressuring its member states 

to free markets and stimulate growth in the union. On May 1st, 2004, one of the more 

substantial amendments to the competition legislation came into force. The new law 

stated that no part of the member countries government’s must interfere in any other 

than a few selected markets, motivated on the same theoretical basis of public economics 

as mentioned in chapter 2 of this paper. The major claim was that the European Union 

as a whole would gain on competition neutrality.  

In practice, this meant that the majority of the Finnish municipality owned enterprises 

MOEs have had to be incorporated. The Finnish government did follow up with 

amendments to domestic legislation, but the resulting criterions have not had immediate 

effects in the municipalities. 
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A decade later, on April 4th 2013 the Finnish government introduced a legislative 

amendment to the local government act, which came into force in September 2013. The 

new law states that if municipalities, in fulfilling their tasks and operations, act in a 

competitive situation in the markets, they must let the task be handled by a limited 

company, co-partnership, association or foundation (Local Government Act 410/2015 

§126, Finlex, 2015). This paragraph is referred to as the incorporation obligation (f. 

yhtiöittämisvelvollisuus), and the amendment brought a transitional period up until 

December 31st, 2014 for compulsory incorporation.  

As incorporating MOE’s has been a widely used concept and accepted procedure ever 

since, the views on municipalities and their subsidiaries are changing overall in the 

Finnish political landscape and public debate. Most political parties I interviewed during 

this study concluded that in their opinion, the client-producer model has failed and the 

public production should be solved in another way (Saramo, 2016; Miettinen & Elo, 

2016; Guseff, 2016; Korhonen, 2016). The largest cities now have divisions, City Group 

Departments, which monitors the activities in the subsidiaries like the board of a large 

corporate group. Media have also adapted city group as a noun for the municipal 

organization including subsidiaries.  

The current situation implies a mix of MOCs and MOEs. According to the association of 

Finnish municipalities, a majority of the still existing municipality owned enterprises 

manage the by-law duties of the municipalities, or otherwise function outside of 

competitive situations (Suomen Kuntaliito, 2015). This study focuses on the MOCs, the 

limited companies formally separated from the public sector, held by municipalities. 

5.2 Helsinki organization and governance 

The Finnish municipality model comprises 313 municipalities, of which 107 are 

registered as cities, constituting local governments. The municipalities primarily rely on 

local income tax and real estate tax for their operations, and annually receive a share of 

revenues from corporate taxation. The municipalities follow the legislation on public 

budgeting when allocating funds for their activities (Suomen Kuntaliitto, 2016). I have 

not found a similar expression of efficiency as the one found in Swedish law (see section 

3.2), in the paragraphs of the Finnish law on public sector budgeting (FINLEX, 2017).  

Municipal elections are held every fourth year, and the city council of Helsinki had 85 

members from 8 parties during the period 2013-2016. The city itself is operatively 

managed by a city board, with 15 members elected by the city council. The city group is 
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managed by a group section, with nine representatives from the city board (Helsingin 

Kaupunginhallitus, 2017). 

Figure 2 Taxpayer to company management 

 

As mentioned previously in this study, traditional corporate governance mechanisms 

serve mainly profit-maximizing purposes, hence the political influence usually takes 

place only through board members. The board members in the MOCs representing the 

municipality are in many cases politically appointed officials (see Helen Oy below, for 

one example). These can in turn be considered to hold different incentives than those of 

a private shareholder. 

5.3 Companies 

The city of Helsinki holds 111 companies in the forms of foundations, energy producers, 

real estate firms, firms engaged in parking-, storage- and waste management, firms 

engaged in social housing, and companies engaged in other forms of business. The 

companies are either incorporated former municipality owned enterprises, or have been 

founded by the city. The purpose of this study is to discuss the motives behind the 

ownership and operation of these companies, since there does not seem to exist any 

overarching strategy behind the structure of the city group. I will now present some 
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Figure 3 Helsinki MOCs 

 

Figure 3 illustrates the number of firms in the city group. The other category includes 

non-institutional social services, food services, public administration and national 

defence, administration and support services for businesses as well as non-competing 

entities (e.g. co-operatives in the health industry together with other municipalities). I 

observe that companies engaged in storage and transport as well as real estate are the 

largest in number. Real estate and storage companies are usually tied to their location, 

hence individual building complexes and parking facilities are separate companies. This 

as opposed to food services, in which there is only one MOC active on around a thousand 

locations (see Palmia Oy, section 5.3.1). 

Figure 4 Helsinki MOCs - Generated income (M €) 
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Figure 4 illustrates net profits of the segments. Quantity and profitability do not 

correlate, as the most net income generating segments for fiscal year 2015 were the five 

energy producers. The energy producers were also the largest in terms of turnover. 53 

companies (48 %) reported a positive net profit for fiscal year 2015, and I further noted 

that the accumulated net income generated by the segment of Activities of cultural and 

sporting centres was negative (approximately EUR -71 000) however a small deficit in 

the context of a group this size (see Appendix 5).  

Figure 5 Helsinki MOCs – Capital employed 

 

Figure 5 illustrates how the equity of EUR 8,7 billion is allocated within the city group. 

The real estate firms make up for the greatest part of public capital invested (44,4 %), 

and it can be considered a capital intensive industry. I note that the segment for non-

competing entities account for a whole 16 % of all capital employed, which can be 

explained by the capital intensive nature of the health sector, as the segment includes 

e.g. services and facilities for hospitals and care for disabled and elderly.  
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Figure 6 Helsinki MOCs – Return on capital employed 

 

The total return on the accumulated capital employed for all MOCs was 1.97 % (Ekström, 

2017). Figure 6 illustrates the sources of this return, and most segments are within an 

interval of 0 – 5 percent. Only the companies active in cultural and sporting centres show 

a negative return. Three segments stand out; administration and support for businesses, 

specialized services and food services. These companies are active on many different 

markets with a wide range of private competitors (see Forum Virium Oy below, for one 

example). To conclude from previous figures, the city group has allocated less than 2 % 

of the total capital to the three most efficient segments in terms of return on invested 

capital. For additional data, see Appendix 5. 
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5.3.1 Palmia Oy 

The first example of a Helsinki MOC is Palmia Oy. Palmia was incorporated in 2014 and 

is hence a former municipality owned enterprise, active on multiple markets. It is 

classified by the city as the only MOC providing food services (see Appendix 2). The 

company provides restaurant and other food services, cleaning services, security services 

and real estate maintenance services (Palmia, 2017; Yritys- ja Yhteisötietojärjestelmä, 

2017). The incorporation of Palmia got attention from the media due to the wide political 

debate in the city council, and according to former member of the city council Patrik 

Gayer, the main conflict surrounded the change in working conditions for employees that 

would follow an incorporation due to a change of collective labour agreement from public 

to private sector standards (Gayer, 2016). While some of the activities of the former MOE 

were extracted from Palmias organization and remained in a municipality owned 

enterprise as a compromise, the workers’ union and social democratic, left and centre 

party politicians still opposed the incorporation due to alleged lowered wages and 

decrease in overall benefits for employees. The new corporation has around 1500 

employees and is active on around 1000 locations in Helsinki (Yle, 2014). Palmia 

reported a profit of EUR 5.2 million from a turnaround of EUR 78.6 million for fiscal 

year 2015 (Ekström, 2017). In 2016, Palmias management expressed its ambition to 

expand its activities to the rest of the country (Yle, 2016). 

The Palmia board of directors consists of six board members, of which one can be 

considered as non-independent of the city of Helsinki or the company (Yritys- ja 

Yhteisötietojärjestelmä, 2017; Securities Market Association, 2015; See section 2.2.1). 

 (C) Board professional, Food Technology, Leena Maria Saarinen 

 CEO of Palmia Oy Nina Rokkila (non-independent) 

 CEO of Helsinki MOC Helsingin Bussiliikenne Juha Hakavuori 

 CFO Midaxo Oy Mikko Kärkkäinen 

 Senior Consultant, Rud Pedersen Public Affairs Company, Tuomas Nurmela 

 Development Manager, National Institute for Health and Welfare Martta  

October 
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Palmia is the among the largest actors on its markets, naturally as a result of the formal 

transition from a large publicly held enterprise to a municipality owned company, with 

a thousand locations only in the city of Helsinki. Its competitors are naturally smaller 

companies, in general active solely on the separate markets. This is an example of the 

aftermath of an incorporation and the rigid structure of a large MOC, and questions 

relating to competition neutrality arise when further analysing the impact and potential 

in the different markets.  

