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1 INTRODUCTION 

1.1 Background and research context 

The industrial service business in Finland has evolved and grown significantly over 
the last two decades. This is mainly due to industrial companies concentrating 
increasingly on their own core business while outsourcing non-core functions 
and/or acquiring these services from the market. The main underlying reasons for 
these transformations are market-opening trends, in part because of regulatory 
requirements associated with Finland’s accession to the European Union (EU) in 
1995, and open market pressures to improve competitiveness. In particular, the 
Electricity Market Act (386/1995) has strongly influenced the transformation of 
the energy business, requiring the separation of monopoly network businesses 
from other business units in the energy utilities sector. Under the old business 
model, production, distribution, operation, maintenance and construction 
functions operated as internal services, but this ceased to be efficient as the market 
gradually opened up because the drivers of these various businesses were so 
different.  

This transformation in the energy, telecom and process industries, which began 
about 20 years ago, triggered the emergence of the industrial service business, 
where services are the core business. Most service companies operate in a multi-
customer market and develop their services to meet market needs (Aminoff et al. 
2009). The business drivers in this sector are very different from those of asset 
owners in the electricity and telecom industries in this domain. The key drivers 
include flexibility of personnel and material resources, an efficient and mobile 
workforce, customer proximity and a light balance sheet (Kontu 2017). Margins 
(EBITDA) are low (0–10%) but investments quite limited. For these reasons, 
business and management models and tools differ from those of asset-based 
businesses. 

For the most part, the newly founded service companies were originally 
outsourced from electrical and/or telecom utilities at the beginning of the 
industry’s transformation. This foundation phase was followed by a highly active 
consolidation phase (1990–2010), with numerous mergers and acquisitions and 
rapid growth across the entire service industry. Additionally, there was 
internationalization of both ownership and business expansion, mostly to 
neighboring Baltic and Nordic countries.   



2     Acta Wasaensia 

In this research the above-described electrical and telecom network service 
business and industrial service business are called ‘Industrial Service Business’. 
Today, Finland’s industrial service business has a total turnover of three to four 
billion euros and has more than 10,000 employees. The largest of these service 
companies are Eltel, Empower, Relacom, YIT/Caverion, Maintpartners and 
Infratek, all of which operate internationally. There are many private or 
municipally owned service providers, as well as new companies offering new 
service models and products. All are specialized in terms of service concepts and 
products or via customer regions. Ownership has also diversified, and service 
company owners may now be private (management, private equity (PE)), energy 
companies, municipalities or some combination of these. In short, the last 20 years 
have witnessed the creation of an entirely new industrial service market across the 
Nordic and Baltic countries, with some of these companies engaging in cross-
border activities.  

Until now, this remarkable and large transformation in this specific context has 
not been the subject of theoretical or practical research. This present research 
study examines the related Industrial Service Business transformations from the 
perspective of service companies and their customers in the Finnish service 
industry market. While the corresponding transformation in the Nordic and Baltic 
countries is beyond the scope of this survey, brief views and experiences have been 
collected from neighbouring countries. 

Having worked in a management position in the industrial service sector for more 
than 25 years, the researcher has direct practical experience of this business 
transformation in terms of business outsourcing, growth phases, mergers and 
acquisitions and internationalization, as well as the increasing competition, 
buyers’ strong bargaining power and the many ownership changes (power 
companies, utilities, private equity, management). 

This research concentrates on service industry transformation during last  20 years 
in Finland’s electricity and telecom networks; the research covers more than 70% 
of these businesses, with some limited comments on industrial services in process 
industries and power production services. The main research focus is on the nature 
of sustainable competitive advantage in the industrial service business. As 
research results means and proposals for Sustainable Competitive Advantage 
(SCA) in the industrial service business are presented. Also, future development 
programs are proposed, including a specific development program of SCA software 
tools.  
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1.2 Problem formulation, implications and objectives 

Occasional information is available on the influences of the Finnish industrial 
service business transformation (Aminoff et al. 2009; Makkonen et al. 2012). Such 
customer companies as grid companies have reduced their costs significantly, 
while improving efficiency. Some surveys are available on service purchasing and 
supplier relationship/procurement management with regard to customer and 
network distribution company views (Viljanen et al. 2009; Immonen et al. 2011). 
In this transformation a new growing service industry was born. Commonly 
available information and experiences indicate that service companies have very 
limited development resources and no systematic service development processes. 
Service business profit margins are low and are decreasing continuously compared 
to the original phase. The competition between existing companies has become 
harder and international players have also entered the market. Service companies 
have not reached their profitability targets. Many industrial service providers have 
not found the means to achieve SCA.  

The main economic and operational frameworks as well as key data comparisons 
of studied service companies and their customers are described in Table 1. 
Customers are mostly asset-based, with high levels of investment, a small number 
of employees and higher profits. In contrast, service providers have more 
personnel, a light balance sheet, low margins and need for flexibility in variable 
costs. The finances of service companies are presented in section 4. For this 
research it is essential to understand the main differences between customer 
companies’ and service providers’ main economic drivers, see Table 1.  
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Table 1. Comparison of case study customer and service companies 

Attributes 
Customer company (electric 
utility) 

Service company 

Revenues Stable revenues and personnel 
Fluctuating revenues (volumes 
change) 

 
High revenues/person (€500–
1,300 thousand) 

Small revenues/person (average 
€170 thousand) 

Profit EBITDA 30–60% EBITDA 0–10% 

Competition Natural monopoly 
Tough competition, new 
competitors 

Balance 
sheet 

Strong assets (networks) 
Reduced assets (leasing, cars for 
example) 

 Strong balance sheet —typical 
Weak balance sheet – low own 
capital 

Regulations Regulated business 
Market-based; driven by 
customers’ procurement 
regulations  

Investments 
Annual investments/revenues 
20–40% 

Annual investments/revenues 1–
3% 

 
High investment level 
(weatherproof networks) 

 

Other 
Network service functions 
outsourced 

Cost flexibility needed (personnel 
costs), workload/order backlog 
changes 

Investments in electricity distribution networks have grown substantially over the 
last five years to meet regulatory requirements for weatherproof networks, 
conversion of overhead lines to ground cables (see section 2.2.1) and telecom 
operators’ fibre network investment. One element of the research addresses how 
these high investment volumes have impacted the service companies studied. The 
total annual network investment (transmission, distribution, telecom networks) is 
summarized in Figure 1 (Fingrid 2016: 57, Energiavirasto 2018: 49, Traficom 
2019). For network service providers, total annual investment is now almost €2 
billion, with investment in distribution networks increasing rapidly since 2013. 
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Figure 1. Electrical and telecom network investments in Finland 2013–2017 

The service industry transformation has dramatically altered the structures and 
competence requirements for both asset-owning utilities and service providers at 
various stages, e.g. start-up/foundation and consolidation. However, there are no 
theoretical studies of SCA and success enablers for service providers or the effects 
of outsourcing on utility companies. Consequently, this is the main objective of the 
research. The present research examines this transformation from the perspective 
of service companies and selected industrial electrical and telecom network 
customers.  

The study explores competitiveness in selected areas of the energy and telecom 
businesses and how service companies can create and sustain that 
competitiveness. The theory and literature sections describe competitiveness-
related strategic approaches and tools.  

The research strategy involves four phases:  

1 The service business transformation over the last two decades and its 
implications for business are described from both customer and service 
provider perspectives.  

2 Business data (financial and operational information) are collected from 
publicly available sources, along with questionnaires and interviews.  
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3 Data analysis of the collected information based on quantitative and qualitative 
methods.  

4 A new business model for sustainable competitiveness is developed for service 
companies. 

While the data suggest that customers have for the most part reached their 
economic targets in this regulated business, service providers continue to 
encounter profitability challenges. Buyers’ bargaining power and increased 
competition have forced service companies to reduce prices, and providers have 
not yet identified methods and tools for reaching their profit targets. 

The objectives of the research were the following: firstly, to explore the industrial 
service business transformation impacts on both customers and service providers 
during the last 20 years, using both theoretical and empirical approaches; 
secondly, to find out what sustainable competitive advantage means for service 
companies; thirdly, to explore means to achieve win-win results in the industrial 
service business for customers and service providers; and, finally, to generate new 
business models and tools for service providers to achieve sustainable competitive 
advantage and to create a win-win position for both service companies and their 
customers. 

1.3 Research gap and research questions  

There is already ample published research on the topics of competitive advantage 
(CA) and sustainable competitive advantage (SCA) in many industries. However, 
little of the published research focuses on the industrial service business, and 
almost none addresses Scandinavian and Finnish electrical, telecom and industrial 
services over the last 20 years of rapid and dramatic business transformation. This 
is a significant research gap in light of the emergence of a large service industry 
and dramatic changes in service provider and customer roles.   

The study addresses two research questions: 

Research Question 1 (RQ1):  

What methods and tools can be used to create sustainable competitive advantage 
and enablers for the industrial service business? 
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Research Question 2 (RQ2): 

Is there a conflict between service providers and customers in terms of sustainable 
business targets, and can a win-win position be found?   

To acquire a deeper understanding of the above research questions, the service 
industry transformation and the research objectives as well as how to create 
sustainable competitiveness for industrial service companies, the study also 
addresses the following issues: a) what were the original drivers and objectives, 
and have the targets been achieved?; b) have the targets changed in operational 
and economic terms during the transformation journey, and in what way? c) what 
has happened to competence requirements? Have they changed?  

Additional aspects of the research interest include a) the role of the authorities in 
the transformation; b) the influence of changes in ownership; c) competitive 
advantage as viewed in strategy plans; d) critical competence and resource 
requirements; e) service providers’ plans and actions for differentiation from 
competitors; f) new service models and product development plans and resources; 
and g) digitalization/Internet of Things (IoT) plans for business development. 

1.4 Research approach  

The research approach can well be described by using either the research pyramid 
(Jonker & Pennink 2010:23), Figure 2 or the research onion framework (Saunders 
& Lewis 2012:124), Figure 3. 

 

Figure 2. The research pyramid (Jonker & Pennink 2010:23). 



8     Acta Wasaensia 

The research pyramid is composed of four action levels considered as a logical 
chain of interconnected events ranging from rather abstract (paradigm level) to 
very concrete (technique level). On each of these levels choices need to be made. 
These levels are (Jonker & Pennink 2010:25): 

- “The research paradigm: the ‘basic approach’, the philosophy 

- The research methodologies: ‘a way’ to conduct the research that is tailored 
to the research paradigm 

- The research methods: specific steps of action that need to be executed in 
a certain (strict) order 

- The research techniques: practical ‘instruments’ and ‘tools’ for generating, 
collecting and analysing data” 

The research onion describes more detailed actions of the research approach than 
the research pyramid. Figure 3 presents six research layers starting from the outer 
layer and ending in the core layer. 

 

Figure 3. The research onion (Saunders M, Lewis P & Thornhill A 2016: 124) 

The outermost layer of the research onion is the research philosophy (paradigm). 
In this research, pragmatism (partly positivism) was selected because of the 
following factors: the studied industrial service is in a state of flux regarding 
processes, experiences and practices; the RQs are very operational and empirical; 
as well as the researcher’s wide practical experience in the service industry. This 
philosophy choice is extensively followed by deductive and mixed qualitative and 



Acta Wasaensia     9 

quantitative research methods in the next layers.  Other alternative philosophies 
(e.g. critical realism, interpretivism, postmodernism) did not fit the requirements 
of the research (Saunders M, Lewis P & Thornhill A 2016: 136-137). 

The second layer in the research onion is the approach to theory development. In 
this research the deductive approach is mostly utilized, starting from extensive 
theory models and ending with the selected theories and methods applied for the 
service industry under study. A minor inductive theory process was invented. This 
research methodological choice, the third layer, is based on concurrent mixed 
methods combining both quantitative and qualitative data collection techniques 
and analytical procedures (Saunders M, Lewis P & Thornhill A 2016: 170). 

The fourth layer of the research onion is the choice of the survey strategy. This is 
commonly used in business and management research and is most frequently used 
to answer ‘what’, ‘where’, ‘how much’ and ‘how many’ questions and uses 
questionnaires. However, the archival and documentary research strategy is also 
used in collecting information from annual reports and publicly available 
industrial information. The time horizon of the research, the fifth layer, is a cross-
sectional study; questionnaires were distributed concurrently to all respondents 
(customers, service companies, consultants/advisors), who were asked for their 
views on the questions. In terms of the ethics of the research, all the results were 
published anonymously. 

The core layer of the research onion is data collection and data analysis. The 
information collection methods used were questionnaires, in-depth interviews, 
public financial and performance data sets of the service industry and connected 
companies. 

The research content must meet at least three of the conditions listed below 
(Rönkkö 2018). Most of these are covered in this study (see comments). 

- Practical interest (analytical merit): this condition has been fulfilled (as 
described above). 

- Theoretical interest (analytical merit): there is a gap in the existing 
research and theoretical analysis. 

- Data availability (empirical merit): there is good access to needed data (as 
described later).  

- Data validity (empirical merit): the required data are available (as 
described in section 5.3).  
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The study meets these key research design criteria. It identifies the root causes of 
the challenges in service business profitability and explores frameworks and 
methods for achieving sustainable competitive advantage. The aim of the 
developed service business model is to ensure a win-win position for customers 
(network owners) and service providers, and the study investigates whether there 
are any conflicts between the parties’ targets. 

1.5 Research hypothesis  

The presented theory sections (2.1 and 2.2) clearly confirm that competitive 
advantage can be achieved by means of business differentiation or cost advantage. 
To select an appropriate strategy, firms need to conduct internal and external 
business analyses of the industry and the firm. Innovations play a key role in 
achieving SCA, and these analyses and innovations can be used to develop a model 
of SCA. 

The research hypotheses are as follows: 

H1: The surveyed service companies have no differentiation strategy; their 
businesses are low-profit and compete on price, and SCA has not been achieved.  

H2: Customers and service providers have different CA targets, giving rise to 
conflict.  

H3: A sustainable win-win situation can be co-created by service providers and 
customers. 

1.6 Research design and overview of the thesis 

The research plan was divided into four parts: firstly, a scientific and theoretical 
framework; secondly, data and information collection methods; thirdly, 
methodology and method analysis, and fourthly, results. The research design is 
described in more detail in Table 2.  
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Table 2. Research design 

 

After this introductory section, the content of the thesis is structured as follows: 

- In section 2, the research framework first describes the main strategy theories 
as applied to the service industry by a number of authors (e.g. Barney, Day, 
Drucker, Grant, Kim and Mauborgne, Mintzberg, Porter, Ritakallio and Vuori, 
Scott). These represent different approaches to markets and industry 
environments, service selection and resources, as well as applied frameworks, 
processes and tools. These diverse frameworks offer a wide understanding of 
relevant strategy alternatives for service businesses. This section also 
introduces key CA and SCA concepts for the service industry as described by 
key researchers (e.g. Porter, Drucker, Collins et al., Hamel et al., Mintzberg, 
Barney, Grant, Day, Baghai et al.). Conceptual frameworks and tools applicable 
to strategy and CA/SCA implementation are also introduced, including service 
innovations, differentiation/cost leadership, execution/performance tools, 
outsourcing models, digitalization/IoT issues, service ecosystems/platforms 
and strategic agility/flexibility. Finally, this section describes various methods 
of analysing sustainable competitiveness (PESTEL, Value Chain, VRIO, 
SWOT, BSC, MWB, GS-matrix, AS-map, accounting tool) and identifies those 
of relevance for present purposes.  

- Section 3 details the research methodology and information collection 
methods and how they are applied to address the research questions.  

- Section 4 reports the results of the empirical studies and their implications and 
answers in relation to the research questions.  