5.3.2 Forum Virium Oy 

Another example is Forum Virium Oy. This company was founded in 2008 and is 

classified by the city as providing other specialized services for businesses (see Appendix 

2 and 5) and is according to the company presentation an innovation unit within the 

Helsinki City Group. It develops new digital services and urban innovations in 

cooperation with companies, the City of Helsinki, other public sector organizations, 

and Helsinki residents (Forum Virium Oy, 2016; Yritys- ja Yhteisötietojärjestelmä, 

2017).  

Coming to governance, the board of directors consists of five members of which three 

can be considered as non-independent of the city of Helsinki (Forum Virium Oy, 2016). 

 (C) City Director of Economic Development Marja-Leena Rinkineva  

 City of Helsinki, ICT and Communications Manager Markku Raitio 

 Elisa Oyj, director, Information and Technology Services Mikko Pitkänen 

 Finnish Broadcasting Company (YLE), director Janne Yli-Äyhö 

 City of Helsinki group lawyer Atte Malmström 

According to available company presentations, the company reported a turnover of EUR 

1,9 million in 2009 (Forum Virium Oy, 2016). Forum Virium Oy reported a loss of EUR 

500 000 from a EUR 2,7 million turnover for fiscal year 2015 (Ekström, 2017). 

Promoting digital technology towards a smart city of Helsinki is understandably very 

desirable, and the company further states that the most desirable outcome of their 

ongoing activities would be an open source platform that would allow for third party 

developers and companies to supply different applications and technology for a further 

developed city. It is notable that a task like this is handled by a limited company, as it 



 36 

would seem that the prime objective is administering structural and technological 

change and not making profit. The company’s articles of association were not available 

for review at the time of writing. 

5.3.3 Helen Oy 

A final example of a company in the Helsinki city group is the energy producer Helen Oy, 

formerly known as the MOE Helsingin Energia, which was incorporated in 2014. The 

incorporation was followed by the same procedure for the 3 additional MOEs in the 

energy sector on January 1st, 2015 (Ekström, 2014; Helsingin Sanomat, 2015). Helen Oy 

produces electricity and regional heating with three power plants located around the 

Helsinki region. According to the documentation from the city board, the main argument 

for incorporating the MOE was the incorporation obligation (Helen.fi, 2017; Helsingin 

Kaupunginhallitus, 2014). Helen Oy reported a profit of EUR 83.4 million from a 

turnaround of EUR 761.9 million for fiscal year 2015 (Ekström, 2017), resulting in a 3 % 

return on capital employed. 

The city of Helsinki has made efforts to evaluate the corporate governance of Helen, and 

the city audit committee released a report on this matter in late 2016 that is highly 

relevant to this study. The committee concludes that the corporate governance of Helen 

has been implemented in an appropriate manner. However, the committee states the 

following2: 

 The purpose of the ownership of Helen Oy is not defined.  At present, the purpose of 

Helen Oy is to generate profits on the basis of the Articles of Association, as the 

Companies Act states that the purpose of the company's activities is to generate profit 

to the shareholders, unless otherwise provided in the Articles of Association. In fact, 

however, the city imposes other objectives for Helen related to energy distribution and 

urban construction. […] The public administration of Helsinki should hereafter audit 

and amend the Articles of Association, taking into consideration that making profit is 

not the only objective of the ownership of Helen (Helsingin Kaupungin 

Tarkastusvaliokunta, 2016). 

The board of directors consist of nine members, of which four can be considered as non-

independent of the city of Helsinki or the company. 

                                                      
2 Freely translated from original document in Finnish. 



 37 

 (C) Retired military officer Pekka Majuri  

 Member of the city council Osmo Soininvaara  

 Manager of investor relations, Cargotec, Hanna-Maria Heikkinen  

 Member of the city council Mari Holopainen  

 Strategic manager, city of Helsinki, Marko Karvinen  

 Manager of life-insurance company Ilmarinen Hillevi Mannonen  

 Substitute member of the city council Annukka Mickelsson  

 Board professional, former CEO of Ekokem Timo Piekkari 

 Former emergency manager of the city of Vantaa Jouko Sillanpää 

It is a custom for the city of Helsinki to nominate members of the city council as members 

of the board at Helen Oy (Helen.fi, 2017). Apart from nominating members of the board, 

a way to mitigate agency problems through corporate governance is by way of efficient 

monitoring of the corporate activities by board members and shareholders. Monitoring 

is a practical problem in the situation of the (majority) owner having a different agenda 

than profit maximizing. Corporate Governance mechanisms serve primarily commercial 

purposes; hence the public owner must obtain information on its own in order to be able 

to make decisions based on a defined non-commercial rationale. I find an example of this 

in the articles of association of Helen. In this document, § 11 defines the rights of access 

to information as a right by all elected officials in the Helsinki city council to access 

corporate internal information and documents, that they in their work consider 

important (Helen oy, 2016). 

The company is a significant source of income for the city of Helsinki, and as the audit 

committee states, there are other additional motives behind the ownership of Helen 

which are not expressed in any official documents. 

5.4 Recent criticism 

The Finnish Business and Policy Forum EVA have criticized the current customs with 

the subsidiaries of Finnish municipalities. Foremost, they claim that the legislative 

process to initiate the privatization has been heavily procrastinated by the government, 
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given that the European Union stated its forthright regulation amendment in 2003. 

Viewing the current situation, they also claim that it’s virtually impossible that the 

competition is fair on the market in which the MOC’s operate, given that they enjoy tax 

funded resources and an apparent non-default guarantee (Pohjonen, et al., 2013). 

The transparency problems rising from the conflicts of interests between taxpayers and 

MOCs have also been addressed in the mainstream media. Finland’s largest newspaper 

Helsingin Sanomat published a journalistic investigation of Helsinki-controlled MOCs 

on January 12th, 2015, following the incorporation of the Energy producing companies. 

The article stated that the motives behind most of the incorporations in Finland was 

linked to the change in legislation, but also due to an incentive to activate the local 

markets around the country. Olli Mäenpää, professor of Administrative Law, have 

criticized the current situation in Helsinki as featuring a transparency hole. He was 

cited in the article, stating “I see a great problem coming of transparency. The 

municipality owned companies are outside public monitoring” (Helsingin Sanomat, 

2015). 
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6 MOTIVES FOR MUNICIPALITY OWNED COMPANIES 

I have compiled a set of fourteen hypotheses, motives, which would assumedly explain 

municipal ownership of companies. These motives are based on previously presented 

theory, studies and facts in chapters 2, 3 and 5, combined with the initial interviews I 

conducted. In this chapter I will present the motives supporting municipal ownership 

that I have compiled, and each one serve as a hypothesis, answering the research 

question of this thesis; why should a city own companies? 

Economic theory, as a corner stone of corporate governance studies, can argue for or 

against municipal ownership in the context of market efficiency, agency problems and 

competition neutrality. Public Choice theory argues that much like a manager will strive 

toward empire building if given the opportunity, a politician will impose expansionary 

pressure on the public organization and try to secure rents for his voting base. Public 

choice can argue for municipal ownership in the context of rent seeking behaviour and 

expansionary pressure. Political theory can argue for municipal ownership in the context 

of normative agenda. Institutional motives, as defined by Wassenaar et al., take into 

account those agendas that is not explained by economic theory or behaviour in line with 

public choice theory.  

Initially, I intended to form and survey motives divided into groups based on these 

theoretical foundations. This would optimally have allowed me to identify which 

theoretical fundament would appeal to the elected officials. However, I realized that the 

statements can be approached from very different standpoints, and instead it showed to 

be more efficient for the purpose of this study to present them in no particular order and 

then discuss them from different viewpoints.  

Another reason against approaching and presenting the motives divided into theoretical 

groups was to trick the respondents into answering my questionnaire. Politicians did not 

seem interested in answering specific ideological questions on corporate ownership. This 

realization led to my intentional phrasing of the statements as quite non-specific 

arguments in order to get the elected officials to take a stand at all, given the initial 

unwillingness to take part in the study (see chapter 7). 

The following 14 motives were reformulated into statements and presented to elected 

officials in the questionnaire discussed in chapter 4 (see also Appendix 1). 
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6.1 Natural monopolies 

The first motive for municipal ownership is based on the assumption that the market 

structure would not allow for any constructive competition to exist without severe 

negative externalities, due to natural monopolies. This would be the main argument 

behind the state ownership of e.g. mining companies and the energy sector, or other 

industries that are vital to regional development. In opposing privatization of such 

companies, the state seeks to maintain prices at a reasonable level while controlling the 

production for the sake of controlling welfare and growth. This conduct is common in 

most parts of the world. Apart from economic- and political theoretical arguments for 

securing fair supply from natural monopolies, the theory of public choice supports the 

notion that the public sector strives for control of large entities vital to society. 

Most representatives of the participating parties would mention this argument during 

my interviews. Jussi Saramo stated in his interview that while there are many good 

reasons for a city to own companies, the most important task is to keep the natural 

monopolies in public hands. He considered there to be fatal risks to the welfare with 

giving the control to private monopolies or cartels (Saramo, 2016). 

6.2 Exploitation of natural resources and care for the environment 

Municipal ownership is motivated with the assumption that commercial corporations 

would not take public good in consideration, exploiting resources for profit maximization 

in a sub-optimal way for the environment and the regional welfare. Much like the motive 

of natural monopolies, economic- and political theory has a clear standpoint behind this 

motive. The agency problem is however traditionally mitigated through regulation and 

taxes, but can naturally also be controlled through the ownership of the organization.  

Fredrik Guseff stated that environmental issues are at the core of the decision to own and 

control companies within the energy sector (Guseff, 2016). 

6.3 Income 

Municipal ownership is motivated with the assumption that the invested funds will 

generate positive cash flows, e.g. through dividends. This assumption can further be 

strengthened by observing recent changes in The European System of National and 

Regional Accounts. (Corporate) investment decisions shall not as such be considered 

negative cash flows for a governmental body, while dividends are considered positive, 

making for an incentive to invest in MOCs. This argument was brought to my knowledge 
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in the interview with Dusan Mramor (European System of National and Regional 

Accounts, 2010; Mramor, D., 2016). It also became clear from the interview with Markus 

Rantala that as far as he is concerned, income is a prime motive for the ownership of 

companies by the city of Helsinki.  

Looking at the data on Helsinki’s MOCs, some companies can be expected to provide the 

city with good return on the invested funds, and the accumulated net profit for the group 

was approx. EUR 146 million for fiscal year 2015.  

However, to put it in context, this sum corresponds to around 5 % of the tax revenues of 

approx. EUR 3 billion for Helsinki in 2015. Furthermore, the majority of the MOCs made 

a deficit during 2015 and most segments in the group as a whole generate less than a 5 

% return on capital employed. It is therefore quite evident that there must be other 

motives behind the ownership. 

6.4 Relevance of competition neutrality 

Municipal ownership is motivated with the assumption that competition neutrality is 

maintained while the municipality strives for other objectives with their ownership. 

Competition neutrality between different service producers is harder to maintain with 

municipally owned companies among the competitors. Furthermore, competition 

between autonomous service providers is important for maintaining cost efficiency. This 

motive is relevant in that failing to maintain competition neutrality may cause serious 

loss of welfare according to economic theory, which I assume the municipalities would 

want to avoid. In short, I strive to find out if the members of the city council find the 

problem of competition neutrality relevant, and my hypothesis is that they do. 

While the theory of public choice might argue for expanding the public sector without 

considering these effects, I assume that the elected officials take a pragmatic approach 

to this issue. Competition neutrality (see section 2.1) as a concept has been widely used 

by EU regulators and in Finnish politics during the last two decades and hence I expect 

that politicians are familiar with the rationale. Hence, it could arguably be expected that 

the meaning and consequences of the concept is at least understood by Finnish 

municipal officials. In the final questionnaire of this study, I surveyed this motive using 

two questions with the purpose of being as clear as possible with the sought meaning (see 

Appendix 1).  
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According to the Association of Local Governments in Finland, a functioning market is a 

prerequisite for competition and competitive bidding (Suomen Kuntaliitto, 2016). Lasse 

Miettinen concluded in my interview that especially in so-called strategic service 

provision, municipality owned companies are important in that the local government 

will have a grasp of the actual costs in comparison with competitors (Miettinen & Elo, 

2016). Timo Korhonen said in his interview, that there might be an objective of 

improving competition in certain sectors through MOCs as well, e.g. reducing price levels 

in the real estate market, something that can be questioned from the perspective of 

competition neutrality (Korhonen, 2016).  

6.5 Ensuring good employment conditions in the municipality 

Municipal ownership is motivated with the assumption that a private company would 

maintain lower wages and worse employment protection. Naturally, a cost minimizing 

firm would not pay excessive wages in a competitive situation, but a MOC might have 

different objectives. Referencing to the theory of Public Choice, politicians are influenced 

by local (and vocal) interested parties, as lobby groups and labour organisations, and can 

be expected to promote more profitable collective labour agreements and higher wages 

for their voting-base. Looking at collective labour agreements, they are traditionally 

formed in co-operation with the private sector and the labour unions. Coming back to 

Public Choice theory, the bargaining power of the unions is expectedly higher in a co-

operation with a publicly held entity, hence the public sector would be a better ally as 

shareholder of the employer. 

Lasse Miettinen and Tiina Elo discussed this topic in my interview, and further expressed 

their concern about the MOCs being able to successfully compete in this case, as they 

would be expected to implement a more expensive collective labour agreement since this 

was an important aspect (Miettinen & Elo, 2016). Patrik Gayer pointed out in his 

interview, that in the process of incorporating the food service provider Palmia Oy (see 

section 5.3.1), the change of collective labour agreement for the personnel was a hot topic 

of debate in the city council (see Appendix 3). 

6.6 Path dependency 

Municipal ownership is motivated because the provision of services in Finland has 

traditionally been organized by the municipalities. That is, with the assumption that the 

current organization and its history is a motive of itself.  
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Politicians can be expected to seek political points through the historical ownership, 

arguing that their previous actions as owners and managers have contributed to growth. 

This argument can be further emphasized by pressure of media, and while it might be 

true in some or many cases, the actual political contribution and synergies should 

arguably be what is presented as a motive. This is naturally very hard to evaluate. Jussi 

Salonranta concludes that municipal ownership of companies is often motivated by what 

he calls historical reasons (Saloranta, 2016). Ilkka Miettinen stated that it is natural that 

MOCs handle some tasks of a municipality, as the MOEs have done so in the past 

(Miettinen & Elo, 2016). 

Theoretically, the notion of path dependency is connected to a public organization’s 

unwillingness to change. Some of my interviewees, Timo Korhonen among others, 

concluded that many entities in the city group might be a result of neglecting to evaluate 

the current structure of the city group, and that the provision of some services might be 

considered better off in private hands if an evaluation was done now (Korhonen, 2016). 

This would be a good example of politicians avoiding the risk to lose future rents. In the 

study on contracting out services in the Netherlands, Wassenaar et al. also concluded 

that municipalities tend to evaluate their organization quite seldom (Wassenaar, et al., 

2010). 

6.7 Availability of expertise in the own organization 

Municipal ownership is motivated with the assumption that the competence and 

expertise required for certain production of an adequate service level is found within the 

municipal organization. According to Wassenaar et al., this motive would be true for 

tasks such as urban development management, legal services and complex projects, 

especially in smaller municipalities (Wassenaar, et al., 2010). This might arguably also 

be something of a complement for, and side effect of, the concept of path dependency as 

the municipalities grow, as some service provision has been kept within the municipal 

organization and hence specific competence have stayed as well.  

This motive does not necessarily imply that the competence is intended to be kept within 

the organization either. One example can be found in the case of Forum Virium (see 

section 5.2) the company purpose is to promote the development of digital services 

within the city, gathering experts and companies from public and private sectors to 

create solutions that should ultimately allow for private companies to join the market. 

The initiative for the company has sparked from within the municipal organization. 
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6.8 Arguing for democracy 

Municipal ownership is motivated with the argument that organizing all provision of 

basic services from within the municipal organization is the most reasonable and 

democratic alternative for the municipal population.  

Jussi Saramo concluded with this very statement in my interview, as he argued that only 

services that are exposed to what he calls real competition (assumedly something close 

to perfect competition) can and should be incorporated. Furthermore, he argued that a 

centralization of all other service production in the municipalities is desirable, and that 

the solution to the failed client-producer model is not to open up for competition but 

rather concentrate public resources to producing services and goods (Saramo, 2016). 