Finally, section 5 includes a discussion and conclusion, along with proposals in 
relation to the research questions. 
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2 RESEARCH FRAMEWORK 

This section introduces the theoretical frameworks of the research: firstly, 
company strategy theories at a general level by many famous researchers; 
secondly, a strategy management approach and activities such as strategy 
processes; thirdly, competitive advantage (CA) and sustainable competitive 
advantage (SCA) theoretical models presented in the strategy process; fourthly, a 
review of conceptual frameworks which can be applied in strategy planning and 
execution and which are essential features in the studied industrial service 
business in relation to CA/SCA. Finally, this section introduces sustainable 
competitive analysis methods and tools which are feasible for achieving SCA in the 
industrial service business. Most of these theories and models are connected to 
industrial companies and do not refer very much directly to the service industry 
but are also applicable. The target of the theory section is to develop and construct 
a theoretical model and tools for industrial service business SCA. 

2.1 Theoretical framework  

The theoretical review starts by examining theoretical strategy frameworks and 
models including strategy processes and tools that are applicable to this study of 
industrial service business. This review is focused on theoretical approaches to CA 
as well as SCA referred to by many experienced researchers and their contributions 
to the studied topics and research questions.  

2.1.1 Strategy theories 

The strategy is a plan, direction, guide or course of action into the future, a path to 
get from here to there. A strategy is also a pattern, that is, consistency over time. 
Organizations develop plans for the future and evolve patterns out of the past. This 
is what Mintzberg called the ‘intended’ strategy and the ‘realized’ strategy, 
respectively. Mintzberg also explained that intentions that are fully realized can be 
called ‘deliberate’ strategy and those not realized can be called ‘unrealized’ 
strategies. Mintzberg has recognized a third case called ‘emergent’ strategy, which 
was not originally intended. The deliberate strategy added to the emergent strategy 
creates the ‘realized’ strategy (Mintzberg 1994: 24-25). “A strategy is needed to 
reduce uncertainty, provide consistency (however arbitrary that may be), aid 
cognition, satisfy an intrinsic need for order and promote efficiency under 
conditions of stability (by concentrating resources and exploiting past learning)” 
(Mintzberg 1987: 28-29). 
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Porter describes strategy as the method used by an organization faced with 
competition to achieve superior performance by producing the right mindset and 
the right analytics (structure of the industry, company’s relative position). The 
author Porter explained strategy as (1) dynamic, determined by the attractiveness 
of the industry for long-term profitability; and (2) position change, which 
determines the relative competitive position within the industry; and (3), he asks 
whether a company shapes and influences both (Porter 1985: 1-2, Margaretta 
2012: 17). 

When discussing strategy, Drucker (1999: 43) converts the theory of the business 
into performance to enable an organization to achieve its desired results in an 
unpredictable environment. The theory of the business is a set of assumptions 
about what an organization’s business is, what its objectives are, how it defines 
results, who the customers are and what the customers value and pay for. For the 
company, it is necessary to create a strategy and a strategy process as a whole 
because a strategy gives the organization direction: it focuses and unifies 
organizational tasks, defines the structure of the organization, constructs 
organizational identity and creates consistency within the organizational 
operations. Drucker (1994: 99-101) stressed the importance of applying a strategy 
to organizational actions based on business theories and claimed that the strategy 
should comprise the organizational environment and conceptions of basic tasks 
and competences. He added that a strategy transforms a business theory into 
practical execution and gives the organization direction.  

Day (1990: 6) explained that a competitive strategy specifies how a business 
intends to compete in the markets it chooses to serve. A strategy provides a 
conceptual glue that gives shared meaning to all the separate functional activities 
and programmes. Strategies are directional statements rather than detailed step-
by-step plans of action. The direction of a strategy is determined by four choices: 
(1) the arena, which describes the market to serve and the customer segments to 
target; (2) advantage, which refers to the positioning theme that differentiates the 
business from its competitors; (3) access, which refers to the communication and 
distribution channels used to reach the market; and (4) the appropriate scale and 
scope of activities to be performed. Day (2006: 22) claimed that the core of the 
strategy should include (1) a business definition, such as customer segments, 
customer needs and technologies, the scale and scope of activities in the value 
chain, and the channels to be used; (2) the strategy thrust, which specifies how the 
business intends to gain and sustain a CA, investment volumes and required cash 
flow; and (3) the objectives, which are commitments to the performance results 
the business team expects to achieve in the future. Day (2006: 33) also proposed 
that company businesses have to translate them into targets such as market 
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position (share of units, share of revenues, total market and target segment share), 
rate of growth (revenue, unit sales), customer satisfaction, reliance on new 
products or new markets, risk exposure, cost reduction (overheads as a percentage 
of sales) and accounts receivable. Typically, the growth strategy is embedded in a 
business plan and serves to support the objectives and overall aims of the strategy 
of the business. Day (1990: 305-306) also illustrated how the growth plan is 
connected to the overall strategy, which is shown in Figure 4. 

 

Figure 4. Linking the Growth Strategy to the Business Strategy (Day 1990: 
305-306). 

The direction of the growth strategy should answer the following questions: what 
are the growth objectives (how much, from which products and which market)? 
what role does growth play in the business strategy? what is the best growth path? 
should the business participate in growth by relying on internal development or 
external means such as alliances, licenses or acquisitions? (Day 1990: 306). 

Hamel and Prahalad (1994: 42) argued that a strategy is as much about competing 
for tomorrow’s industry structure as it is about competing with today’s industry 
structure. Whose product concepts will ultimately win out? Which standards will 
be adopted? How will coalitions form and what will determine each member’s 
share of the power? What is critical, and how do we increase our ability to influence 
the emerging shape of a nascent industry? If the goal is to compete for the future, 
we need a strategy that addresses more than just the problem of maximizing profits 
in today’s market. Organizational transformation must be driven by a viewpoint 
about the future of the industry and how we want this industry to be shaped in five 
or ten years. Developing a viewpoint about the future should be an ongoing project 
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sustained by continued debate within a company (Hamel & Prahalad 1994: 127-
128). It is not enough for a company to get smaller and better and faster by 
restructuring, downsizing and reengineering but it has to regenerate its core 
strategies and reinvent its industry and be capable of becoming different (Hamel 
& Prahalad 1994: 15).  

Kim and Mauborgne (2005: 12-13, 2017: 15, HBR’s 10 Must Reads 2011: 124) 
introduced the blue ocean strategy, which claims that the business universe 
consists of two distinct kinds of space: red and blue oceans (see Table 3).  

Table 3. The Red Ocean versus the Blue Ocean strategy (Kim & 
Mauborgne 2005: 12-13, 2017: 15) 

The Red Ocean Strategy The Blue Ocean Strategy 
Competing in existing market space Create uncontested market space 
Beat the competition Make the competition irrelevant 
Exploit existing demand Create and capture new demand 
Make the value-cost trade-off Break the value-cost trade-off 
Align the whole system of a firm’s 
activities with its strategic choice of 
differentiation and low cost 

Align the whole system of a firm’s 
activities in pursuit of differentiation and 
low cost 

The Red Ocean presents all the industries in existence today – the known market 
space, which most organizations fight over by building a defence position within 
the existing industry order – known as market-competing moves. When there is 
more competition, profits and growth are reduced. The creators of Blue Oceans do 
not use the competition as their benchmark; they follow a different strategic logic, 
which they call market-creating moves. They create new value innovations and 
uncontested market space for their customers and their company, and they view a 
strategy as creating differentiation and low cost simultaneously. Value innovation 
occurs only when companies align innovation with utility, price and cost positions. 
In Blue Oceans, organizations can invent and capture new demand, and they can 
offer their customers a leap in value while also streamlining their costs. Improved 
profit, speedy growth, higher brand value, not easy-to-imitate and leading-edge 
technology are sometimes connected with the creation of Blue Oceans, but these 
aspects are not defining features. Incumbents usually create blue oceans within 
their core business. The first principle of the Blue Ocean strategy is to reconstruct 
market boundaries to break from the competition and create a Blue Ocean (Kim & 
Mauborgne 2005: 47). 

A firm’s strategy is its theory of how to achieve high levels of performance in the 
markets and industries within which it operates, as stated by Barney (2007: 4). 
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Evaluating and choosing a strategy requires an understanding of both the 
economic logic from which a strategy is derived and an understanding of the 
organizational logic through which a strategy is implemented.  

A strategy is the link between the firm and its environment, creating a strategic fit. 
The aim of a business strategy is to determine how the firm will deploy its resources 
within its environment to satisfy its long-term goals and how to organize itself to 
implement that strategy. “For a strategy to be successful, it must be consistent with 
the firm’s external and internal environments – its goals and values, resources and 
capabilities, and structure and systems” (Grant 2008: 12-13). Grant stated that the 
essence of a strategy is making choices about where to compete and how to 
compete, and he divided strategy into (1) a corporate strategy with industry 
attractiveness and (2) a business strategy with CA including a vision, mission, 
business models and strategic plans (Grant 2008: 19-20). Grant (2008: 265) 
emphasized the importance of understanding, predicting and managing changes 
in the industry and introduced the curve of the industry life cycle shown in Figure 
3, which includes the introduction (or emergence), growth, maturity and decline 
phases. The different phases require different strategies, organizational structures 
and management systems for identifying and formulating actions. Figure 5 
presents the importance of cashflow development during a product/service life 
cycle (Sipilä 1995:56). The industrial service industry examined in this study is 
currently in the maturity phase. 

 

Figure 5. The service industry life cycle (adapted from Grant 2008: 265, Sipilä 
1995:56). 

All organizations need a proper strategy. If success is important, strategy is also 
important. The strategy process should be managed by the management team with 
the involvement of other personnel and the Board. On average, companies apply 
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five or six different strategy tools during the strategy process. In postmodern 
strategic management, the key questions include how to create and promote 
positive customer experiences and how the service organization understands the 
customers’ final goals and needs (Juuti & Luoma 2009: 272). 

Reeves, Haanaes and Sinha (2015:6-15) presented the following four strategy 
action imperatives: (1) match the strategic approach to the environment; (2) build 
adaptive capabilities (experiment, exploration, customer proximity, speed); (3) 
build shaping capabilities (orchestrate, ecosystem, non-directive); and (4) build 
ambidextrous capabilities. Correspondingly, Ritakallio and Vuori (2018:11) have 
introduced a new strategy concept called ‘the living strategy’. It concludes that the 
new strategic management does not target the creation of a fixed definition of the 
strategy content but lives and takes care of continuous environmental changes and 
uncertainties and new creations. Core environmental megatrends include 
technology development and digitalization, increased knowledge, globalization, 
urbanization, climate change and age demographics. These interacting 
megatrends create discontinuities and are the reasons why strategy processes have 
to be renewed and rebuilt (Reeves, Haanaes and Sinha 2018: 11-13). Ritakallio and 
Vuori promote the creation of ‘moving scenarios’, which are based on the 
foundation that uncertainties will increase, and the strategy has to adapt according 
to the focussed assumptions (2018:24).  

Mitronen and Raikaslehto (2019: 58) summarized the definition of a strategy as a 
set of selections which aim to reach CA, targeting the achievement of given 
destinations and executing the will of the company owners. The strategy is also the 
storyline of operations and the “golden thread” through which the CA can be 
implemented.  

Many recent studies have examined platform strategies among businesses. 
Platforms do not produce anything, nor do they distribute goods and services. 
Instead, platforms directly connect different customer groups to enable 
transactions and create value by connecting buyers and sellers.  Reillier and 
Reillier (2017: 26) claimed that platform businesses create significant value 
through the acquisition and/or matching, interaction and connection of two or 
more customer groups to enable them to transact (2017:6-7).  

Platforms influence a firm’s strategy and how they change the competition has 
been examined by Paker et al. Compared to Porter’s ‘five forces’ (described in 
section 2.3.2) and resource-based models, two new realities are shaking up the 
world of strategies. Firstly, through network effects, platforms remake markets 
and do not just respond to them. Secondly, platforms turn businesses inside out 
by moving the managerial influence from inside to outside the firm’s boundaries. 
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Within the business ecosystem, the lead firm negotiates dynamic trade-offs 
involving competition at three levels: platform against platform, platform against 
partner, and partner against partner. In this world of platforms, the nature of the 
inimitable resource shifts from physical assets to access to customer-producer 
networks and the resulting interactions. Control of relationships becomes more 
important than the control of resources (Paker et al. 2016: 210-212). Paker et al. 
listed industries in which the platform approach meets resistance, such as 
industries with high regulatory control and resource-intensive industries. The 
industrial service business studied here has these features. However, Paker et al. 
argue that the impact of these factors will change over time as more and more 
processes and tools become connected to the Internet and the industry becomes 
an information-intensive industry (2016: 263). 

2.1.2 Strategic management approach and activities 

Mintzberg (1994: 24-25) developed a strategy formation, called the ‘design school 
model of strategy formation’, which is presented in Figure 6 (1994:37). 

 

Figure 6. Core ‘Design School’ model of strategy formation (Mintzberg 1994: 
37) 
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Figure 7. Conventional strategic planning (Mintzberg 1994: 82)  

Mintzberg (1994: 38-39) summarized the premises for this ‘Design School’ 
strategy formation as follows: (1) it should be a controlled, conscious process of 
thought; (2) responsibility for the process must rest with the chief executive officer, 
who is the strategist; (3) the model of strategy formation must be kept simple and 
informal; (4) strategies should be unique: the best ones result from a process of 
creative design; (5) strategies must come out of the design process fully developed; 
(6) the strategies should be made explicit and, if possible, articulated, which means 
they have to be kept simple; and (7) once these unique, full-blown, explicit and 
simple strategies are fully formulated, they must then be implemented. Figure 7 
presents the conventional strategic planning process (objectives, strategies, 
programmes, actions, budgets) (Mintzberg 1994:82). 

Reeves, Haanaes and Sinha (2015:6-14) characterized the strategy process and 
alternative strategies based on business environments. They distinguished three 
strategy dimensions: predictability (can you forecast it?), malleability (can you 
shape it, alone or in collaboration with others?) and harshness (can you survive?). 
From these dimensions, the authors identified five forms of strategy: classical 
(predictable, be big), adaptive (unpredictable, be fast), visionary (predictable, be 
first), shaping (unpredictable, be the orchestrator) and renewal (constrained 
resources, be viable). The classical position can be based on superior size, 
differentiation or capabilities. Adaptive firms continuously vary their approach, 
successfully scale up and exploit, and rapidly iterate this loop to ensure they renew 
their CA. Visionary firms win by being the first to introduce new products, services 
or business models. Shaping strategy firms build new businesses jointly and are 
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orchestrators, evolving platforms and ecosystems rather than individuals. In the 
renewal approach, a company first recognizes and reacts to survive in a 
constrained business environment and economizes by refocusing, cutting costs 
and preserving capital but developing needed future capabilities and resources. 

Christensen and Raynor (2003: 215) introduced the process by which strategy is 
defined and implemented (see Figure 8). 

 

Figure 8. Strategy process described by Christensen and Raynor (2003: 215). 

Deliberate strategies are an appropriate tool for organizing action if (1) the strategy 
must encompass and address correctly all of the important details required to 
succeed, (2) the organization is to take collective action and (3) the collective 
intentions must be realized with little unanticipated influence from outside 
political, technological or market forces. An emergent strategy is the cumulative 
effect of day-to-day prioritization and investment decisions made by middle 
management. These tend to be tactical, day-to-day operating decisions 
(Christensen&Raynor 2003: 215). 