This motive has fundament in social-democratic political movements and assumes that 

the private sector is unable to provide services of an adequate level cost efficiently 

without creating market failures. Pirjo Alijärvi stated that while many services tend to be 

incorporated today, the municipality still has the responsibility to promote welfare, 

growth and development in the region e.g. through the MOCs, as the politicians are 

elected for that purpose (Alijärvi, 2016).  

6.9 Ensuring local provision of services 

Municipal ownership is motivated with the assumption that the local demand is too small 

to attract commercial companies, hence public production is motivated to ultimately 

keep local communities inhabited. This is supported by previously presented theory, in 

that the situation implies free territory for the public sector to control. 

Fredrik Guseff concluded that while private service provision might be optimal and 

preferable in many cases, the municipality can found and operate a company if there is 

no other actors to step in (Guseff, 2016). Pirjo Alijärvi’s argument for democracy 

supports this motive as well, as she finds it to be the municipalities’ responsibility to 

ensure service provision when the local markets’ supply is insufficient (Alijärvi, 2016). 

6.10 Core tasks 

Municipal ownership is motivated with the assumption that private companies can’t be 

expected to provide the core services and goods of the municipality, as defined by the 

municipality itself, in an optimal way.  

Even while the core tasks of a municipality is not defined, this motive still takes a stand 

on tackling the tasks at hand with municipality owned companies. Timo Korhonen stated 
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during his interview, that there are reasons for a municipality to own a company when 

its activities are of irreplaceable importance. While the specification on what the core 

tasks of a municipality should be is subject to e.g. local socioeconomic requirements, this 

argument considers the importance of the municipality being the owner of whatever 

entity is handling the tasks. The city of Helsinki holds a heterogeneous group of 

companies serving purposes ranging from health care to marketing and IT, and handling 

a core task can be assumed to be behind the ownership of a significant part of the group. 

On the other hand, some interviewees admitted that there are reasons not to own 

companies in case they don’t fill a purpose of handling core tasks in the municipality, 

which I interpret as emphasizing the importance of this motive. Timo Korhonen also 

stated that in the cities of today, there are probably many companies that wouldn’t be 

founded given the current private supply. Lasse Miettinen concluded, that while there 

have been good reasons for a city to found and own a company back in time, the change 

in operating environment have made some solutions obsolete (Miettinen & Elo, 2016). 

6.11 National security 

Municipal ownership is motivated with the assumption that the ownership secures vital 

activities of society in an optimal way. If an energy producer is privately held, foreign 

parties would be able to control vital facilities to society through e.g. shell companies, 

posing a security risk. Additionally, in the case of a national catastrophe of any kind, 

assets and activities of the entity can be utilized and administered by the government 

immediately if the firm is owned by a municipality. 

The ownership of energy producers can be partially motivated by this, as Fredrik Guseff 

states in his interview. Previous studies have shown that private actors could outdo the 

government’s response to situations relating to national security (Sobel & Leeson, 2006). 

It would thus be plausible to give responsibility for crisis management to a company 

which the public sector can be expected to prioritize as keeping as a subsidiary. 

6.12 Information asymmetries 

Municipal ownership is motivated to maintain an unbiased flow of information between 

consumers and producers. This includes fair marketing of products and services that 

consumers have limited knowledge of, the general example being medical products and 

services. Timo Korhonen said in his interview that it would be natural for municipalities 
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to own companies within the field of information and communication technology for the 

purpose of supporting the health care sector (Korhonen, 2016). 

6.13 Shifting demand 

Municipal ownership is motivated with the assumption that the demand for a certain 

important service or good is shifting unpredictably, and a privately held firm cannot be 

expected to both continue to exist during low demand and meet the demand at its peak. 

If the service in question is a critical function in the community, municipal ownership is 

considered optimal in comparison to private, from the perspective of the individual 

citizen. The municipal owner might not expect the same return and profitability in times 

when the demand is down, instead focusing on readiness for when the demand suddenly 

rises. 

An example of this is the provision of road maintenance services. Ploughing of snow is a 

critical service, which market is characterized by a very sudden and very high demand. 

Private contractors are often used for this in Finland, but the coordination and planning 

is done by the municipalities, as private actors are only willing to work in this field when 

there is a demand for their services. 

Another example is provision of postal services. It is hard to predict the demand for 

logistical services to the more distant municipalities in the Nordics, and therefore a state-

owned company handles the postal service in Finland. 

6.14 Control of price levels of vital goods and services 

Municipal ownership is motivated with the assumption that the price levels of vital goods 

and services are expected to rise dramatically if the provision where to be handled by a 

private actor. An example would be any good with a high demand that the municipality 

considers as important to be affordable.  
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7 RESULTS 

I consider this thesis to show three results in terms of the literature review in chapter 3, 

interviews and finally the questionnaire. This chapter will discuss the initial interviews, 

and thereafter present and discuss the results and learnings of the questionnaire, in 

which elected officials were presented with the statements in the previous chapter 6. 

7.1 Initial interviews 

In the initial interviews, I asked the respondents for reasons for a municipality to own a 

company. As mentioned in chapter 4, I observed a presumed unwillingness by elected 

city officials and experts to take part in my study throughout the whole research period. 

The stated reasons were not related to the relevance of the topic, but rather an 

unawareness of the problematic and the surrounding discussion. Interpreted as an issue 

not addressed by elected city officials, I conclude the observation strengthens the 

relevance of this study.  

The participants were asked not to explicitly state the party’s view on municipal 

ownership of companies, but rather give their own view as seasoned politicians within 

their party. The main difference between these two is that I considered the participants 

as experts rather than messengers for the parties’ political programs. This showed to be 

a sound approach, as most parties do not take a stand in this matter and hence have no 

explicit guidelines expressed in their political programs. 

Apart from providing insights, which I used to form the motives in chapter 6, the 

interviewees’ responses varied in depth and amount of information. Some individuals 

had well formulated thoughts on the topic, others answered very officially without 

precisely answering the question. A common denominator for the vast majority was the 

view of the client-producer model as a failure. Yet, when it came to motives behind the 

ownership of MOCs as a solution, the discussion tended to focus more on the 

organizational form of a limited company than concluding that an MOC was a stand-

alone entity at least in theory, that furthermore could be sold if necessary. Two 

respondents considered the incorporation of MOEs a severe problem and took a firm 

stand against the idea of giving former public tasks to the private sector. Jussi Saramo 

concluded his answer by stating that, as opposed to my claim in the introduction of this 

thesis, the Finnish public sector is not small in terms of percent of the GDP, but it’s rather 

the private sector that should grow, and shrinking the public sector would be counter-

effective in that process. As he did not provide any more information supporting this 
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notion, I conclude that the mistrust in the private sector handling important tasks of 

society is still very strong in many Finnish political camps, hence the debate of 

motivating the ownership of MOCs is still some steps behind the discussion of this study. 

Three individuals commented on the corporate governance of the municipality, stating 

that especially transparency and focus should be improved for the future municipalities’ 

welfare to improve. Fredrik Guseff also stated, that it would be sound for a city to 

consider regulating a company instead of owning it, as the public sector is better suited 

for that task. 

Another take-away from the initial interviews was the concrete need to define the core 

tasks of the municipalities. The interviewees were mostly of the opinion that core tasks 

should and can be handled by MOCs, but it seemed they take these core activities as a 

undefined given, not bothering to define them themselves.  

7.2 Questionnaire 

The final results of this study come of the questionnaire. As presented in Table 2, I 

interpret the results of the Likert scale questions by giving a value between -2 and 2 to 

the responses, and then ranking the motives by the arithmetic mean value of the 

responses. Below I will present the results, and comment each question individually. 

Please see Appendix 4 for a graphic representation of all results. 