In the Blue Ocean strategy, three key components of successful blue ocean shifts 
have been identified: (1) a Blue Ocean perspective expands people’s horizons and 
shifts their understanding of where opportunity resides; (2) market-creating tools, 
with guidance on how to apply them, can be used to build people’s creative 
competence, open a new value-cost frontier and create new market space; and (3) 
‘humanness’ in the process to inspire and build people’s confidence so that they 
own and drive the process for effective execution (Kim & Mauborgne 2017: 23). 
The authors published the following five-step process of how to achieve Blue Ocean 
targets, including the process frameworks and tools: step 1, get started (right place 
and team); step 2, understand where you are now (strategy canvas); step 3, 
imagine where you could be (buyer utility map, three tiers of non-customers); step 

 

 

 

 

 

 

 

 

 

Organization’s 
values 

Investments in New 
products, Services, 

Processes and Acquisitions 

Emergent 
Strategy 

Deliberate 
Strategy 

The Resource 
Allocation 

Process  

Actual 
Strategy 



Acta Wasaensia     21 

4, find out how to get there (reconstruct market boundaries/six-path framework 
and alternative options/four-action framework); step 5, make your move (test, 
refine, launch, roll out) (Kim & Mauborgne 2017: 78).  

To reconstruct buyer value elements, the authors developed a four-action 
framework comprising four key questions to challenge an industry’s strategic logic 
and business model for creating Blue Ocean opportunities (Kim & Mauborgne 
2017: 220-221), see Figure 9: 

 

Figure 9. Four-action framework (Blue Ocean model) (Kim & Mauborgne 
2017: 220-221). 

The authors introduced the process of how companies need to build their Blue 
Ocean strategy in the sequence of buyer utility, cost and adaptation.  The strategic 
sequence of fleshing out and validating Blue Ocean ideas to ensure their 
commercial viability is shown in Figure 10 (Kim & Mauborgne 2005: 118). 
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Figure 10. The sequences of the Blue Ocean strategy (Kim & Mauborgne 2005: 
118) 

The simplified Strategic Management Process is presented below (Figure 11). It is 
a sequential set of analyses and choices that can increase the likelihood that a firm 
will choose a strategy that enables it to perform well (Barney 2007: 6). 

 

Figure 11. Strategic management process (Barney 2007: 6). 

The way to define the situation assessment of a competitive strategy, including the 
external and internal factors, is summarized in Figure 12. The outcome is a set of 
valid assumptions about the environment, competition, and internal skills and 
resources (Day 1990: 66). 
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Figure 12. Overview of the situation assessment (Day 1990: 66). 

Grant (1991: 115) introduced a five-stage strategy formulation procedure which 
involves (1) analysing a firm’s resource-base – strengths and weaknesses relative 
to competitors, (2) identifying the firm’s capabilities (efficiency compared to 
rivals), (3) appraising the rent-generating potential of the firm’s resources and 
capabilities (potential for SCA and the appropriability of their returns) and (4) 
selecting a strategy which best exploits the firm’s resources and capabilities 
relative to external opportunities and (5) identifying resource gaps which need to 
be filled. In a mature industry, the primary goal of strategy implementation is cost 
advantage through economies of scale, standardized services, functional 
departments, close monitoring of performance, incentives based on achievement 
of individual targets, vertical communication, and strategic decision-making and 
control by top management (Grant 2008: 330). In contrast, in a declining and 
shrinking industry, the following strategic features have met excess capacity: a lack 
of technical change, a declining number of competitors, a high average age of both 
physical and human resources, and aggressive price competition (Grant 2008: 
331). In a declining industry, the identified strategic alternatives include gaining 
leadership, e.g. acquiring competitors, concentrating on a niche business by 
harvesting the best profit businesses and divesting the business in the early phase 
(Grant 2008: 333). 

The ‘living strategy’ process chart is shown below (Figure 13), (Ritakallio & Vuori 
2018:17): 
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Figure 13. Living strategy process, seven basic principles (Ritakallio & Vuori 
2018:17). 

The strategy steps are as follows (Ritakallio & Vuori 2018:17): 

- Scenarios create alternative strategy paths (step 1), 

- Analytics (step 2) and tests/pilots (step 3) provide knowledge about which 
paths are worth investing in and executing, 

- Restructuring the strategy and organization based on knowledge provided by 
analytics and pilots (step 4), 

- Reflecting on criteria (step 5) and listening to stakeholders (step 6) improve 
the quality and utility of analytics (step 2), pilots (step 3) and scenarios (step 
1). 
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2.1.3 Competitive advantage (CA) 

Substantial research has been published on the subjects of ‘business 
competitiveness’, ‘competitive advantage’ (CA) and ‘sustainable competitive 
advantage’ (SCA). Four definitions of competitiveness provide the framework for 
the CA/SCA framework of this research. 

1. “For a firm, competitiveness is the ability to produce the right goods and 
services of the right quality, at the right price, at the right time. It means 
meeting customers’ needs more efficiently and more effectively than other 
firms do” (Edmonds 2000: 55). 

2. “Competitiveness is a constantly changing feature, and therefore, a presently 
competitive firm may not be competitive in five years’ time. The best 
description for competitiveness could be the firm’s ability to get customers to 
choose just the company's products instead of competing products. To ensure 
a firm’s future competitiveness, firms must also be competitive from their 
stakeholders’ point of view as the firm’s objectives and financing are strongly 
based on the company's attractiveness in the eyes of the stakeholders” (Feuer 
& Chaharbaghi 1994). 

3. “You have a competitive advantage if your profitability is sustainably higher 
than that of your rivals and understand whether that advantage comes from 
higher prices, lower costs or a combination of both” Porter (1985: 11), 
(Magretta 2012: 90). 

4. “The firm has CA when it is implementing a value-creating strategy that is not 
simultaneously being implemented by current or potential competitors” 
(Barney 1991: 102) and when it is able to create more economic value than its 
rival firms. Economic value is the difference between the perceived benefits 
gained by a customer who purchases a firm’s products or services and the full 
economic cost of these products and services (Barney 2007: 22). 

The following paragraphs introduce concepts from the main CA researchers about 
how to achieve CA. 

CA is the core of a company’s performance in an open market that enables a 
company to create and sustain competitiveness. The industry has a strong 
influence on the organization’s competition rules and the content of the 
competitiveness. Forces outside the industry also have significant roles, which are 
reflected in the whole industry (Porter 1980: 3-5, 1985: 4-10). This method is 
discussed in more detail in section 2.3. The real point of competition is not to beat 
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your rivals, but rather to earn a profit (Porter 1980: 3). Competitive strategy aims 
to establish a profitable and sustainable position against the forces that determine 
the industry competition.  

There are three potential approaches to outperforming competitors in an industry: 
overall cost leadership, differentiation and focus. Normally a firm can achieve one 
of these, but not more than one simultaneously (Porter 1985: XVI preface). Typical 
features of the cost leadership strategy are efficient production, tight cost and 
overhead control, low R&D investments, high market share and favourable access 
to raw materials. Resources for cost advantages include size difference and 
economies of scale, experience differences and learning-curve economics, and 
differential low-cost access to the factors of production (Barney 2007: 170-182). 
“Resources and capabilities can be heterogeneously distributed across competing 
firms; these differences can be long-lasting and can help explain why some firms 
consistently outperform other firms. From this perspective, the resource-based 
view consists of theoretical tools with which to analyse firm-level sources of SCA 
“(Barney 2001: 649). 

By differentiating the product or service, an organization can create something 
unique for customers and the industry and thus create more value for the buyer. It 
may be the design, brand image, technology, customer service, or dealer network 
that can be made difficult and/or costly to imitate. Porter (1985: 162) identified 
the following steps for differentiation: (1) determine who is the real buyer, (2) 
identify the buyer’s value chain and the firm’s impact on it, (3) determine the 
ranked buyer purchasing criteria, (4) assess the existing and potential sources of 
uniqueness in a firm’s value chain, (5) identify the cost of existing and potential 
sources of differentiation, (6) choose the configuration of value activities that 
create the most valuable differentiation for the buyer relative to the cost of 
differentiating, (7) test the chosen differentiation strategy for sustainability, and 
(8) reduce the cost of activities that do not affect the chosen forms of 
differentiation. The sustainability of differentiation depends on its continued 
perceived value by buyers and the lack of imitation by competitors. Alternative 
businesses focus on selected targets such as a particular buyer group, product line 
or geographic market (Porter 1980: 35-40). 

Magretta (2012: 32) introduced the required mindset for understanding Porter’s 
theories about competition: “First, Be the Best – be number one, focus on the 
market share, serve the best customer with the best product and compete by 
imitation; this is zero sum – a race that no one can win. Secondly, Be Unique – 
earn higher returns, focus on profits, meet the diverse needs of target customers 
and compete by innovation; this is positive sum – multiple winners, many events”. 
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This mindset provides the following economic equations: profit = price – cost, but 
it concentrates on the unit profit margin = price – cost. If an industry creates little 
value for its customers, the prices will barely cover the costs. By contrast, if it 
creates a lot of value, then the structure becomes critical in understanding who 
gets to capture it. Industries often create a lot of value for their customers or 
suppliers while the companies earn very little for their efforts. If rivalry is intense, 
companies compete away the value they create by passing it on to buyers through 
lower prices or dissipating it in the higher costs of competing (Magretta 2012: 40). 
Table 4 shows how and what is analysed by the five Porter forces and value chain 
tools in terms of the industry structure and the firm’s relative position. 

Table 4. Analytics: Why some companies are more profitable than others 
(Magretta 2012: 65) 

 Industry Structure Relative Position 

Porter’s framework Five forces Value Chain 

The analysis focuses on Drivers of industry 
profitability 

Differences in activities 

The analysis explains Industry average price and 
cost 

Relative price and costs 

The main activities in a company’s value chain when seeking CA in operational 
effectiveness and differentiation alternatives are presented in Table 5. 

Table 5. CA arises from the activities in a company’s value chain 
(Magretta 2012: 88) 

Activities Perform the SAME activities as 
rivals, but execute better 

Perform DIFFERENT 
activities from rivals 

Value Created Meet the same needs at a lower 
cost 

Meet different needs 
and/or the same needs at 
a lower cost 

Advantage Cost advantage, but hard to 
sustain 

Sustain higher prices 
and/or lower costs 

Competition Be the BEST, compete on 
execution 

Be UNIQUE, compete on 
strategy 

Improved CA arises from the activities in a company’s value chain (Magretta 2012: 
65, 88). CA enables a company to sustain higher relative prices or lower relative 
costs, or both, compared to its rivals in an industry. If an organization has CA, it 
will show up in the profit and loss (P&L) statement (Magretta 2012: 90). Porter 
defined the value proposition as being answers to the following three questions: 
which customers are you going to serve? (end user, channels); which needs 
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(products, features, services) are you going to meet? what is the relative price for a 
customer, for a company (premium, discount)? (Magretta 2012: 96). 

CA depends on making choices that are different to those of rivals, on making 
trade-offs and choosing what not to do (Magretta 2012: 121, 137). Can the company 
create a willingness to pay (WTP) mechanism? This means that if the company 
creates more buyer value, it is possible to charge a higher price relative to rival 
offerings (Magretta 2012: 88). Industry leaders usually enjoy some advantages by 
defending their reputation and through their economies of scale, cumulative 
learning and preferred access to suppliers and channels. The condition for 
attacking a leader successfully requires that challengers possess: (1) SCA, (2) 
proximity in other activities, and (3) some impediments to leader retaliation and 
powerful reactions (Porter 1985: 514). 

For fragmented industries, Porter (1980: 213) introduced six steps for formulating 
a competitive strategy in fragmented industries: “(1) what is the structure of the 
industry and the position of competitors? (2) why the industry is fragmented? (3) 
can the fragmentation be overcome and how? (4) is overcoming fragmentation 
profitable? (5) where should the firm be positioned in order to do so? (6) if 
fragmentation is inevitable, what is the best alternative for coping with it?” Typical 
features in a fragmented industry are low entry barriers and the absence of 
economies of scale and an experience curve (Porter 1980: 196). These steps are 
highly applicable to the studied fragmented industrial service business in Finland. 
Therefore, to overcome fragmentation, firms must first consolidate to create 
economies of scale and experience curves; standardize diverse market needs, 
which can be achieved through innovations, new products or services, and by 
standardizing to lower costs; making market acquisitions for critical mass; and 
recognising industry trends early (Porter 1980: 200-202). However, competitors 
can generate strategic benefits in the business by increasing CA, improving the 
current industry structure, adding market development and deterring entry 
(Porter 1985: 202). Many consolidations have been applied in the industry service 
business during the last 20 years. 

In emerging industries, the rules of the competitive game are largely undefined. 
Thus, Porter (1980: 229-230) introduces a formulation of strategic choices to (1) 
reshape the industry structure, (2) modify the externalities in industry 
development, (3) change the role of suppliers and channels and (4) shift mobility 
barriers. The sustainability of a generic strategy requires that a firm possesses 
some barriers that make it difficult for another company to imitate it (Porter 1985: 
20). Firms can influence an industry structure by effecting regulatory changes and 
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diffusing innovations. Industry evolution should not be greeted as a fait accompli, 
to be reacted to, but as an opportunity (Porter 1980: 187, 188). 

Implementing cost leadership and product differentiation strategies requires 
different implementation means; see Table 6 (Barney 2007: 236). 

Table 6. Organizational requirements for implementing Cost Leadership 
and product Differentiation strategy 

Cost leadership Product/Service differentiation 
Organizational Structure 

- Few layers in reporting structure 
- Simple reporting relationship 
- Small corporate staff 
- Focus on narrow range of 

business functions 

Organizational Structure 
- Cross-divisional/cross-functional 

product development teams 
- Willingness to explore new 

structures to exploit new 
opportunities 

- Isolated pockets of intense 
creative efforts 

Management Control System 
- Tight cost control system 
- Quantitative cost goals 
- Close supervision of labor, raw 

material, inventory and other 
costs 

- A cost-leadership philosophy 

Management Control System 
- Broad decision-making guidelines 
- Managerial freedom within 

guidelines 
- Policy of experimentation  

Compensation Policies 
- Reward for cost reduction 
- Incentives for all employees to 

be involved in cost reduction 

Compensation Policies 
- Rewards for risk taking, not 

punishment for failure 
- Rewards for creative flair 
- Multidimensional performance 

measurement 

Developing insights into a firm’s strategic value involves analysing its competitive 
environment and organizational skills and capabilities; this is called a SWOT 
analysis, in the section 2.3.5 a more detailed description. The search for CA and 
superior firm performance must begin with an analysis of a firm’s resources and 
capabilities (Barney and Clark 2007: 45-47). Most research on the sources of CA 
has focused either on isolating a firm’s opportunities and threats (Porter 
1980,1985), describing its strengths and weaknesses or analysing how these match 
chosen strategies. As shown in Figure 14, an internal analysis 
(strength/weaknesses) can be performed using a resource-based model and 
external analysis (opportunities/threats) can be conducted using environmental 
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models of CA. A SWOT analysis has no mechanism for how these strengths can be 
identified (Barney and Clark 2007: 49-50). However, Porter’s five-force 
framework identifies the environmental opportunities and threats in rivalry. 

 

Figure 14. Internal and external analysis frameworks – a SWOT analysis 
(Barney and Clark 2007: 49-50).  

In general, firm resources are all the assets, capabilities, competences, 
organizational processes, firm attributes, information and knowledge controlled 
by a firm that enable the firm to conceive and implement strategies designed to 
improve its efficiency and effectiveness. These resources can be divided into four 
categories: financial capital (e.g. all money resources, equity, retained earnings), 
physical capital (e.g. technology, buildings), human capital (e.g. managers, 
workers, training, experience, relationships) and organizational capital (e.g. 
culture, reputation, planning/ controlling/reporting systems). One way to identify 
resources and capabilities that have the potential for creating CA for a firm is to 
engage in value chain analysis (Barney 2007: 133-135). By conducting a Value, 
Rarity, Imitability, Organization (VRIO) analysis (see section 2.3.4), an 
organization can obtain deeper information about resource heterogeneity and 
resource immobility compared to its competitors (Barney 2007: 138; Chstzoglou 
et al. 2018: 46-52).  