Table 2 Questionnaire results 

Motive -2 -1 0 1 2 
Weighted 
Average Rank Std Dev 

Natural monopolies 3 % 0 % 9 % 31 % 56 % 1,375  1    0,89 

National security 3 % 3 % 6 % 34 % 53 % 1,313  2    0,95 

Core tasks 3 % 6 % 22 % 44 % 25 % 0,820  3    0,98 

Exploitation of natural resources 6 % 13 % 13 % 38 % 31 % 0,750  4    1,20 

Ensuring local provision of services 3 % 16 % 19 % 38 % 25 % 0,656  5    1,11 

Relevance of competition neutrality 2 9 % 25 % 6 % 28 % 31 % 0,469  6    1,39 

Arguing for democracy 25 % 6 % 6 % 38 % 25 % 0,312  7    1,53 

Information asymmetries 13 % 19 % 19 % 31 % 19 % 0,250  8    1,30 

Shifting demand 6 % 18 % 38 % 22 % 16 % 0,240  9    1,11 

Relevance of competition neutrality 1 9 % 22 % 31 % 25 % 13 % 0,094  10    1,16 

Availability of expertise in the own organization 13 % 22 % 31 % 28 % 6 % -0,063  11    1,12 

Control of price levels of vital goods and services 13 % 44 % 9 % 25 % 9 % -0,270  12    1,22 

Income 22 % 28 % 9 % 38 % 3 % -0,281  13    1,26 

Ensuring good employment conditions 31 % 22 % 19 % 6 % 22 % -0,344  14    1,51 

Path dependency 28 % 34 % 16 % 19 % 3 % -0,656  15    1,16 
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1. Natural monopolies 

 
 

The motive with highest rank in the survey is the main reason for state ownership in both 

literature and observed practice. The responses can be observed to follow a normal 

distribution in figure 7.  

 
Figure 7 Results – Natural monopolies 

 

2. National security 

 

This motivates the ownership and control of important infrastructure, and I consider the 

result rational given the results above of the motive surrounding natural monopolies. A 

municipality finds it motivated to control and protect certain sectors in order to be able 

to prevent and handle different kinds of turmoil. The responses can be observed to follow 

a normal distribution in figure 8. 

Figure 8 Results – National security 
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The significance of this motive implies that the city bases its ownership of companies in 

the energy sector on national security in addition to the purpose of controlling natural 

monopolies. Previously presented studies suggests this, and they account for 30 % of 

the city’s total capital employed. 

3. Core tasks 

  

Figure 9 Results – Core tasks 

 

We can observe a positive attitude towards this motive by the respondents. While this 

could be observed also in the interviews, defining what the core tasks are is still 

something for debate. The questions relates more to a wider subject; should the city 

group be managed more like the one of a corporate group, or should the city 

organization include a broader range of activities than what would be motivated 

financially. This result implies the former, which is supported by previous studies and 

the general tendency in states in Europe. 

4. Exploitation of natural resources and care for the environment 

 

I conclude that this conventional argument against private ownership for the sake of 

preserving the environment is mildly supported in this city council of Helsinki, in 
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relation to the other motives presented below. An interesting observation is however, 

that this motive ranks lower than the motive of focusing on core tasks. This would 

imply that the respondents consider the private sector capable of taking care of the 

environment, as long as the business activities in themselves are not vital to society.  

5. Ensuring local provision of services 

 

I conclude that this city council has a positive attitude towards this motive as well. As the 

greater Helsinki area holds around 25 % of the country’s population, I assume the motive 

would rank higher in a more sparsely populated area. On a more general term, I observe 

that this motive could be of value when defining the core tasks of a city or municipality.  

6. and  10. Relevance of competition neutrality 

  

It becomes evident, that the respondents have shattered views on this matter. 

Furthermore, I observe that the distribution of responses varies, while the question 

considered the same concept of competition neutrality. This is an interesting 

observation in itself, as the motives derives from EU regulations, which all parties have 

openly intended to follow.  

As motive 1) received a greater portion of non-answers than b), one reason to this 

might be that the respondents are unsure of whether an MOC is to be considered 

independent or not.  

Another reason to this result could be different opinions on whether to take this 

argument in to consideration when deciding on what companies fit the city group. I 

observe that the motives rank lower than many motives linked to a sense of 

Municipal ownership is motivated to ensure local production where and when 

existing commercial companies are unable. 

1. Competition neutrality between different service producers is harder to achieve if 

municipality owned companies take part in the competition (rank 6). 

2. Competition between private or independent service producers is important for 

maintaining cost efficiency (rank 10). 
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responsibility of the city. This would illustrate shattered attitudes and difficulty in 

defining the core activities of a city. 

Figure 10 Results – Relevance of competition neutrality 

 

7. Arguing for democracy 

 

As I approach the bottom half of the ranked motives, this argument received shattered 

attitudes. It was derived from an interview with a party official from a leftist movement, 

and conceptualizes a more socialist view on how to organize our society. You can either 

trust or mistrust the private sector in its capacity to tend to the needs of the population 

in a (subjectively) fair way. 

8. Information asymmetries 

 

As discussed in section 6.12, this motive relates to e.g. the health sector. The respondents 

ranked this motive to be insignificant. 
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These arguments ranked as insignificant by the respondents in relation to the motives 

presented above. 

13. Income 

 

As opposed to what was stated in the initial interviews, income was not ranked as a 

significant motive for the ownership of companies. This is also noticeable in the 

description of return on capital employed, and further strengthens the notion of other 

unexpressed motives, therefore strengthening the importance of debating this topic 

further. 

14. Ensuring good employment conditions in the municipality 

 

The respondents showed a somewhat negative attitude towards this motive. This is an 

interesting observation, as the initial interviews brought up this argument as important 

when this very council debated the privatization of an activity within food production. 

That sector characterizes as relatively profitable in terms of ROCE in this study, which 

further raises questions on what activities the council considers as important for the city 

to take on. This in turn further questions the relevance of the motive of income as ranked 

one-step above this motive.  

Municipal ownership is motivated to ensure production of goods that enjoy volatile 
demand on the market. 

Municipal ownership is motivated because the competence needed to produce 
certain products and services can only be found within the municipal organization. 

Municipal ownership is motivated with the assumption that the price levels of vital 

goods and services are expected to rise dramatically if the provision where to be 

handled by a private actor. 

 

Municipal ownership is motivated to profit on invested tax funds, 
e.g. through dividends. 

Municipal ownership is motivated to ensure good working conditions in the 
municipality. 
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15. Path dependency 

 

The motive receiving the most negative attitude in the survey derives from a notion from 

one of the initial interviews. It can be considered evident that this argument should not 

be given much weight when making rational decisions on production, and while the 

responding politicians seem to agree in this survey, the dynamic might still be prevailing 

according to previous studies. 

7.3 Other data 

I obtained financial data on the MOCs of Helsinki, and calculated a return on capital 

employed (see section 5.3). The ROCE ratio showed a significantly higher value for three 

segments: administration and support for businesses, specialized services and food 

services. It is plausible that there might be a negative correlation between what 

politicians consider as strategically important, and profitability. 

Municipal ownership is motivated because Finnish cities and municipalities have 
traditionally been responsible for the service provision. 
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8 DISCUSSION 

The aim of this study was to discover any kind of possible motive for public production 

and to establish a realistic perspective on the ownership issue. The presented literature 

and theory on public ownership does not robustly support the existence of MOCs, yet 

they are a grounded part of the Finnish public sector today. In examining the reasons 

behind this, I have tried to approach potential motives from a wide array of perspectives.  

Examining this topic was challenging, especially as the interviewees were reluctant to 

take part in my study in the first place. It is without doubt that this question would 

require a more thorough study, including other perspectives than the ones presented. 

Furthermore, the sample of this study can be considered as limited, but it made it 

possible to distinguish some prevailing attitudes among the respondents. 

In order to discuss the results, I will choose the five motives ranked by a mean value of 

above 0,5. These top-five motives receiving the most positive responses were the motives 

of natural monopolies, national security, core tasks, exploitation of natural resources 

and care for the environment, as well as ensuring local provision of services.  

The two highest ranked motives showed to be considered as relatively important by the 

respondents with a mean value of above 1 (corresponding to the response somewhat 

agrees). Natural monopolies are a conventional reason for state ownership, and so is the 

need for maintaining national security. The latter argument raises a question: how is 

national security enforced through the ownership of companies by municipalities? 

Without answering this question, the rational gives way for ownership in any corporation 

with activities important to the national defence, and in a world experiencing hybrid 

threats these companies can exist in virtually any sector. The energy sector for one is vital 

for both security and growth, however international providers have been allowed a larger 

market share in Sweden, as municipalities have been pressured by the market 

liberalisation policies of the EU (Wollman, 2004).  