As stated above, a firm’s resources can be classified into four categories: physical 
capital resources, financial capital resources, human capital resources and 
organizational capital resources. An enterprise with CA need not be the best 
performer in all dimensions. CA is expressed in terms of an ability to create 
relatively more economic value. To create more value than its rivals, an enterprise 
must produce greater net benefits, through superior differentiation and/or lower 
costs. There can be several different routes to CA (Barney & Clark 2007: 24, 26). 

Barney and Clark presented the considerations when making a firm boundary 
decision concerning factors such as the available capabilities and resources of a 
firm, differences between firms, social complexity, owners’ interests, strategic 
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differences and integration costs (Barney & Clark 2007: 162-180). A resource-
based view (RBV) can be used to explain how firms leverage core competencies to 
operate in multiple businesses simultaneously and how corporate diversification 
can be used to develop core competence in firm-specific human capital 
investments, in the sense of the effect and the cause of core competencies. 

According to Drucker (1999:61), “all organizations should make a global 
competitiveness strategy goal. Businesses cannot hope to survive unless they meet 
the standards set by leaders in their field, wherever they may be located in the 
world. Low labour productivity endangers a company’s survival, but low labour 
costs no longer give enough of a cost advantage to offset low labour productivity.” 
“One cannot manage change; one can only stay ahead of it. Being a change leader 
requires the willingness and ability to change what is already being done just as 
much as doing new different things. It requires policies to make the present create 
the future. The first policy is to abandon yesterday” (Drucker 2006:74). To create 
change, the leader should build and pilot a systematic policy of innovation. To try 
to make the future is highly risky but less risky, however, that not trying to make 
it (Drucker 1999:93). “Effective executives do not make many decisions; they 
concentrate on what is important and make a few important decisions at the 
highest level of conceptual understanding. Such leaders attempt to find the 
constants in a situation and to think through what is strategic and generic rather 
than solving problems” (Drucker 2006: 35). “They know they have ultimate 
responsibility, which can be neither shared nor delegated, but they have authority 
only because they have the trust of the organization. Therefore, they don’t think or 
say ‘I’, but rather they think and say ‘we’ “(Drucker 2006: 124). 

The creation and understanding of the business concept ‘how to go from good to 
great’ is presented in the Good-to-Great Matrix of Creative Discipline, three circles 
of the hedgehog concept (Collins 2001: 118, 122). These circles are: (1) what you 
are deeply passionate about; (2) what you can be the best in the world at; (3) what 
drives your economic engine. To go from good to great requires a deep 
understanding of these three intersecting circles translated into a simple, 
crystalline concept. New business models not only replace the former business 
model but they also create totally new opportunities (Collins 2001: 142).  

CA is divided into two parts by Collins & Porras (2004: 139): (1) how to retain the 
core and (2) how to ensure promotion. The authors have summarized their five 
findings as follows: (1) challenging and brave targets; (2) great workplace; (3) 
supporting experiment culture, keeping what works; (4) managers from one’s own 
organization; and (5) not good enough, eager for continuous and persistent 
development. 
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Four core behaviour characteristics of top managers are uncompromising: 
discipline, experience-based creativeness, constructive paranoia and top-level 
ambition. The managers in the authors’ study had outperformed the industry’s 
competitors’ achievements by a multiple of 10 (Collins & Hansen 2001: 47-48). 
The authors recommended building buffers and collecting cash reserves to meet 
unexpected surprises and minimize risks (Collins & Hansen 2001: 129). 

Competitive advantage and core competencies 

“To revolutionize its business, an organization has to break the old business model 
down into its core strategy, critical resources, customer relations and value chain” 
(Hamel 2000: 82). Evidence shows that CA is generated by management 
innovation and renovation. “The innovation hierarchy comprises operative, 
product/service, strategy and management innovations” (Hamel 2007: 43, 49). 
Thus, research should focus on intangible rather than tangible assets as a basis for 
CA when choosing and implementing a corporate strategy (Prahalad & Hamel 
1990: 82; Barney & Clark 2007: 11, 12, 21). Tomorrow’s growth depends on today’s 
competence building. Thus, investment in new core competencies provides the 
seeds for tomorrow’s product harvest. From a core competence perspective, there 
are five managerial tasks: (1) identifying existing core competences, (2) 
establishing a core competence acquisition agenda, (3) building core 
competencies, (4) deploying core competencies and (5) protecting and defending 
core competence leadership (Hamel & Prahalad 1994: 244-245). Core competence 
is about harmonizing streams of technology, organizing the work and delivering 
value. It is about communication, involvement and a deep commitment to working 
across organizational boundaries. Unlike physical assets, core competence does 
not diminish with use (Prahalad & Hammel 1990: 4-5).  

“Business processes as a source of CA are relationships between a multitude of 
moving parts including ideas, information, knowledge, capital and physical 
products. These relationships define an organization and its extended network of 
collaborators, including suppliers and consumers” (Prahalad&Krishnan2008: 46). 

CA can normally be traced to one of three roots: superior skills, superior resources 
and superior position. The critical question is ‘What sustains this advantage and 
keeps competitors from imitating or replacing it?’ A firm’s skills can be a source of 
advantage if they are based on its history of learning-by-doing and if they are 
rooted in the coordinated behaviour of many people. The skills that build 
advantages tend to be organizational rather than individual (Mintzberg et al. 1995: 
97). 
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Baghai, Coley and White (1999: 91) claimed that, to gain CA, all available resources 
are needed, and they introduced the following elements of a capability platform: 
“(1) special relationships (customer, suppliers, partners, government), (2) growth-
enabling skills (acquisition and post-merger management, financing and risk 
management, capital management), (3) privileged assets (distribution networks, 
brand, reputation, customer information, infrastructure, intellectual property) 
and (4) operational skills (IT management, R&D, product design, low-cost 
manufacturing)”. Successful growth companies know the value of talent. The 
authors presented a talent management plan for different business development 
horizons involving operators, business builders and visionaries. “Without talented 
people, the most brilliantly crafted strategies falter and the most inspiring visions 
lose their sheen” (Baghai, Coley&White 1999: 125). One means of organizing for 
growth is described by the authors as creating small communities (companies, 
small groups/teams, spinouts), shaping new communities, connecting 
communities and inspiring the organization (Baghai, Coley&White 1999: 141-154).  

“The soundness of a competitive strategy depends on how well it can satisfy the 
following tests: test one, does it create and maintain CA through some combination 
of lowest delivered costs or superior customer value?; test two, are the 
assumptions valid?; test three, is the strategy vulnerable to unacceptable 
environmental and internal uncertainties, and can these risks be avoided or 
contained?; and test four, what are the prospects for successful implementation 
(feasibility, supportability, consistency)?” (Day 1990:41). “The knowledge-based 
approach in renovating traditional organizational structures include delayering 
and empowerment and development of new organizational forms based on 
horizontal and team-based structures and interfirm alliances. The primary driving 
force behind corporate restructuring and strategic change has been the quest for 
shareholder value maximization and enhanced shareholder power. If the primary 
resource of the firm is knowledge, if the knowledge is owned by the employees, and 
if most of this knowledge can only be exercised the individuals who possess it – 
then the theoretical foundations of the shareholder value approach is challenged” 
(Grant 1996: 120). This view is an interesting one for analysing critical 
competences in a firm. According to Grant (2008:321),” a mature industry has two 
implications for CA: firstly, it tends to reduce the number of opportunities for 
establishing CA and secondly, it shifts these opportunities from differentiation-
based to cost-based factors”. There are also three important cost drivers: 
economies of scale, low-cost inputs and low overheads (Grant 2008: 321-323). 

The VRIO model (Valuable, Rare, Imitable, Organizational) described in the 
section 2.3.4 for analysing a firm’s competencies is an applicable tool for exploring 
the core competencies required to achieve CA/SCA as proposed in the above. 
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Dynamic capabilities 

To survive competition, organizations need to possess dynamic capabilities, which 
refer to the firm’s ability to integrate, build and reconfigure internal and external 
competences to address a rapidly changing environment (Leonard-Barton 1992: 
111). A deep understanding of concrete dynamic capabilities requires a deep 
understanding of the market segment and change drivers. Basic theories of 
dynamic capabilities show that changes in market segments and competition are 
the main reasons why organizations must have dynamic capabilities if they want 
to survive competition. Dynamic refers to the organization’s ability to renew their 
resource base or knowledge in a changing environment, which means that 
organizations are able to react promptly. Examples include the launch of new 
innovations or acquisitions. Dynamic capabilities cannot be copied from one 
organization to another; they are built in the organization over time and include 
organizational and strategic processes such as alliancing and product 
development, whose strategic value lies in their ability to manipulate resources 
into value-creating strategies(Sivusuo 2019: 31, 117). “However, long-term CA lies 
in resource configurations, not dynamic capabilities” (Eisenhardt et al. 2000: 
1118). 

“The service company’s problem is to determine how to meet commitments for 
service performance (in the form of cost and speed) in the most effective manner 
as defined by the cost/service efficient frontier. Balancing the trade-offs between 
revenue, cost and service is challenging because of escalating service expectations, 
service supply-chain complexity and the uncertainty associated with a service 
event” (Cohen, Agrawal and Agrawal 2006: 259). The Dynamic Asset Deployment 
(DAD) method was developed to manage the deployment and use of service 
resources. In the DAD method, tools are presented for firms to adapt, such as 
customer commitment methods, feedback information collection, resource 
optimizing, integrated decision-support tools, utilizing new technologies (ICT), 
and design of the service supply chain. The horizon for planning and utilizing these 
are totally different, ranging from hours to years. Companies have to adopt a 
wholly new paradigm for service supply chain management. Implementing DAD 
requires probabilistic forecasting, optimized resource deployment (strategy), and 
optimized resource redeployment and material management (tactics) (Cohen, 
Agrawal and Agrawal 2006: 259-271). 

In the world of corporate refocusing, downsizing and outsourcing, one of the most 
critical strategic decisions is to determine the firm’s boundary, which is done by 
establishing which business activities belong within the company boundary, which 
business activities should be outsourced and managed through some form of 
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strategic alliance, and which can be performed in some kind of arm’s-length 
process. A well-developed approach for determining a firm’s boundary in the fields 
of strategic management and organizational economics is called transaction cost 
economics (TCE) (Williamson 1975: 1985).  

Entrepreneurship  

Penrose claimed that one of the primary assumptions of the growth of firms is that 
‘history matters’; growth is essentially an evolutionary process based on the 
cumulative growth of collective knowledge in the context of a purposive firm. 
Penrose examined the competitive implications of such inelastic productive 
resources as managerial teams, top management groups and entrepreneurial skills 
and she recognised that, even within this extended typology of productive 
resources, additional sources of firm heterogeneity might still exist as a possible 
productive resource, such as entrepreneurial skills. Penrose observed that some 
entrepreneurs are more versatile than others, some are more ingenious in 
fundraising, some more ambitious and some exercise better judgement (Penrose 
1995: 182). 

Strebel argued that “different types of competitors would dominate, depending on 
how conditions develop, and they will shape the conditions for others. The 
initiative and entrepreneurship of individual competitors will play a major, if not 
decisive, role in creating the trajectory conditions for others. One of the most 
fruitful bases for scenario development is through the eyes of different 
competitors, which shed light on the world they would like to create” (Strebel 
2003: 121).  

Siilasmaa, one of the top industrial directors in Finland, strongly supports the 
entrepreneurial management approach, which comprises ten elements: (1) sense 
of responsibility, (2) admit facts, (3) perseverance, (4) risk management, (5) 
hunger to learn, (6) keep the mind focused, (7) eyes on the horizon, (8) pleasant 
and appreciated team members, (9) ask why, (10) do not stop dreaming. 
Furthermore, this part of his phrase ‘paranoid optimism’, which means that you 
can be an optimist in the middle of a business hurricane and find new solutions to 
existing problems and challenges (Siilasmaa 2018:168-174). 

The studied industrial service business includes service companies started by 
private entrepreneurs, which have transformed the industry both in terms of 
service concepts as well as service prices. More flexible and local services were 
created by entrepreneurs. Later, many of these smaller scale firms have 
consolidated into larger service companies. 
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Organizational activities and human resources as a source of CA 

Barney and Clark stated that firms create value by either decreasing product 
and/or service costs or differentiating the product and/or service in a way that 
allows the firm to charge a premium price. Human Resource (HR) managers and 
researchers have long mentioned that the HR function plays an important role in 
the firm’s performance. According to the VRIO model, a firm’s resources can create 
SCA based on four attributes: firstly, the resource of the SCA must be valuable; 
secondly, it must be rare among competitors; thirdly, it must be imperfectly 
imitable; and fourthly, it must be able to be exploited by a firm’s organizational 
processes. These four attributes of a firm’s resources can be thought of as 
indicators of how heterogeneous and immobile a firm’s resources are and how 
useful these resources are for generating SCA (Barney & Clark 2007: 57, 121-144). 
Previous findings indicate that some organizational cultures are valuable, rare and 
imperfectly imitable and are thus the source of SCA because a firm’s culture 
evolves over time. The VRIO framework is discussed in greater detail in section 
2.3.4. The authors consider two possible solutions to managing the risks to a firm’s 
core resources and employee incentives when making firm-specific investments: 
(1) compensating employees directly to accept these risks and (2) using resource-
based related diversification to mitigate these risks by exploring the applicability 
of core resources to other product markets (Barney & Clark 2007: 185-197). 

How can an HR function assist in decreasing or increasing revenues? HR can 
create value by developing employee work satisfaction. Customer satisfaction 
stems from employee satisfaction. HR executives have a key role in nurturing, 
developing and managing the set of HR resources (e.g. human capital skills, 
employee commitment, culture, teamwork and so on) that are most likely to be 
sources of SCA for their organizations. The HR function can also adopt a strategic 
focus, applying the VRIO framework to identify specific HR resources that provide 
sources of temporary CA and/or SCA. “The ultimate quest should be for the HR 
function to provide the firm with resources that provide value, are rare and cannot 
be easily imitated by other organizations” (Barney & Clark 2007:140-141).  

Fullan (2001) introduced five core capacities of leadership representing 
independent but mutually reinforcing forces for positive change: moral purpose, 
understanding change, relation building, knowledge creation and sharing, and 
coherence making. Fullan added that “all effective leaders possess the following 
personal characteristics: energy, enthusiasm and hopefulness. Leaders with these 
capacities evince and generate long-term commitment in those with whom they 
work” (Fullan 2001: 7). Fullan (2001: 51) also highlighted the importance of 
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relationships in successful enterprise operations, stating “if moral purpose is job 
one, relationships are job two”.  

Argyris divided commitment into two parts: external and internal. External 
commitment is triggered by management policies and practices that enable 
employees to accomplish their task. Internal commitment derives from energies 
internal to human beings that are activated by the desire to get a job done. You 
have to create trust. (Argyris 2000:21). His strategy model results in the following: 
(1) define goals and try to achieve them, (2) maximize winning and minimize 
losing, (3) minimize the generation of the expression of negative feelings and (4) 
be rational (Argyris 2000:62).   