Ranked third was the motive of core tasks, which relates to a central question in this 

thesis; what are the activities that should be considered as core activities by a 

municipality? It is therefore interesting that this motive ranked as third, below the 

motives related to tasks considered as traditional activities by a state. When the needs of 

governing natural monopolies and national security are tended to, it is rational for the 

city or municipality to focus on their core tasks when structuring a city group, whatever 

these might be for a certain municipality.  
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The motive of environment care ranked as fourth, and the incentive to prevent 

exploitation of natural resources is supported by previous literature as well as an initial 

interview. The rank suggests that the respondents find environment care as municipal 

responsibility, yet the motive ranked below the motive of core tasks, which could 

suggest that the activities are not a top priority of this city council. 

The motive ranked as fifth relates to the need of ensuring local provision of services. 

This can be considered as typical Nordic politics, supporting population on more 

scarcely populated areas. Previous research also supports this motive, in that the 

situation implies free territory to control for a private sector with a tendency to grow. 

 

Besides these motives, it is of interest to observe which motives did not receive as 

positive responses. One motive that was mentioned in the initial interviews was the 

incentive to maintain good working conditions by keeping workforce on the 

government payroll. Miettinen and Elo presented the argument that a company owned 

by the municipality faces difficulties in competing with the private counterparts due to 

expensive collective labour agreements. The backside of this argument is that the 

private companies can be expected to be more efficient and should hence theoretically 

be allowed to take over a larger market share for the benefit of the welfare in the region. 

The survey result implies that this city council is not interested in interfering with this 

dynamic. 

Furthermore, the motives of maintaining competition neutrality did not receive any 

significant support. As EU regulation and previous research suggests, a publicly held 

entity acting as both owner and regulator creates problems concerning competition 

neutrality. In this case, the rational doesn’t seem to be either well-known or considered 

important by the repsondents. 

Income, ranked as 13, does not seem to be the driving factor for the ownership of 

companies in this case, as opposed to what was presented in another initial interview. 

The notion that it is not return on capital, but other agenda, that defines what 

companies a municipality should own shifts the focus back to the motive of core 

activities.  The respondents considered it important for the city to focus on its core 

tasks, and the respondents do not base their choice on profitability. This can also be 

observable in the city group’s return on capital employed, as the city group has 

allocated less than 2 % of the total capital to the three most efficient segments in terms 

of return on invested capital. 
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These three segments are administration and support for businesses, specialized 

services and food services. While the respondents could consider the activities in these 

segments as core tasks, they are not supported by other high ranked motives, and it 

would be reasonable that the activities in question are in fact not considered as core 

tasks. This argument is based on the expectation of a state to be less efficient than a 

private counterpart in its corporate governance, hence making the companies the state 

includes in its portfolio less valuable for the owner. Analogically, the positive value 

creation for the city is a result of the city not having any deviating strategies for these 

companies. It is thus plausible that there might be a negative correlation between 

profitability and strategical importance in the eyes of politicians. This, naturally, would 

be a topic for further research. 

 

When considering the current structure of the city group, the findings of this study do 

not explain the choices of companies to include in the portfolio. The situation implies 

that the politicians’ view on the rights and responsibilities of them as owners of MOCs 

relates to former organizations such as MOEs. In line with Krueger’s conclusions from 

1973, it is plausible to consider the politicians as viewing a broad municipal provision 

of services a responsibility rather than a choice. 

It is questionable whether it was appropriate to approach this issue from a solely 

economic perspective. This study has strived to include also framework of political 

sciences, however the examination of service production in a Nordic welfare state should 

arguably take numerous social aspects into consideration. On the other hand, it is 

plausible to question the idea of public ownership and broad service production with a 

similar argument; there are too many aspects for politicians to consider to make 

informed decisions, and they tend to focus on rent seeking behaviour instead in any case, 

ignoring any assumed greater good. Hence, open markets would mitigate these 

information asymmetries. 

As a final note, this study was conducted over a period of 20 months’, during which it 

became evident that the topic is mostly ignored and belittled by considered parties within 

the public organization and political sphere of Helsinki and Finland. This implies that 

there is indeed a need for a general direction in the development towards a new form of 

municipal service production in the Nordics. 
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8.1 Conclusion 

This study has discussed motives behind the ownership of companies by municipalities. 

The motives that received the most positive responses can broadly be explained by 

conventional theory on state ownership, with the exception of the motive of focusing on 

core activities. I consider this finding as something of a deviation from normative 

political agenda in the city of Helsinki. The results imply that the elected officials support 

the idea of focusing municipal activities to defined core tasks and thereby support the 

private sector in being able to take responsibility to cover other activities. As I conclude 

in my discussion above, and previous studies have shown, private actors competing in a 

market perform better in handling some activities than a public actor. The majority of 

the elected officials taking part in my survey seem to support this rational, hence they 

should arguably explain this line of thought distinctly to their voters. 

This notion of considering competition as something important brings another subject 

for elected officials to take a stand on, which is the academically accepted finding that 

the public sector faces difficulties in monitoring and administrating competition 

neutrality if they are participating in the competition. These arguments are not visible in 

the public debate of today. 

The core questions of normative political dilemmas are hard to answer, be it using MOCs 

as vehicles or not, but I believe there are many arguments for deviating from a normative 

agenda towards a more service minded when defining the structure of a city group of 

MOCs. As the Finnish public sector is in need of streamlining, freeing capital from the 

city group and restructuring would constitute a part of the solution, and be something 

these respondents might be positive about.  In accordance, I believe that the political 

debate should be focusing more on defining core tasks of the municipality than 

determining what organizational form each existing service should be provided through. 

Path dependency is still strong within the public body, and administering change will be 

important when tackling coming financial challenges.  

Conducting this survey showed that a study of this topic should be broader and include 

viewpoints and data of larger magnitudes, in order to create a point and discussion that 

could catalyse any positive change in governance structures in the long run. Further 

research could include interviews and data from multiple cities and elected officials, and 

I consider the examination on perceived core tasks of a municipality as something that 

would benefit from further research. 
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APPENDIX 1 QUESTIONNAIRE 

 

This is a translation of the original questionnaire in Finnish. 

Gender 

- M 

- F 

Age 

- 20-29 

- 30-39 

- 40-49 

- 50-59 

- 60- 

Starting year of the first council term 

- 2013 

- 2009 

- 2005 

- 2001 

- 1997 or earlier 

Education 

- Primary school 

- Vocational School graduate 

- Secondary School graduate 
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- Lower academic degree 

- Higher academic degree 

Statements 

Please mark to what extent (1 – 5) you agree with the following statements: 

- It is the most democratic and reasonable alternative to organize all of 

the municipalities core activities within the municipal organization. 

- Competition neutrality between different service producers is harder 

to achieve if municipality owned companies take part in the competition. 

- Competition between private or independent service producers is 

important for maintaining cost efficiency. 

Please mark to what extent (1 – 5) you agree with the following statements. Consider the 

alternatives as separate, individual reasons: 

Municipal ownership is motivated… 

- For national safety and to protect vital activities of society 

- To prevent exploitation of natural resources and protect the 

environment 

- To control natural monopolies (e.g. water- and energy networks) 

- To control the price levels of important products and services 

- To ensure local production where and when existing commercial 

companies are unable 

- To ensure good working conditions in the municipality 

- When the companies are engaged in core activities for the 

municipality 

- To profit on invested tax funds, e.g. through dividends 
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- Because the Finnish cities and municipalities have traditionally been 

responsible for the service provision 

- When demand is too volatile for a commercial company to supply as 

steadily as the public sector. 

- To ensure a free and unbiased flow of information between producer 

and consumers. 