Hamel and Prahalad stated that a core competence is a source of CA in that it is 
completely unique and contributes to customer value or cost. However, while all 
core competences are sources of CA, not all CAs are core competences (1994: 208). 
Hamel and Prahalad define a firm’s core competence as the collective learning in 
the organization, especially in terms of how to coordinate diverse production skills 
and integrate multiple streams of technologies. Core competence is 
communication, involvement and a deep commitment to working across 
organizational boundaries; it involves many levels of people and all functions 
(Prahalad & Hamel 1990; Mintzberg et al. 1995: 86).  

In his book, ‘The New Organizational Wealth”, Sveiby (1997) discussed the content 
and value of knowledge as an intangible asset of companies, which he described as 
an external structure (relationships with customers, suppliers, brand, trademarks, 
reputation, image), an internal structure (patents, concepts, ICT and admin. 
systems) and the competence of personnel intangible assets. On the other side of 
the invisible balance sheet are shareholders’ invisible equity and obligations (1997: 
9-12, 23). The economy of the knowledge era offers unlimited resources because 
the human capacity to create knowledge is infinite. Unlike physical resources, 
knowledge grows when it is shared. Human production can be seen as a creation 
of knowledge, while distribution can be seen as the creation of knowledge with 
customers. Knowledge provides the capacity to act (Sveiby 1997: 38-39). Managers 
need to identify the experts within their organization, get to know them personally, 
and create roles and tasks to their satisfaction. Companies compete in two 
markets: for people and for customers. It is therefore essential to create an explicit 
strategy for the personnel market that is linked to the strategy for the customer 
market (Sveiby1997: 128). 

Syrjälä (2006: 302) proved that the key driver in the organization transformation 
from postmodern to modern is the owners’ policy and strategy because it provides 
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the framework for change management and power relations, which are directly 
reflected in employee welfare, organizational culture and economic results.  

Harisalo and Miettinen emphasized the importance of trust and building up trust 
equity in the organization, which is created by individuals’ selections. When trust 
strengthens, it creates the preconditions for knowledge, understanding, and social 
and economic equity; knowledge equity drives innovations, and understanding 
drives interactions to look for new opportunities and to solve problems jointly. 
This understanding then reinforces social equity and networking, thus motivating 
people to utilize economic equity in sustainable directions (2010: 43-45). 

Companies have different approaches to employee engagement. Some 
commonalities have emerged as motivators for employees in the workplace: (1) 
putting mechanisms in place that enable employees to easily communicate their 
ideas and concerns, (2) showing employees that their input is valued and may be 
acted upon, (3) giving employees greater autonomy, (4) rewarding employees for 
their productivity and for making the organization succeed, (5) showing employees 
that the company is a worthwhile investment of their time and resources and (6) 
finding and implementing an evolutionary process to increase employee 
engagement (Heyman and Barrera 2010: 170). 

According to Drucker, “few people work by themselves and achieve results by 
themselves. Most people work with others and are effective with other people. 
Managing yourself requires taking responsibility for relationships by accepting 
that other people are as individual as you are and taking responsibility for 
communication” (Drucker 2006: 14). The starting point for competence 
development is an overall strategy (objectives) that can predict changes (the power 
of change analysis). A personnel development programme can be constructed 
based on this analysis (SCEMM 1998: 126). 

2.1.4 Sustainable competitive advantage (SCA) 

Baghai et al. claimed that SCA comes only when companies assemble difficult-to-
imitate combinations of capabilities into bundles, controlling critical capabilities 
and bundling capabilities for enduring advantage. If the capability can walk out of 
the door with an employee, then it is the employee, not the corporation, that will 
appropriate the value (Baghai, Coley and White 1999: 100). An organization that 
is capable of outperforming its competitors over a long period has SCA. 

“A firm is said to have SCA when it implements a value-creating strategy that is 
not simultaneously being implemented by any current or potential competitor and 
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when other firms are unable to duplicate the benefits of this strategy” (Barney 
1991: 102). Additionally, firms can achieve SCA using mergers and acquisitions 
(M&A) as a strategic plan. However, often M&As do not generate planned targets. 
To gain CA and economic profits from M&A, these strategies must be either 
valuable, rare and private, or valuable, rare and too costly to imitate (VRIO model). 
Additionally, historical differences between firms are often too complex to 
implement strategies successfully (Barney 2007: 472). Firms can create SCA by 
creating strategic alliances with competitors because many companies like to 
exploit economies of scale, learn from competitors, manage risks and share costs, 
facilitate tacit collusion, have low-cost entry into new markets and manage 
uncertainty. In such cases, a strategic alliance attempts to exploit a potential 
synergy between independent firms. Symmetric alliances are most common 
among mature and fragmented or network industries. Incentives for strategic 
alliances are created when the value of combined resources and assets is greater 
than the values as separate operations (Barney 2007: 412). 

CA is said to exist when the economic value created by a firm in an industry is 
greater than the economic value created by an average firm in the industry. 
Economic value is defined by the difference between the willingness of a firm’s 
customer to pay and the firm’s costs. SCA is essentially a CA for which other firms 
are unable to duplicate the benefits and which last for a long period (Barney & 
Clark 2007: 52, 252). SCA can be created by trust, which is the mutual confidence 
that no party to the exchange will exploit another’s vulnerabilities. Trust in a semi-
strong form can be a source of CA if competing exchange partners vary in their 
skills and abilities in the conception and implementing of governance 
mechanisms. Strong-form trustworthy exchange partners may be able to discover 
other strong-form trustworthy exchange partners (Barney & Clark 2007: 95, 117). 
Information technology (IT) is a source of SCA that may create value for a firm by 
increasing the internal and external coordinating efficiencies such as through 
customer switching costs or IT managerial skills. If a firm possesses valuable 
proprietary technology (e.g. patents, IT systems, technical skills), it can obtain 
SCA. A firm has to find access to the capital (in the form of debt, equity or retained 
earnings) needed to develop and apply IT (Barney & Clark 2007: 145-160). 

However, even when a firm has SCA, it does not mean that its CA will last forever. 
Changes in technology, demand and the broader institutional context can render 
the SCA no longer valid, i.e. “Schumpeterian shocks” (Schumpeter 1934, 1950). 
First-mover advantage (FMA) can elevate a company’s CA over other firms, 
enabling them to gain access to distribution channels, develop goodwill with 
customers or develop a positive reputation before other firms have implemented 
their strategies. FMA firms must be heterogenous in terms of the resources they 
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control. If companies have identical competitors, SCA cannot be achieved when 
the firm’s resources are perfectly homogenous and mobile (Bain 1956). However, 
if there are strong entry or mobility barriers, a company can obtain SCA  (Barney 
& Clark 2007: 55).  

Day (1990: 36) presented the following “useful questions about sustainability: (1) 
will the strategy put the business in a position to ward off known threats, exploit 
opportunities, enhance current advantages or provide new sources of advantages? 
(2) can the strategy adapt to a broad range of foreseeable environments? (3) how 
difficult will it be for competitors to match, offset or ‘leapfrog’ the expected 
advantages?” 

According to Grant, the key to a resource-based approach to strategy formulation 
is understanding the relationship between resources, capabilities, CA and 
profitability, as well as understanding the mechanisms through which CA can be 
sustained over time. Grant (1991: 115) introduced a practical framework for a 
resource-based approach to strategy analysis: (1) identify and classify the firms 
resources, (2) identify the firm’s capabilities, (3) appraise the CA/SCA resources, 
(4) select a strategy and (5) identify resource gaps. “The key to resource-based 
approach to strategy formulation is understanding relationships between 
resources, capabilities, CA and profitability” (Grant 1991:133). CAs are sustainable 
as long as the resources and capabilities are durable and not imitable (transferable 
or replicable) (Grant 2008: 140).  

A cost leadership business strategy focuses on gaining advantages by reducing its 
economic costs to below those of all of its competitors (Porter 1985). Examples of 
cost advantages are size differences and economies of scale, experience differences 
and learning-curve economics, and differential low-cost access to factors of 
production (Barney 2007: 170-182). Porter (1985: 12-13) defined that typical 
features of a cost leadership strategy are economies of scale, low-cost labour, 
efficient production and material procurement, tight cost and overhead control, 
low R&D investments, high market share and favourable access to raw materials. 

2.1.5 Guidance of strategy theories for the research questions 

The previous sections presented alternative theories on strategy structure 
development, all of which purport to understand the service industry, the business 
environment and conditions, external factors and a firm’s internal status and 
competences. What is the business today? What is in the future? And how do we 
get there? Several researchers have recommended various strategy approaches 
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and processes (e.g. Mintzberg, Porter, Reeves et al., Day, Grant, Ritakallio & 
Vuori).  

In their CA approach, most strategists present that if the firm selects the cost leader 
or the Red Ocean strategy, the company will face more competition and often the 
margins will be low. However, by selecting differentiation, focusing on the Blue 
Ocean strategy, a company can achieve new added value for its customers by 
shaping business models with new services. In this alternative, organizations need 
to develop a deep understanding of their customers’ values and shape their 
competences (Porter; Barney; Kim & Mauborgne). The importance of available 
competences and management motivation and enthusiasm are central to building 
CA (Collins et al., Hamel et al., Barney, Baghai et al.). Because there are many 
discontinuous in continuous businesses, strategy shaping and adaptation as well 
as dynamic capabilities are recommended (Ritakallio & Vuori, Sivusuo, Baghai et 
al., Agrawal & Agrawal).  Building service ecosystems and platforms will create 
new service concepts in the future and develop CA in industrial services, which are 
still not widely used currently (Reillier & Reillier; Paker et al.) 

Most strategists promote differentiation, blue ocean and core competence 
development as a business model or concept for achieving SCA, giving the solution 
route to RQ1 – ‘What methods and tools can be used to create SCAs and enablers 
for the industrial service business?’ and partly to RQ2 – ‘Is there a conflict between 
service providers and customers in terms of sustainable business targets and can 
a win-win position be found?’  Sections 4 and 5 analyse and summarize these 
questions. 

2.2 Conceptual frameworks 

Conceptual frameworks create a deeper understanding and provide the basics for 
applied strategy planning and implementation tools and for constructing solutions 
for SCAs in industrial service businesses. Conceptual frameworks also describe 
some main features and conditions in the Finnish service industry and are taken 
account when constructing the answers to RQ1 and RQ2. 

2.2.1 Regulation and ownership impacts 

Most of the studied customer companies (electrical and telecom network owners) 
are operating in a strongly regulated natural monopoly business. The definition of 
a natural monopoly is a monopoly in an industry in which high infrastructural cost 
and other barriers to entry relative to the size of the market give the largest supplier 
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in an industry an overwhelming advantage over potential competitors. This 
situation frequently occurs in industries where capital costs predominate, creating 
economies of scale that are large in relation to the size of the market; examples 
include public utilities such as water, electricity and telecom services. These 
natural monopoly businesses are regulated by governments (Filipini & Massimo, 
1988: 157). Laws and regulations by the EU and the Finnish government are 
applied to the electrical network industry studied here and have a driving influence 
on business development.  

According to the Finnish Electricity Market Act (386/1995 with amendments), the 
licensed (granted by the electricity market authority) system operator is 
responsible for the distribution system in specified geographical areas where the 
system operator maintains, operates and develops its electricity system and 
connections. On request and against reasonable compensation, the system 
operator connects its electricity to its customers. This law details the system 
operator’s unbundling requirements of other electrical network operations such as 
electricity trading. 

The Finnish Electricity Act (588/2013) defines that the limitation to breaks in 
electricity supply in urban areas are set at a maximum of six hours and in rural 
areas 36 h stepwise, for 50% of distribution networks by 2020, 75% by 2024 and 
all of the defined distribution networks by 2029. This requirement includes 
extremely rapid weatherproof network investments by network operators, which 
means that the main part of the distribution network of overhead lines will be 
replaced by ground cables. The total investment volume is about €9 billion up to 
2029, which means an average of €900 million per year.  

The electricity transmission prices in Finnish distribution networks are regulated 
by the Finnish Energy Authority and were last published in 2018. Regulation 
methods are based on rather complicated calculations such as the unit-based net 
present value of the network, profit evaluations, incentives (investment, quality, 
efficiency and innovation), supply security, WACC (Weighted Average Cost of 
Capital) %, and inflation rate. Regulatory periods are four years, with the current 
period being 2016-2019. Using these methods, the authority has drawn up 
reasonable charges for network operators (Energy Authority 2015: 6). Appendix 4 
presents the electrical distribution regulation control model. Network company 
earnings are based on how effectively investments are executed compared to the 
reference costs given by the authority. The earning model includes innovation, 
quality, efficiency, delivery security and investment incentive factors. For network 
service companies, it is important to understand the customers’ earnings model 
and its repercussions on the service providers’ operations. This regulated earning 
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model is the main driver for electrical network companies and creates the service 
companies’ business framework. 

The Act for the Public Procurement and Concession Contract (1397/2016) 
regulates the rules, sets the limits for the state and municipal authorities and other 
contracting entities on how tendering procurements and concessions should be 
carried out. Electrical and telecom utilities fall under these procurement laws and 
they correspondingly tender the processes of network construction and 
maintenance services.  

Porter (1985: 83) claimed that many institutional (regulation, tax, union rules etc.) 
factors and locations have impacted most industries, which is very much the case 
in Finnish network services. The authority regulations described above strongly 
influence service industry performance. 

Electrical network utilities are mostly owned by municipalities; however, the two 
biggest (Caruna, Elenia) are now owned by international private equity companies. 
There are no publicly owned electrical utility companies today in Finland. The 
three biggest teleoperators are public companies (i.e. DNA, Elisa, Telia). However, 
service provider ownership has widely spread to being municipality, public, private 
and management owned or a combination of these. Ownership has strongly 
influenced the company strategies, which has thus impacted the service industry 
transformation examined in this study. The findings are discussed in the results 
section 4.  

2.2.2 Customer approach and experience 

The shift away from formal, defined roles is already occurring in business-to-
business (B2B) relationships. Major business discontinuities, such as 
deregulation, globalization, technological convergence and the rapid evolution of 
the Internet, have blurred the roles that companies play in their dealings with 
other businesses. Customers are fundamentally changing the dynamics of the 
marketplace. In the new economy, companies must incorporate customer 
experience into their business models. Prahalad and Ramaswamy (2000: 2-5) 
introduced the ‘co-opting customer competence’ process, as follows: (1) encourage 
active dialogue with customers, a dialogue with equals; (2) mobilize customer 
communities, through Internet connections online; (3) manage customer 
diversity; (4) co-create personalized experiences; (5) manage multiple channels of 
experiences; (6) manage variety and evolution; and (7) shape customers’ 
expectations – harnessing customer competence and managing personalized 
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experiences requires cooperation from consumers; companies must be sensitive to 
‘what is next’, which means they must shape their expectations. 

Prahalad and Ramaswamy (2004: 2) developed a new framework of value creation 
for a company, which they called co-creation of value. “The framework begins with 
a shift in the role of the consumer in the industrial system from isolated to 
connected, from unaware to informed, and from passive to active.” The future of 
competition, however, lies in an altogether new approach to value creation based 
on an individual-centred co-creation of value between consumer and company. In 
jointly creating the value that is unique to the individual consumer and sustainable 
for the firm, the firm can create not best practices but ‘next practices’ (Prahalad 
&Ramaswamy 2004: 13-15), with a focus on experience networks. The market is 
beginning to resemble a forum organized around individuals and their co-creation 
experiences. Dialogue, Access, Risk assessment and Transparency (DART) form 
the foundation for a co-creation of value. In the co-creation approach, interaction 
can take place repeatedly, anywhere and anytime in the system (2004: 49). To co-
create a unique value with the customer, we must appreciate what constitutes a 
personalized co-creation experience, which develops from the interaction between 
a single consumer and an experience environment, personalizing the co-creation 
experience (Prahalad &Ramaswamy 2004: 75-90). The researchers (Prahalad 
&Ramaswamy 2004: 115-116) recommended building experience networks to deal 
with co-creation personalized experiences. 

Prahalad and Krishnan introduced the fundamental transformation of a business 
driven by digitalization, ubiquitous connectivity and globalization. The authors 
stated that no industry is immune to these trends. Their model, called the ‘New 
House of Innovation’, is built on two pillars: the centrality of the individual (N = 1, 
one consumer experience at a time) and access to, rather than ownership of, 
resources (R = G, resources from multiple vendors and often around the globe). 
These N = 1 and R = G are the next sources of CA. Companies should respond to 
continually changing customer demands, behaviours and experiences. The main 
conclusions are that (1) to access global best resources and talents (G = 1) and 
personalized co-created experiences (N = 1), the social architecture of the firm, 
such as the organization structure, performance measurement, training, skills, 
values, and the technical architecture of the firm form the IT backbone and that 
(2) the glue is flexible and resilient business processes and focused analytics 
(Prahalad&Krishnan 2008: 5-6). Additionally, three distinct transformations are 
taking place: (1) moving from selling a product to selling a service; (2) moving from 
a transactional relationship with a customer to a service relationship with a 
customer, to services and solutions and to superior experiences and (3) moving to 
a business-to consumer (B2C) organization (Prahalad&Krishnan 2008: 16). 
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The authors stated that the business process is the link between business strategy, 
business models and day-to-day operations (see Figure 15). No organization needs 
to know all the steps ahead of the transformation; the whole journey is about 
learning by doing, taking small steps and consolidating gains as you go along 
(Prahalad&Krishnan, 2008: 52). 

 

Figure 15. The world of N=1, R=G: A framework for capability building 
(Prahalad & Krishnan 2008:52). 

Edvardsson, Enquist and Johnston (2005) claimed that business value is not 
merely economic value. From the customer’s perspective, value is an overall 
personal assessment of the quality attributes of the market offerings in relation to 
the price and other sacrifices. Values can be understood as the principles, 
standards, ethics and ideas by which companies and people live. The authors have 
two distinct categories of value: company core values (basic to company culture) 
and foundation values (reflect the norms of society in general). The latter consists 
of so-called Corporate Social Responsibility (CSR), which refers to a company’s 
ethical, social and environmental responsibilities. A value-based business is a 
combination of these two values. The authors present the application of Service-
Dominant Logic (SDL) (Vargo & Lusch, 2004: 1-17). The main focus of the SDL 
paradigm is that value is co-created with customers and assessed based on ‘value-
in-use’ and a synergy between corporate values, foundation values and customer 
values. To be successful, a value-based service business must seek resonance in 
terms of values; the firm and its stakeholders must have shared values. The 
following five principles have been derived for a sustainable values-based service 
business model: (1) strong values drive customer value, (2) CSR is a strategy for 
sustainable service business, (3) a value-based service experience is required for 
co-creating, (4) a value-based service brand and communication are needed for 
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values resonance and (5) value-based service leadership is essential for living with 
the values (Edvarsson&Enquist 2009). 

One method to visualize the service process is blueprinting, which was invented by 
Schostack (1982) and developed by Kingman-Brudage (1995). Today, blueprints 
usually include the following type of action areas: customer actions, actions of 
front-office staff, actions of back-office staff, support processes and management 
processes in simple process charts. The productization of services has been 
presented as one solution to the problem of efficiency, linked to innovation: service 
concept – service process – service system. Applying the blueprinting method in 
service processes involves combining customer actions, innovation and 
productization (Schostack 1982; Kingman-Brundage 1995; Bitner, Ostrom and 
Morgan 2007). 

Porter (1985: 257-263) introduced a segmentation tool for products, the buyer or 
customer, and the competitor and industry connected to the Five Competitive 
Forces business model, and he recommended plotting competitors on the 
segmentation matrix (products/buyers). 

Gallouj (2002) developed six concepts of expressing customer participation in the 
production of services: (1) interface (point of contact between customer and service 
provider), (2) interaction (exchange of information, knowledge and performance 
of repairs), (3) co-production, (4) servuction (the process of creating a service by 
linking up various elements), (5)  a socially regulated service relationship and (6) 
a service relationship (operational relationship). These concepts were developed 
to account for client involvement. Thus, customer relationship and proximity are 
essential to the production of ‘servuction’ and the real power of a service 
relationship in the economic system as a whole (Gallouj 2002: 38-40). Djellal and 
Gallouj (2015) introduced a Product-oriented product-Service System (PSS), 
which adds traditional services to a product. Examples include the addition of pre- 
and after-sales services. By adding services to products, companies can gain CA. 
Companies therefore seek to improve the quality of goods, reduce costs, boost sales 
and thus increase profits. In some cases, the services added to a product can even 
be more profitable than the products themselves. Companies also seek to lock 
down the relationship with customers to generate customer loyalty 
(Djellal&Gallouj 2015: 18). 

In the industrial service business, companies should introduce more mobile 
applications especially in the retail business, which has created good customer 
value and positive business effects. These mobile services offer more personalized 
and updated features and more dynamic customer behaviour, interactivity and 
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usability (Turkia 2016: 86). Customer loyalty is built step-by-step by developing 
customer value, engagement and satisfaction. 

Korhonen (2016) examined customer orientation in industrial service innovation 
and found that the importance of customer orientation for manufacturers has 
grown because they have turned to service providers and because open innovation 
has gained ground in industry. At the same time, industry has faced challenges in 
becoming customer-oriented in an innovating industrial service. Servitization is 
expected to accelerate in the near future. Thus, Korhonen suggested that wider 
customer-supplier interactions and service innovations should be used. Wider 
ecosystems are essential actors and beneficiaries. Customers and other 
stakeholders are inherently involved in innovation. Customer orientation requires 
not only a focus on value co-creation at multiple levels and in multiple directions 
but also the management of co-development (open and closed innovations) and 
the creation of favourable dynamics for interactive learning (2016: 141-156). 

Edvarsdsson et al. (2003) demonstrated how service organizations can create 
value for their customers through the co-creation of pre-purchase service 
experiences. This is done while simultaneously reducing risk and increasing 
customer imagination and interaction with the organization. The dimension 
provides a starting point for discussing what values should be provided and how 
this might be achieved (Edvarsdsson et al. 2003: 11). This is an interesting 
approach for a new service idea for customer value co-creation. 

Helkkula et al.(2012) surveyed the value of experience and found the following: 
when aiming to co-create value with potential or existing customers, service 
organizations are faced with questions about how, when, and the degree to which 
current and prospective service customers are willing to financially support or pay 
for current or imaginary future value experiences. Service managers should also 
consider how a richer understanding of past, current and imaginary value in the 
context of service customers’ individual lifeworld and social networks might 
generate novel insights for service innovations. The authors recommended that 
service organizations not only research and identify the core values and 
experiences of service customers but also extend observations to include socially 
constructed experiences in order to successfully co-create relevant value 
propositions (Helkkula 2012: 69-70).  

Helkkula and Pihlström (2010: 360-362) introduced the Event-Based Narrative 
Inquiry Technique (EBNIT) in service development and customer co-creation. The 
purpose of EBNIT is to ask for experiences on spoken and unspoken (tacit) needs 
and trigger ideas for new types of services. The interviewer and the storyteller 
construct an imaginary narrative with the help of metaphor. The authors suggested 
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that the EBNIT has potential as a manageable method of listening to customer 
experiences and is well suited to the early stages of concept development (Helkkula 
& Pihlström 2010: 365).  

Helkkula & Kelleher (2010: 48-49) examined the circularity of customer service 
experience and customer perceived value and obtained the following results: first, 
the value perception process does not emerge as a linear value chain, but rather as 
a complex phenomenon which integrates the dynamic processes of experiencing 
and perceiving value within a circle of phenomenological understanding; secondly, 
value creation and value co-creation originate from the individual’s experimental 
realm, and individual customer value creation processes potentially intertwine 
with the value creation process of other customers, thus creating a social value co-
creation constellation in the form of a customer community; thirdly, the customer-
perceived value cannot be solely related to the service provider’s service offering 
as customers tend to make their own sense of their service experience. 

Kingman-Brundage et al. (1995: 35) stated that service production is a 
multidimensional phenomenon with a high degree of intangibility. To complicate 
matters, services may be consumed as they are produced, which means that 
customers may play an active role in service production and are often physically 
present as the service is performed. These characteristics present special 
challenges for service management and leadership. 

2.2.3 Service innovation  

Today, services dominate the economic landscape and are associated with pivotal 
sources of growth, and service innovation is increasingly understood as a topic of 
utmost importance throughout the economy. In marketing, academics use the 
term ‘New Service Development’. Extended value chain innovation means that 
more actors than just the representatives of a linear production line of the supply 
chain are involved, such as customers, subcontractors and even competitors. The 
research results produce the following factors that make the extended value chain 
innovation successful: (1) a fast, efficient innovation process – all relevant actors 
are involved in the innovation group and all elements are united; (2) material, 
service and experience – entrepreneurship and market acceptance are taken into 
consideration from the beginning and (3) composition of the innovation group, 
facilitator and incremental innovations (Sundbo & Toivonen 2011: 87-88). 

Nambisan (2002) identified and discussed three roles that a customer can have in 
new product development: (1) the customer as the source of a new innovation, (2) 
the customer as the developer and (3) the customer as a user, for example, in 
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testing or support. In a ‘Knowledge Intensive Business Service’ (KIBS), one study 
showed that the customer predominantly acts as a user of new methods in the 
creation of service innovations that provide market value (Sundbo&Toivonen 
2011: 103). Alam and Perry (2002) remarked that it is less costly and less time-
consuming to engage customers in idea generation and testing than to engage 
them in the development phases. Osterwalder (2004) introduced a business model 
ontology in the user-based development of services (Sundbo&Toivonen 2011: 125; 
see Figure 16). This model is a combination of financial and physical aspects 
compared to models that mostly focus on the revenue of a business logic. 
Osterwalder and Pigneur (2010: 16-17) described the meaning of each building 
block of the business model. 

 

Figure 16. Nine business model building blocks and their relationships 
(Sundbo & Toivonen 2011: 125). 

Olivia and Kallenberg (2003: 165) presented how to manage the transition from 
products to services, introduced the process and framework of servitization, and 
discussed further development ranging from separate services to integrated 
solutions. Common to this transformation is the movement from product-related 
services towards offerings where the service element gradually increases. Recent 
developments indicate that customers require increasingly versatile services based 
on their unique needs as well as integrated solutions, consisting of material and 
products and services.  

Service innovation as an experience has measured the differences between 
employee and user narratives (Helkkula & Holopainen 2011: 299; Edvardsson, 
Gustafsson & Roos 2005; Helkkula 2010, 2011; Heiskanen & Repo 2007). 
Researchers claim that users’ experiences should be integrated into innovation 
practices at an early stage to develop new services that users find beneficial. In 
innovation research, user experience has rarely been the starting point for the 
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creation of new services. Employee experiences in service innovation are mostly 
seen as a variable of service provider competences (Helkkula & Holopainen 2011: 
284). Three user-based practices for how a service provider can involve users in 
service development and gain insights concerning user experience are listening, 
understanding and dialogue (Kaulio 1998; Nordlund 2009; Sundbo & Toivonen 
2011: 350). In a service company, innovation processes vary in terms of technical 
processes, and competence characteristics in the ‘front office’ and ‘back office’ may 
be produced in many ways and include client’s activities (Gallouj & Toivonen 2011: 
20-21).  

Bettencourt (2010) introduced the following steps for discovering service 
innovation opportunities: (1) new service innovation – discovering new jobs, (2) 
core service innovation – helping the customer get a core job done better by 
improving service, (3) service delivery innovation – improving how the customer 
gets core jobs done and (4) supplementary service innovation – getting the most 
value out of the product usage or consumption. Bettencourt explained that the 
company can move from innovation and growth objectives to developing unique 
and valuable service concepts by selecting the innovation focus, uncovering and 
prioritizing the customers’ needs, and developing a service strategy (Bettencourt 
2010: 8-25). Bettencourt (2010: 110) also introduced tools for discovering 
opportunities for supplementary service innovation. He used a universal job map 
to discover new core service innovation opportunities – define, locate, prepare, 
confirm, execute, monitor, resolve, modify and conclude (Bettencourt 2010: 136-
155). Bettencourt also presented “the seven Ps of a service marketing mix: product, 
price, place, promotion, processes, physical evidence and people” (Bettencourt 
2010: 188).  

A technology and innovation strategy and its implementation have the power to 
influence industry structure and CA, which can be applied to cost leadership and 
to differentiation in product and process technology. Do you want to be a 
technological leader that influences a firm’s competitive actions and takes account 
of the following factors: sustainability of technological lead, FMA and first-mover 
disadvantage (Porter 1985: 176-190)? 

Kim and Mauborgne (2005: 12-13) introduced the Blue Ocean strategy through 
value innovation, which does not focus on beating the competition, as does a Red 
Ocean strategy, but rather focuses on creating a leap in the value of buyers and the 
company, thereby opening up a new and uncontested market space.  

Value innovation is created in the region where a company’s actions favourably 
affect both its cost structure and its value proposition to buyers. Cost savings are 
made by eliminating and reducing the factors on which an industry competes. The 
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first principle of the Blue Ocean strategy is to reconstruct market boundaries to 
break from the competition, i.e. Red Oceans, and create Blue Oceans. To achieve 
this, managers have to look at the following six paths: alternative industries, 
strategic groups within industries, the chain of buyers, complementary product 
and service offerings, functional or emotional appeal to buyers, and the timeframe 
(Kim&Mauborgne 2005: 49-77). Buyer value is increased by creating elements in 
the industry that have never been previously offered. Over time, costs are reduced 
further as the economies of scale kick in due to the high sales volumes generated 
by the superior value. The authors presented different tools, frameworks and 
action lists of how to create a Blue Ocean strategy and value innovation. At the 
beginning, they focus on the big picture rather than on the numbers and on 
reconstructing market boundaries. To prevent competitors from imitating the Blue 
Ocean strategy, barriers are built so that it does not fit the competitor’s logic and 
so that it conflicts with their brand image, patents and customers’ reactions. 
Another option to avoid imitation is to renew and rebuild the Blue Ocean strategy 
(Kim&Mauborgne 2005: 81-184). 

Christensen (1997, 1999) developed tools to find a new market for new and 
disruptive innovations such as the shifting base of the competition, identifying 
what has been discovered and discovery-driven planning. The author argued that 
companies depend on customers and investors for resources and he proposed 
giving responsibility for disruptive technologies to organizations whose customers 
need them. Three factors affect what an organization can and cannot do: its 
resources, its processes and its values (1997). 

Christensen and Raynor (2003: 101) discussed how to create new growth, and they 
stated that although sustaining innovations is critical to the growth of existing 
businesses, a disruptive strategy offers a much higher chance of success in building 
new-growth businesses. They recommend that managers target the segment 
markets that reflect the things customers are trying to achieve.  

The New House of Innovation presented by Prahalad and Krishnan utilized their 
business transformation model N = 1 (personalized co-created experiences) and R 
= G (global access to resources and talents) to connect to the social and technical 
architecture of the firm and form an integrated package that comprises flexible and 
resilient business processes and focused analytics, which require the 
management’s commitment. The authors claimed that innovative culture cannot 
be created without these factors and that this transformation must be seen as a 
journey (Prahalad&Krishnan 2008: 11-16). “The firm needs administrative 
capacity to execute the change” (Prahalad&Krishnan 2008: 49); new innovations 
are critical success enablers (Hammel 2000: 290). 
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Gallouj and Weinstein (1997: 18-25) identified five forms of service innovation: (1) 
radical innovation (totally new creation), (2) improvement innovation 
(improvements to product/service characteristics), (3) incremental innovation 
(substitution or addition of characteristics), (4) ad hoc innovation 
(interactive/social construction of solution to a particular problem) and (5) 
recombinative innovation (exploits possibilities opened by new combination of 
characteristics or knowledge).  