- Because the competence needed to produce certain products and 

services can only be found within the municipal organization. 
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APPENDIX 2 COMPANIES IN THE HELSINKI CITY GROUP 

Branches and codes 

Branch Code 

Real estate services 1 

Storage and transport supporting services 2 

Administration and support services for businesses 3 

Other specialized services for businesses 4 

Activities of cultural and sporting centres 5 

Energy production 6 

Non-institutional social services 7 

Food services 8 

Public administration and national defence 9 

Other non-competing entities 11 

Foundations 0 

Companies 

Name Branch 

728 Hgin kaupungin 450-vuotistaiteilijatalosäätiö 0 

790 Helsingin Musiikkitalon säätiö 0 

748 Helsingin Seniorisäätiö 0 

525 Helsingin seudun kesäyliopistosäätiö 0 

526 Helsingin teatterisäätiö 0 

529 Helsinki-viikon säätiö 0 

532 Jääkenttäsäätiö 0 

505 Niemikotisäätiö 0 

777 Oulunkylän Sairaskotisäätiö 0 

632 Stadion-säätiö 0 

785 UMO säätiö 0 

642 Helsingin Harmajankatu As Oy 1 

646 Helsingin Kartanonisäntä As Oy 1 

792 Helsingin Kuparitie 5 As Oy 1 

652 Helsingin Nattastenpolku As Oy 1 

794 Helsingin Santakuja As Oy 1 

793 Helsingin Sinikaisla As Oy 1 

656 Helsingin Varustuksentie 1 As Oy 1 

657 Helsingin Vellamonkatu 29 As Oy 1 

511 Merimiehenkatu 12 As Oy 1 

513 Paciuksenkatu 4 As Oy 1 

539 Auroranlinna Koy 1 

544 Hansasilta Koy 1 

717 Helsingin Korkotukiasunnot Keskinäinen Koy 1 
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560 Helsingin Malminkatu 3 Koy 1 

769 Helsingin Sähkötalo Koy 1 

692 Helsingin Tennispalatsi Koy 1 

774 Helsingin Toimitilat Koy 1 

787 Helsingin Ympäristötalo Koy 1 

707 Intiankatu 31 Koy 1 

556 Kaapelitalo Koy 1 

557 Kaisaniemen Metrohalli Koy 1 

574 Käpylän Terveystalo Koy 1 

722 Mosaiikkitorin Pysäköintilaitos Koy 1 

587 Pakkalantie 30 Koy 1 

699 Paloheinän Palvelukeskus Koy 1 

588 Parmaajanpuisto Koy 1 

593 Puistolan Pankkitalo Koy 1 

507 Ruskeasuon Asunnot Koy 1 

695 Ruskeasuon Varikkokiinteistö Oy 1 

786 Suutarilan Lampputie Koy 1 

680 Säterintie 12 autopaikat Koy 1 

700 Säterintie 2 Koy 1 

607 Torpparinmäen korttelitalo Koy 1 

721 Viikin viher- ja ympäristötietokeskus Koy 1 

735 Myllypuron kampus Koy 1 

520 Helsingin Asumisoikeus Oy 1 

521 Helsingin Asuntohankinta Oy 1 

504 Helsingin kaupungin asunnot Oy 1 

781 Helsingin Leijona Oy 1 

714 Helsingin Tiedepuiston Yrityshautomot Oy 1 

753 Helsingin V Yhteiskoulun Talo Oy 1 

778 Helsingin Väylä Oy 1 

537 Kontulan Palvelutalo Oy 1 

705 Lasipalatsin Mediakeskus Oy 1 

709 Malmin Liiketalo Oy 1 

756 Palvelukeskus Albatross Oy 1 

782 Töölönlahden Pysäköinti Oy 1 

749 Helsingin Palveluasunnot Koy 1 

644 Helsingin Hermanninkulma As Oy 1 

788 Etelä Hermannin Pysäköinti Oy 2 

633 Helsingin kaupungin Linja-autotoiminta Oy 2 

732 Helsingin Satama Oy 2 

751 Hämeentien Pysäköinti Oy 2 

530 Itä-Pasilan Pysäköinti Oy 2 

501 Jätkäsaaren jätteen putkikeräys Oy 2 

502 Kalasataman jätteen putkikeräys Oy 2 

659 Kallahden Pysäköinti I Oy 2 
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660 Kivikon Pysäköinti I  Oy 2 

661 Kivikon Pysäköinti II Oy 2 

509 Kruunuvuorenrannan jätteen putkikeräys Oy  2 

784 Länsi-Viikinmäen Pysäköinti Oy 2 

616 Malmin Pysäköintitalo Oy 2 

687 Paciuksenkadun Pysäköinti Oy 2 

718 Rastilankallion Pysäköinti Oy 2 

796 Suomenlinnan Liikenne Oy 2 

752 Viikinmäen Pysäköinti Oy 2 

775 Finlandia-talo Oy 3 

635 Seure Henkilöstöpalvelut Oy 3 

791 Forum Virium Helsinki Oy 4 

771 Helsingin Markkinointi Oy 4 

783 Helsinki Abroad Ltd Oy 4 

527 Helsinki Region Marketing Oy 4 

797 Metropolilab Oy 4 

628 Pääkaupunkiseudun Kierrätyskeskus Oy 4 

696 Työmaahuolto Oy 4 

720 Gardenia-Helsinki Oy 5 

759 Helsingin Liikuntahallit Oy 5 

754 Helsinki Stadion Oy 5 

694 Mäkelänrinteen Uintikeskus Oy 5 

636 Urheiluhallit Oy 5 

641 Vuosaaren Urheilutalo Oy 5 

731 Helen Oy 6 

779 Suomen Energia-Urakointi Oy 6 

776 Helen Sähköverkko Oy 6 

693 Mankala Oy 6 

904 Suomen Merituuli Oy 6 

724 Rastilankallion päiväkoti Koy 7 

780 Posivire Oy 7 

733 Palmia Oy 8 

789 Helsingin Konsernihankinta Oy 9 

315 Hgin ja Uudenmaan sairaanhoitopiiri (HUS) 11 

316 Hgin seudun liikenne -kuntayhtymä (HSL) 11 

317 HSY Hgin seudun ympäristöpalvelut Kyhtymä 11 

304 Kårkulla samkommun 11 

301 Uudenmaan liitto 11 

314 Uudenmaan päihdehuollon kuntayhtymä 11 

905 Espoon terminaali Koy 11 

999 Eliminointiyksikkö 11 

732e Sataman eliminointiyksikkö 11 
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APPENDIX 3 INTERVIEWS 

Personal contacts (no transcript) 

Marcus Rantala, Member of the city board of Helsinki 

Marcus Rantala was eager to discuss how the city group could be developed, and was 

of the opinion that source of income would be the greatest motive for a city to own 

companies. 

Patrik Gayer, former member of the city council of Helsinki 

Patrik Gayer introduced me to the incorporation processes of the Helsinki MOC’s 

Palmia and Vuosaari Harbour. 

Dušan Mramor, former minister of finance in Slovenia 

I met with mr Mramor during his visit at Hanken School of Economics in November 

2016. He discussed how the OECD Guidelines on Corporate Governance of State-

Owned Enterprises could be applied to my case. He further was of the opinion that those 

MOC’s that are motivated should be owned and controlled by a higher department 

within the Finnish state, in order to make activities span over municipal boarders and 

thus gain scale benefits. 

Bo-Erik Ekström, consultant and auditor 

Bo-Erik Ekström has published consolidated financial statements of the biggest cities 

in Finland, including Helsinki, and claims the consolidated perspective appears to be 

of great use when examining a city and its subsidiaries. 

Semi-structured interviews (‘why should a city own companies?’) 

Interview 4 – Pirjo Alijärvi, Head of Political Department, Social 

Democratic Party 

The Social Democratic Party is not in favour of so-called forced incorporation, for 

example, which is currently being promoted by the Government in the context of the 

SOTE-reform. In municipalities, however, it was decided to incorporate service 

production by their own decisions earlier. 
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Local ownership, as well as government ownership and corporate governance, require 

persistence and planning over the term of office. In the event that the potential SOTE 

and municipality reform is implemented, the municipalities will continue to develop the 

vitality of their area and this will create a particular expectation for the municipalities' 

ability to promote growth and employment and to act through their companies on a 

long-term basis. 

In municipal companies, special attention needs to be paid to corporate governance, 

and knowledge of corporate governance needs to be increased. Local services are seen 

to be owned by local people, but as a municipal owner, they are still inhabited. When 

deciding to move from the municipality to the company, it should be remembered that 

there is no separate interest of the owner and the municipality. 

Interview 5 – Fredrik Guseff, Secretary General, Swedish Peoples Party 

A Finnish city or municipality should have the opportunity to own companies within 

the energy sector in order to ensure the inhabitants demand of energy and thus be able 

to produce services for its citizens. Matters like safety and environmental issues are 

also relevant in connection to the energy sector. If a municipality is able to avoid 

ownership through sound regulation and procurement, this is the preferred option, but 

if this is not possible then public ownership is a safe option. The energy sector also 

belongs to the most important sectors in regard to national safety. 