Korhonen (2016) explained that the managerial implications highlight the 
transformation of industry to servitization, which is forecast to accelerate in the 
near future. It is suggested that a wider view than customer-supplier interaction 
should be taken and that industrial service innovation should be seen as a nested 
system change. In that case, innovation encompasses not only products and 
services but also wider ecosystems where humans and society are essential actors 
and beneficiaries. Customers and other stakeholders are inherently involved in 
innovation. This new approach to customer orientation requires a focus on value 
co-creation at multiple system levels and in multiple directions. It also requires the 
management of co-development utilizing both open and closed innovation and the 
creation of favourable dynamics of interactive learning (Korhonen 2016). 

Innovations based on new knowledge – whether scientific, technical or social – 
rank highly. Such innovations are the superstars of entrepreneurship; they get the 
publicity and the money. Knowledge-based innovations differ from others in terms 
of the time they take; they have the longest lead time of all innovations. To become 
effective, innovation of this sort usually demands not one kind of knowledge but 
many (Drucker 2006: 75-76). 

Heiskanen and Repo (2007: 183-184) researched the involvement of users in the 
innovation process and concluded that better utilization of user involvement can 
be achieved by developing a better understanding of a company’s internal and 
external barriers to user involvement. They also explained that “a fundamental gap 
may not exist between innovation-orientation and customer-orientation; there is 
no automatic alignment between these perspectives. There may be genuine 
conflicts of interests between innovators and users, and user involvement will not 
make them go away” (Heiskanen & Repo 2007: 183-184). 

Kaulio (1998) conducted a review of the different methods that support customer 
involvement in different phases of the design process in product (and service) 
development. He specified three particular phases: the specification phase, the 
concept development phase and the prototyping phase. He also identified three 
types of design: design for the customer, design with the customer and design by 
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the customer. However, he stated that increased customer focus is needed (1998: 
141). 

Kostama & Toivonen suggested that co-innovation requires a reciprocal dialogue 
with the users, so that ideas may be refined iteratively. The personal characteristics 
and enthusiasm of involved customers are highly important for the tempo of the 
co-innovation process and for the wealth of the derived material (Sundbo & 
Toivonen 2011: 369). 

Nordlund explored how to construct understanding at the front end of innovation 
and determined that the concept of customer understanding encourages 
organizations to go beyond the needs, wants and requirements of the customer to 
consider what can be offered within the limits set by the customer’s objectives and 
possibilities. Customer understanding emerged as a shared understanding, which 
managers should support. In the absence of right answers and absolute truths, 
developing new concepts can be understood as a collective commitment to making 
a desired future happen (Nordlund 2009: 173-174).  

2.2.4 Service Management  

Grönroos (2000) presented three important requirements for a customer 
relationship marketing strategy as service perspectives: firstly, redefine the 
business as a service business and the key competitive element as service 
competition; secondly, examine the organization from a process management 
perspective and not from a functionalistic perspective; and thirdly, establish 
partnerships and a network to handle the entire service process. Partnerships and 
networks of firms are formed horizontally and vertically in the distribution and 
supply chain. The author also recommends making direct contact with customers 
to develop a customer database. The concepts of trust, commitment and attraction 
play an important role in relationships. Trust can be divided into four categories: 
generalized, system, personality-based and process-based trust; commitment is 
defined as an enduring desire to maintain a valued relationship; and attraction 
means that there should be something that makes a supplier interesting to a given 
customer or vice versa, which can be based on, for example, financial, technical or 
social factors (2000: 27-31, 37). 

Based on a well-defined benefit concept appreciated by the customer, managing 
the service offering requires four steps: (1) developing the service concept, (2) 
developing a basic service package, (3) developing an augmented service offering 
and (4) managing image and communication (Grönroos 2000: 165). 
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Grönroos (1990: 128) summarized the principles for service management as 
follows: firstly, decide on the business and profit models; secondly, set the 
decision-making level (decentralized); thirdly, focus on the flat organization; 
fourthly, focus on control functions (but not too regulated); fifthly, create a 
rewarding incentive system based on service quality and sixthly, measure the 
service quality, productivity and customer satisfaction. 

Normann (1993) explained that value creation in today’s economy is increasingly 
related to intangibles, and that managers who do not have a systematic language 
for looking at those processes will inevitably lag behind. He defined the service 
management system as comprising five components: (1) the market segment 
(client type), (2) the service concept (benefits to the client, core and/or peripheral 
services), (3) the service delivery system (personnel, client, technology and 
physical support), (4) the image and (5) the culture and philosophy (overall 
principles in services linked to the four previous components) (Normann 1993: 46-
48). The so-called S-curve is typical of service business growth, e.g. innovation, 
reproduction, operational efficiency improvements, refined market segmentation 
and diversification. Normann (1995: 117) identified the following service 
diversification strategies: client-based diversification, main/core and 
auxiliary/peripheral services, and basic knowledge collected per market segments, 
whereas Kotler and Bloom (1984: 157) presented the service life cycle as a typical 
revenue/time dimension S-curve in four stages: introduction, growth,  maturity 
and decline; see Figure 5 (section 2.1.1). 

Service competition can be divided into three categories: customer-driven, 
competition-driven and technology-driven (Grönroos 2007: 10).  

Empowering employees gives them the authority to make decisions and take 
actions in problematic cases using agreed legal or monetary limits. However, 
empowerment cannot function without simultaneously providing employees with 
management support, knowledge support and technical support. The benefits of 
empowering service employees are a quicker and more direct response to customer 
needs and to dissatisfied customers in a service situation. Employees are more 
satisfied with their job and feel better about themselves, so they will treat 
customers more enthusiastically. They can be a valuable source of new ideas and 
they are instrumental in creating good word-of-mouth referrals and increasing 
customer retention (Eloranta & Turunen 2015: 394-425; Grönroos 2007: 402). 

Shostack (2007) claimed that, in service design and planning, modular models and 
service blueprints encourage creativity and promote pre-emptive problem-solving 
and well-controlled implementation. A refined service blueprint can be distributed 
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and implemented at any number of sites and acts as a tool for service innovation 
and development (Shostack 2007: 63). 

In developing an individual service to a market, three levels of service concept have 
been distinguished: core service (essential benefit or service), perceptible service 
(personnel, quality, service time, waiting time, supporting equipment, packing and 
labelling) and augmented service (follow-up services, warranties, credits) 
(Kotler&Bloom 1984: 153). 

2.2.5 Strategy execution and performance 

Managing strategy differs from managing operations. However, both are vital and 
need to be integrated and linked. Operational excellence may lower costs, improve 
quality and reduce process and lead times; however, without the vision and 
guidance of a strategy, a company is unlikely to enjoy sustainable success from its 
operational improvements alone (Kaplan and Norton, 2008: 1). Gaps often exist 
between strategic high-level plans and operational execution despite the use of 
many available tools, such as mission, vision, values, and external and internal 
operative analysis tools (e.g. SWOT, Porter’s five forces, resource-based views, 
Blue Ocean and disruptive strategy). This described execution gap is very much a 
reality in the studied service industry. 

Kaplan and Norton (2008: 8) formulated a management system for integrating 
strategy planning and operational execution using six major stages (see Figure 17). 
This system is a basic tool and framework for a strategy plan and includes 
execution processes, updates and adaptations. Their book presents practical ideas 
for implementing these six stages (Kaplan&Norton 2008: 9-18). 
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Figure 17. The management system: linking strategy to operations (Kaplan & 
Norton 2008: 8) 

The Blue Ocean strategy defines three Es, which depict mutually reinforcing 
elements and principles for a fair strategy process: (1) engagement – involving 
individuals in strategic decisions by asking for their inputs and refuting ideas and 
assumptions, (2) explanation – everyone involved understands the basics of the 
strategic decisions and (3) expectation clarity – after a strategy is set, managers 
state clearly the rules of the game. These three E principles and criteria collectively 
lead to a fair judgement of the process (Kim & Mauborgne 2005: 175-176). 

Nilson, Martin and Powers (2011: 147-156) summarized five traits to effective 
strategy execution: 

- Everyone has a good idea about the decisions and actions for which he or 
she is responsible. 

- Important information about the competitive environment reaches 
headquarters quickly. 
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- Once made, decisions are rarely second-guessed; clarified decisions, rights 
and responsibilities. 

- Information flows freely across organizational boundaries. 

- Field and line employees usually have the information they need to 
understand the bottom-line impact of their day-to-day choices. 

10 issues to tackle are introduced when improving performance, profit and 
accelerating growth to making the company a vibrant and joyful place to work 
(Connors, Smith and Hickman 2004: 199). These most threatening unresolved 
organizational issues are poor communication, people development, 
empowerment, misalignment, entitlement, work and personal life imbalance, poor 
performance, senior management development, cross-functional strife and 
‘programitis’.  

Sinek (2009: 6) claimed that great leaders are able to inspire people to act. Those 
who are able to inspire give people a sense of purpose or belonging that has little 
to do with any external incentive or benefit to be gained. The role of the leader is 
to create an environment in which great ideas happen and great companies give 
their people a purpose or challenge around which to develop ideas (Sinek 2009: 
99-100). Passion comes from feeling that you are a part of something you believe 
in, something bigger than yourself. Vision is the public statement about why the 
company exists; it is the vision of a future that does not yet exist. The mission 
statement is a description of the route, the guiding principles of how the company 
intends to create that future. In the organization, why types are focused on the 
things most people cannot see, such as the future. How types are focused on things 
most people can see and they tend to be better at building structures and processes 
and getting things done. Those who know why need those who know how (Sinek 
2009: 140). Why and how actions are followed by what, which has to align with 
them. What actions can be changed with time when needed, but never why (Sinek 
2009: 155). When people know why you know what, they are willing to give you 
credit to execute targets (Sinek 2009: 201). Leadership requires two things: a 
vision of the world that does not yet exist and the ability to communicate it (Sinek 
2009: 228). 

The future of business is largely formed by the present management’s performance 
in four areas: appropriating capital, people decisions, innovations, and strategies 
versus performance (Drucker 1980: 68-71). Drucker (1992) summarized five 
simple measurements for business performance to control its execution: firstly, 
measure whether the market is going up or down and whether the improvement is 
in the right markets. Secondly, measurement of innovative performance, which 
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refers to whether the company’s achievement as a successful innovator in its 
markets is equal to its market standing. Thirdly, productivity measurement, which 
relates the input of all major factors of production – money, materials, people – to 
the added value they produce. Each factor has to be measured separately. Fourthly, 
measurement of liquidity and cash flow – a business can run without profits for 
many years provided it has adequate cash flow; however, the opposite is not true. 
Finally, a business’s profitability, which shows the capacity of a company’s 
resources to produce profit, excluding profits and losses from non-recurring 
transactions and overhead-cost allocations (Drucker 1992: 264-266). 

Several academics have explored quality and profitability, customer satisfaction 
and production reliability in service businesses and their relationships 
(Kostama&Toivonen 2011: 350). The financial limitations imposed on quality 
improvement have been measured (Kano et al. 1984). Porter (1985) argued that 
achieving cost leadership and product differentiation simultaneously is not 
possible since differentiation is normally costly. 

The basic economics of service production comprise the concepts of productivity, 
profitability, efficiency and effectiveness (Djellal & Gallouj, 2008, Sundbo & 
Toivonen 2011: 352). In service industries, the produced output may be difficult to 
measure in quantitative terms. Therefore, they suggested that profitability is the 
perspective best suited to the economic analysis of services and that applying a 
managerial accounting methodology would be effective. Kaplan and Cooper (1998, 
Sundbo & Toivonen 2011: 352) developed a sophisticated accounting procedure 
called the ‘Activity-Based Costing’ (ABC) model (Figure 18). This model is the sum 
of the costs of all traceable activities/business processes related to services, which 
include capital investment, variable costs, variable labour costs, overhead costs 
and revenue (including costs relating to new service innovations and 
development). 
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Figure 18. The Active-Based Costing (ABC) model (Sundbo & Toivonen 2011: 
352).  

Connors et al. (2008) discussed getting results through individual and 
organizational accountability. They introduced the 10 most threatening 
unresolved organizational issues: poor communication, people development, 
empowerment, misalignment, entitlement, work and personal life imbalance, poor 
performance, senior management development, cross-functional strife and 
‘programitis’. They briefly explained the meaning of each issue and offered 
solutions.  As an example, they advised confronting poor performance in a precise, 
constructive and supporting way and accepting constructive feedback daily. 
Regarding ‘programitis’, they stated that there are too many managerial ‘isms’, 
which are proposed to solve ‘all’ problems easily without hard evidence and 
accountability (Connors et al. 2008: 197-198). 

Kotter (1996:21) introduces an eight-stage process to carry out successful 
organizational transformation and implement a strategy and necessary changes: 
(1) establish a sense of urgency, (2) create a guiding coalition, (3) develop a vision 
and strategy, (4) communicate the change vision, (5) empower broad-based action, 
(6) create short-term wins, (7) consolidate gains and produce more change and (8) 
anchor new approaches in the culture. 
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2.2.6 Outsourcing models 

Organizations worldwide are looking for new approaches to maintain or develop 
CA. Outsourcing can be such an approach (Campbell 1995: 18-24). Two strategic 
ways to develop CA are (1) concentrate the organization’s resources and 
investments on what it can do best – its core competences; and (2) outsource all 
other activities for which the company has neither a strategic need nor a special 
capability. Considerable research has given reasons for business outsourcing, such 
as cost efficiency, relieving the balance sheet, better quality, removing fixed costs, 
more flexible and available resources, better competences and workforce 
motivation (Lehikoinen & Töyrylä 2013: 21-26). 

There are two main alternatives for outsourcing: (1) Business Process Outsourcing 
(BPO), such as financial management, cleaning, safety and security and (2) 
outsourcing assets, such as IT services and catering. 

Recently, a typical business transformation has involved separating the service 
business from the production business. By building a well-functioning service 
organization and developing the metrics needed by the service organization, the 
need to measure customer satisfaction, employee satisfaction and business success 
were applied. A strong initiative to improve the efficiency, quality and delivery time 
of the services provided and the creation of additional services has resulted in 
supplementing the service offering and transferring a customer service offering to 
a single organizational unit. The first difficulty in this transition is the cultural 
change for a product-centred organization to become service-oriented. The 
economics of the service business are different from the economics of the product 
market and the business focuses the value proposition on the end user instead of 
on product efficiency (Oliva & Kallenberg 2003). By being less visible, services are 
more labour-dependent and much more difficult to imitate, thus becoming a 
sustainable source of CA (Heskett, Sasser & Schlesinger 1997). 

Kumar and Kumar (2004) gave typical examples of outsourcing concepts which 
included partial outsourcing or contracting specialized maintenance tasks, full-
service contracts and purchasing of functions rather than products. These 
alternatives require different strategies and organizational actions on the customer 
side (2004: 310-319). 

The firm must have a clear service strategy and purpose for enhancing its service 
offering. The firm has to decide whether it is a strategic repositioning to support 
increased product and spare part sales, or whether it is a part of the change in the 
firm’s business model from manufacturing to a service provider. Although the 
service organization is most likely the key entity, it forms only a part of the service 
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function; other organizational entities are seen as part-time service functions 
(Kowalkowski 2011: 484-492). Figure 19 presents the outsourcing process 
(Lehikoinen & Töyrylä 2013: 43). 