Coming to companies within the sectors of construction, transportation and 

infrastructure, a Finnish city or municipality has better prospects to regulate these 

companies than to act as owners. Finnish cities are then able to provide the services to 

procurement. Yet, if there are no private actors in the geographical area of the city that 

offers the production in question, the city or municipality can create such a company. 

Regarding other types of companies, Finnish municipalities should have the 

opportunity to own companies within sectors regarded as necessary in the 

geographical region of the city or municipality. The regional differences in Finland 

creates a necessity to be able to make different decisions depending on the challenges. 

For example, if there are no companies within a certain sector that can meet the 

regional demand, it is the responsibility of the municipality to produce these services. 
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The welfare is created through an interplay between the public and the private sectors, 

the third sector and civic activities. 

Interview 6 – Timo Korhonen, Member of the Finnish Parliament, Centre 

Party 

In the view of the Centre Party, publicly owned companies are neither an ideological 

nor a value-based question, but rather a matter of practicality and expediency. Publicly 

owned companies have existed in Finland for long, handling certain tasks in society, 

and there have been an increase in these because of the incorporation of MOE’s. Hence, 

it is natural that publicly owned companies continuously exist in the sectors of energy, 

water, public transport and real estate. However, it is essential that municipality 

owned companies act by the same rules and regulations as their private counterparts. 

Thus, the organizational form of company is the preferred form in many cases, as 

current EU regulation dictates. 

We also believe that a company in most cases brings more efficiency and productivity 

to the activities of the public sector. The MOC needs good and competent corporate 

governance in order to succeed. The MOC’s transparency and the openness of their 

activities should be further improved. 

Interview 7 – Jussi Saramo, Political Advisor, Left Alliance 

In short, there are many good reasons [for a city] to own companies. Most importantly, 

all natural monopolies such as water- and energy networks are in the possession of the 

public sector. In terms of the functionality of society, it’s also good that no critical sector 

remains at the mercy of monopolies or cartels. However, only activities subject to real 

competition, such as energy, has reasons to be incorporated. It is reasonable and most 

democratic to keep most of the activities of the municipality within its own 

organization. We consider e.g. the incorporation of social and health care services as 

very harmful not only to democracy but also to cost development as well as the 

integration goals of the social and health care [SOTE] reform. Miscellaneous 

purchaser-provider models have uniformly failed in Finland, hence it’s reasonable to 

centralize resources to the production of services instead of funding acquisition- and 

sales organizations. 
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As an additional comment, the Finnish public sector is not exceptionally large, but our 

private sectors has collapsed, making the GDP ratios look bad. Hence downsizing the 

public sector would not benefit the private sector, but quite the reverse. 

Interview 8 – Lasse Miettinen, Party Secretary, Green Party 

Municipalities have changed towards municipal groups and there is a prevailing 

discussion about what companies the municipalities should own and be a part of. The 

question is, if it is regarded as suitable for the municipality to compete in the markets, 

or focus on the core activities and let the services be handled by the markets alone.  

Incorporation is also presented as a question of comparability of services. When the 

municipality's own activities are incorporated, it can be compared to other companies 

operating on the market. On the other hand, there will be a pressure to harmonize 

working conditions (may the municipalities owned by the municipalities succeed if it is 

more expensive). 

On the other hand, it has been found that companies operating on the market seem 

more efficient because they can pick raisins from bottles, leaving more difficult cases 

for the municipality, so that comparability is not unambiguous. For example, private 

day-care in Espoo is cheaper, but the smallest babies and more children with special 

support who are more expensive to care for are left for the municipality to handle. In 

this case, the private one completes the public service. 

Another reason for having a municipality owned company in the market is also that 

when it comes to its own business, it is a benchmark and not at the mercy of the market. 

With regard to war, this is essential if you really go to the fact that a large part of the 

state services must be incorporated. 

There is a lot of discussion about whether public service and service production can be 

as effective as the private counterpart can. Two health centres have been privatized in 

Espoo, and as a result, the operation of their own public health centres has improved. 

This demonstrates that you should use private as a sparring of your own business, but 

it is not the prerequisite for developing your own business that it will be incorporated. 

In terms of controlling the use of public money, the company's business is problematic. 

On the other hand, the market is obliged to take care of the transparency of public 

companies.  
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In all major cities, subscriber-producer models have been dismantled or are being 

dismantled, based on municipal enterprises. Even though transparency was gained in 

the cost structure, the result was internal billing and unnecessary bureaucracy. As a 

result, the commercial enterprises have been dismantled and taken part back to their 

own operations and partly into outsourcing. 

I see, therefore, that the importance of own companies is emphasized in the fact that 

strategic service production has a sense of what it actually pays for. If it is not their 

own, there is no choice but to be at the mercy of the market. 

Interview 9 – Jussi Saloranta, Political Advisory, National Coalition Party 

In the case of public services, the roles of the consumer and producer of the service 

should be separate from each other, at least in principle. However, the national 

coalition party is not ideologically addressing the service provider, but the most 

important is the quality and cost-effective services of the service providers. A public 

authority may own a company, if it considers it necessary to carry out the duties 

prescribed by law. The principle of banning or restricting ownership is not wise. 
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APPENDIX 4 QUESTIONNAIRE RESULTS 

I Natural monopolies 

Municipal ownership is motivated to control natural monopolies (e.g. water- and 
energy networks). 
 

 

II Exploitation of natural resources and care for the environment 

Municipal ownership is motivated to prevent exploitation of natural resources and 

protect the environment. 

 

III Income 

Municipal ownership is motivated to profit on invested tax funds, e.g. through 

dividends. 
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IV Relevance of competition neutrality 

IV a) Competition neutrality between different service producers is harder to achieve if 

municipality owned companies take part in the competition. 

IV b) Competition between private or independent service producers is important for 

maintaining cost efficiency. 

 

V Ensuring good employment conditions in the municipality 

Municipal ownership is motivated to ensure good working conditions in the 

municipality. 

0

5

10

15

Disagrees Disagrees to
some extent

n/a Agrees to
some extent

Fully agrees

III

III

0

5

10

15

Disagrees Disagrees to
some extent

n/a Agrees to
some extent

Fully Agrees

IV

IV a IV b



 75 

 

VI Path dependency 

Municipal ownership is motivated because Finnish cities and municipalities have 

traditionally been responsible for the service provision. 

 

VII Availability of expertise in the own organization 

Municipal ownership is motivated because the competence needed to produce certain 

products and services can only be found within the municipal organization. 
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VIII Arguing for democracy 

It is the most democratic and reasonable alternative to organize all of the 

municipalities’ core activities within the city organization. 

 

IX Ensuring local provision of services 

Municipal ownership is motivated to ensure local production where and when existing 

commercial companies are unable. 
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X Core tasks 

Municipal ownership is motivated when the companies are engaged in core activities 

for the municipality. 

 

XI National security 

Municipal ownership is motivated for national safety and to protect vital activities of 

society. 

 

XII Information asymmetries 

Municipal ownership is motivated to ensure a free and unbiased flow of information 

between producer and consumers. 
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APPENDIX 5 DATA ON HELSINKI MOCS 

 

 

Branch Code Count Net profit Capital Employed ROCE

Real  estate services 1 49 42 998 689,76 €    3 912 411 196,30 €   1,10 %

Storage and transport supporting services 2 19 11 179 914,61 €    680 585 667,07 €     1,64 %

Adminis tration and support services  for bus inesses 3 2 653 712,28 €         3 045 671,00 €         21,46 %

Other specia l i zed services  for bus inesses 4 9 502 746,36 €         8 159 042,65 €         6,16 %

Activi ties  of cul tura l  and sporting centres 5 6 71 379,16 €-          44 312 659,18 €       -0,16 %

Energy production 6 4 83 373 006,20 €    2 606 673 831,85 €   3,20 %

Non-insti tutional  socia l  services 7 3 212 946,53 €         6 387 676,28 €         3,33 %

Food services 8 1 5 295 459,74 €      17 200 875,70 €       30,79 %

Publ ic adminis tration and national  defence 9 1 315,44 €               40 708,45 €             0,77 %

Other non-competing enti ties 0 11 1 502 278,75 €      74 100 006,32 €       2,03 %

Foundations 11 6 26 780 722,71 €    1 377 673 675,21 €   1,94 %

All 111 172 428 413,22 €  8 730 591 010,01 €   1,97 %