 

Figure 19. Outsourcing process (Lehikoinen & Töyrylä 2013: 43). 

Keränen and Lehtiö examined the practical challenges involved in maintenance 
outsourcing and found that, compared to a totally internal maintenance service 
model, the outsourced model comprises three different business units: (1) the 
customer’s own business, (2) a common service contract-based business and (3) 
the service provider’s own business. This presented set-up creates more 
complexity and requires joint alignments in operations and new contract 
structures. There are also many slow-moving intangible, organizational structures, 
which slow down the change processes. Additionally, considerable communication 
is needed within and across partners (Keränen & Lehtiö 2010: 24-31). Outsourcing 
also increases operational complexity and service company internationalization 
trends have increased multiculturality. Outsourcing also emphasizes the need for 
increased communication and co-operation capabilities (Keränen 2009). 

2.2.7 Digitalization/Internet of Things  

Digitalization has three impacts on the economy: firstly, physical products are 
converted to digital services to reduce costs; secondly, digital platforms increase 
efficiency and can transform local businesses into international businesses and 
thirdly, digitalisation improves the efficiency of traditional production (Koistinen-
Jokiniemi et al. 2017: 2). 

Digitalization and its resulting opportunities are a hot topic in industry as a whole 
and in the industrial service business. The digital transformation occurs in four 
levels: digital data, automation, connectivity and digital customer access. Digital 
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data can be used for predictive maintenance, demand forecasting and data-based 
routing. Examples of automation include robotics, additive manufacturing, 
autonomous vehicles and reduced production costs. Connectivity refers to 
synchronising logistic chains, shortening process delivery times, and 
implementing cloud computing and remote maintenance. Digital customer access 
supports transparency and co-operation (Helaakoski 2015). Helaakoski explained 
that to prepare for digitalisation, a firm should analyse the digitalization trends in 
its industry, analyse its digital capability and competences, and make a digital 
transformation action plan.  

The information that can be accumulated and collected through digitalization 
(including big data) will enable completely new services and business concepts to 
be placed on the market. In such a situation, it is important to prepare for 
structural changes in service business that may be much more dramatic than those 
in the manufacturing industry (TEM 2015: 21). Many service markets are changing 
from local to global. This change will affect service producer’s value chains; 
however, its impact and timing are hard to predict (TEM 2015: 45). 

Martinsuo and Kärri (2017: 10-12) gave a comprehensive presentation of industrial 
examples of digitalization and Internet of Things (IoT) solutions in the 
maintenance of power plants and the process industry utilizing modern sensors, 
big data analysis and communication technology in Finnish industry. Many 
activities are ongoing widely in industry.  

2.2.8 Service ecosystems – platform economy 

Many manufacturing companies have responded to global competition and 
commoditization by servitizing, which refers to changing the business focus from 
manufacturing to service provision. The strategic role of technological resources is 
decreasing and moving towards a systemic perspective in economic actors 
interacting through institutions, technology and language to co-produce service 
offerings, engage in mutual service provision and co-create value (Vargo and Lush 
2010: 181-187). Academics have recently given more attention to service 
ecosystems, as defined above; however, industrial experiences are limited, 
especially in the industry service business surveyed herein. Eloranta (2016) 
concluded that in the manufacturing business servitization and digitalization are 
now facilitating rapid changes. Service-driven manufacturing is moving towards a 
systemic perspective in the service business. The strategic role of technological 
resources in solutions is decreasing and complex socio-technical relationships are 
preferred. Service networks are seen to hold strategic potential. Furthermore, 
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platforms are identified as potential offerings and organizational structures for 
addressing the new strategic requirements (Eloranta 2016: 53). 

The platform economy has emerged as the winning productivity solution in the 
present decade. The key idea is that value added and, most importantly, the 
competence and knowledge accumulated will accrue to the owner of a platform. 
Platforms compete in a global market, crossing national and international borders. 
Work, management and business logic will all change in one way or another (TEM 
2015: 15-16). The starting point of a platform economy is that a techno-economic 
service platform is connected to a set of ecosystems, the most important of which 
are the ecosystems of users and application developers. This entity functions based 
on SDL and accumulates value for the owner of the platform, interacting with the 
ecosystems. In an ecosystem, no one operates alone. The end result is a service that 
is more than the sum of its parts (TEM 2015: 115). 

The value chain business model and/or strategy, herein called a pipeline business, 
create value by controlling a linear series of activities. Inputs at one end of the 
chain (materials from suppliers) undergo a series of steps that transform them into 
an output that is worth more – the finished product. The move from a pipeline 
business model to a platform business model involves three key shifts: from 
resource control to resource orchestration, from internal optimization to external 
interaction and from a focus on customer value to a focus on ecosystem value. 
These three shifts make it clear that competition is more complicated and dynamic 
in a platform world. Porter’s five competitive forces are still applicable, but these 
forces behave differently, and new factors come into play to manage them. 
Executives must pay close attention to the interactions on the platform, 
participants’ access and new performance metrics (Van Alstyne et al., 2016:3). 

The driving force behind the Internet economy is the demand-side economies of 
scale – the network effects. New technologies create efficiencies in social 
networking, demand aggregation, app. development and other phenomena that 
help networks expand. In pipeline businesses, the five forces are relatively well 
defined and stable, but in platform businesses, these boundaries can shift rapidly. 
For example, consumers and producers can swap roles (e.g. Airbnb, Uber). 
Because platforms require new approaches to their strategy, they also demand new 
leadership styles, and new competences are needed to design, govern and expand 
the platforms (Van Alstyne et al. 2016: 7-8).  

Although pipeline firms have long outsourced their internal functions, such as 
their customer services, companies today are taking further steps to move towards 
orchestrating external networks that can complement or entirely replace internal 
functions. 
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Drucker (1999) introduced the phrase ‘the New Information Revolution’, which is 
not a revolution in technology, machinery, techniques, software or speed, but 
rather a revolution in concepts. It is not happening in IT or in Management 
Information Systems (MIS) and is not being led by Chief Information Officers 
(CIOs). Instead, this revolution is being led by people on whom the information 
industry tends to look down: accountants. This revolution started in business 
enterprises and with business information, but it will surely engulf all institutions 
of society (Drucker 1999: 97). 

A platform is a business based on enabling value-creating interactions between 
external producers and consumers. The platform provides an open, participative 
infrastructure for these interactions and sets governance conditions for them. The 
platform’s overarching purpose is to consummate matches among users and 
facilitate the exchange of goods, services or social currency, thereby enabling value 
creation for all participants (Parker et al. 2016: 5). Platforms beat pipelines 
because platforms scale more efficiently by eliminating gatekeepers and unlocking 
new sources of value creation and supply by using a data-based tool to create 
community feedback loops (Parker et al. 2016: 7-12). Supply economies of scale 
are transforming to become demand economies of scale (Parker et al. 2016: 19). 
Incumbent companies can fight back against platform-driven disruption by 
studying their industries through a platform lens and by building their own value-
creating ecosystems; pipelines are becoming platforms (Parker et al. 2016: 78).  

2.2.9 Strategic agility and flexibility 

Strategic agility is needed now more than ever because of the complex forces of 
change buffeting companies that are facing increasing demand for charting and 
following a steady course of growth and renewal (Doz & Kosonen 2008: 28). 
Authors have defined the following three key dimensions of strategic agility: (1) 
strategic sensitivity – both the sharpness of perception and the intensity of 
awareness and attention, (2) collective commitment – the ability of the top team 
to make bold decisions fast without being bogged down in ‘win-lose’ politics at the 
top and (3) resource fluidity – the internal capability to reconfigure business 
systems and redeploy resources rapidly. 

In cases where a company has been in stagnation, regaining strategic agility 
requires action on four fronts: emotional, organizational, cognitive and political. 
It is not easy to regain; it requires systemic capability. Such strategic agility calls 
for more difficult top management skills and more demanding behaviours. A 
simple, single recommendation for rebuilding strategy agility does not exist (Doz 
& Kosonen 2008: 184-185). 
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Grantham, Ware and Williamson (2007) discussed corporate agility questions, 
which they summarized as more corporate agility, and less corporate real estate. 
The authors reviewed methods to reduce fixed operational costs by reducing the 
real estate footprint, reconfiguring corporate space and green building/sustainable 
design, choosing a location, outsourcing labour and reducing turnover costs. The 
authors identified eight issues a firm should address to devote its resources to the 
next wave of change: (1) meta forces of change, (2) public policy issues, (3) 
demographics dynamics, (4) geography of talent pools, (5) work process and 
collaboration styles, (6) social and intellectual capital metrics, (7) challenges and 
difficulties of managing a distributed workforce and (8) deeper understanding of 
barriers and sources of resistance to the new models (Grantham, Ware 
&Williamson 2007: 247). The industry customers studied here are operating in a 
natural monopoly business environment, reflecting corporate types of businesses. 

Gobillot (2007) introduced the connected leader model to create agile 
organizations for people, performance and profit. To ensure that their 
organizations are resilient to context change, leaders must make them agile. Agility 
requires all members of an organization to be fully engaged to respond to the 
changes. However, a formal organization is always slow to respond to an 
unplanned context change. The real organization is made up of the networks of 
relationships people have within and outside the formal organization. Utilizing 
and leading the real organization towards ‘formal’ organization objectives 
demands a great leader, an ability called connected leadership. Gobillot (2007: 95) 
explained that the tools needed to create this agile connected leadership need to 
be connected through trust, aligned through meaning and sustained through 
dialogue, and he introduced steps to achieve the targeted ‘formal’ organization 
(Gobillot 2007: 171). 

Many businesses continuously face uncertainty and meet unexpected and 
unplanned outcomes. In these circumstances, the strategy has to display flexibility 
features and be able to change direction quickly and at a low cost. Business risk 
analysis has to be applied. Barney (2007: 243-271) introduced many examples of 
how to implement business risk and flexibility analysis utilizing the VRIO model 
for sustaining CAs. 

2.2.10 Guidance from conceptual frameworks for the studied industrial 
service business 

The above section introduced conceptual frameworks for the service industry, 
which emphasized the following: 
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- customer proximity – a win-win approach in services and service 
development, and value co-creation jointly with customers 

- technology and innovations have the power to influence industry structure 
and its CA 

- empowering employees for service development  

- strategy execution needs better performance – many tools were presented 

- outsourcing is one tool for strategy implementation 

- through FMA, an agile organization with short-term CA can be achieved, 
but how can it be sustained? 

- IoT/digitalization modernizes service processes and creates options for 
new service models 

- platform business value creates interactions between external producers 
and consumers; orchestrating an external network will be a great 
opportunity for service businesses in the future 

- sensitivity, and capable and flexible competences to react to industry 
changes and opportunities – business agility 

These conceptual frameworks and views have been applied to the analysis in order 
to answer research questions RQ1 and RQ2, such as authority/regulation 
requirement, customer proximity, service innovation impacts, differentiation 
advantages, strategy execution improvement and simple accounting method (see 
sections 4.7.1 and 4.72). 

2.3 Sustainable competitive advantage (SCA) analysis methods 

In the existing literature, a substantial number of business models and methods 
have been published that discuss the CA and SCA of companies and businesses. 
This section introduces the main analysis tools comprising the external and 
internal environment models and company performance measurements used in 
this study.  
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2.3.1 PESTEL analysis 

PESTEL analysis (political, economic, socio-cultural, technological, 
environmental and legal) is a framework of macro-environmental factors used in 
the environmental scanning component of strategic management. It is a strategic 
tool for understanding market growth or decline, business position and potential, 
and the direction for operations (Wikipedia). 

2.3.2 Porter’s five competitive forces  

Porter (1980) claimed that industry structure has a strong influence in 
determining not only the competitive rules of the game but also the potential 
strategies available to the firm. The state of competition in an industry depends on 
five basic competitive forces: bargaining power of suppliers, threat of new 
entrants, bargaining power of buyers, threat of substitute products and rivalry 
among existing competitors (Porter 1980: 4). Figure 20 lists some examples of 
items and factors in the five forces. In his book, Porter (1980) presented tools for 
meeting these five forces in the competition. The five forces framework explains 
the industry’s average prices and costs and the average industry profitability that 
a company is attempting to beat. 

 

Figure 20. Porter’s five competitive forces (Porter 1980:4). 

2.3.3 Value Chain analysis  

One way to identify resources and capabilities that have the potential for creating 
CA for a firm is to engage in value chain analysis (Barney 2007: 135). A firm’s value 
chain may differ in competitive scope from its competitors, representing a 
potential source of CA. The relevant level for constructing a value chain is a firm’s 
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– primary and support – activities in a particular industry (the business unit). The 
value chain is the basic tool for diagnosing CA and for finding ways to create and 
sustain it, and it has a valuable role in designing a firm’s organizational structure. 
Identifying value activities requires isolating activities that are technologically and 
strategically distinct; see Figure 21 (Porter 1985: 37). Value activities and 
accounting classifications are rarely the same (Porter 1985: 36-39). 

 

Figure 21. The generic value chain chart (Porter 1985: 37).  

Value chain analysis can be applied to total systems, where many connected 
business partners are involved in targeting improvement of the total value. Careful 
attention should be paid to linkages between activities within each value chain, as 
well as to the activities of suppliers, distributors and customers (see Figure 22; Day 
1990: 151). 

 

Figure 22. A system of value chains (Day 1990: 151). 

Through this vertical integration process, utilizing a total value chain tool has the 
potential to create CAs for partners. However, many governance and 
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compensation policy challenges may be encountered in vertical integration 
processes (Barney 2007: 334; Martek, Chen 2015: 518-519). 

2.3.4 VRIO resources 

The relationship between resource heterogeneity and immobility and sustained CA 
via the VRIO model are summarized in Figure 23 (Barney & Clark 2007: 69; Knot 
2014: 1808): 

 

 

 

 

 

 

Figure 23. The relationship between resource heterogeneity and immobility  
(Barney & Clark 2007: 69). 

The VRIO model is applied to analyse the potential of a broad range of firm 
resources as sources of sustained CA. Researchers also use valuable, rare, 
inimitable and non-substitutable (VRIN) attributes to achieve SCA by 
implementing value-creating strategies that cannot be easily duplicated by 
competing firms (Eisenhardt et al. 2000: 1105). 

The VRIO framework is part of a firm’s larger strategic scheme. The basic strategic 
process begins with a vision statement and continues with internal and external 
analysis, strategic choices in business and at the corporate level, and strategic 
implementation targeting CA in the market. VRIO is an internal analysis 
framework that evaluates all the resources and capabilities of a firm. VRIO is an 
acronym for four questions asked about a resource or capability to determine its 
competitive potential:  

1. The question of Value: Is the firm able to exploit an opportunity or neutralize 
an external threat with the resource/capability?  

2. The question of Rarity: Is control of the resource/capability in the hands of a 
relative few?  

Value 

Rareness 

Imperfect imitability 

- History dependent 
- Causal ambiguity 
- Social complexity 

Sustainable  

Competitive 

 Advantage  

SCA 

Firm resource 
heterogeneity 

Firm resource 
immobility 
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3. The question of Imitability: Is it difficult to imitate and will there be significant 
cost disadvantage to obtain, develop or duplicate the resource/capability? 

4. Question of Organization: Is the firm organized, ready and able to exploit the 
resource/capability?  

A firm has two types of resources: tangible (e.g. land, buildings, machinery) and 
intangible (e.g. brand, reputation, culture, trademark, intellectual property, 
unique training system). Tangible assets are rarely a source of CA. Thus, the VRIO 
resources should first look at a company’s intangible assets (Barney&Clark 2007: 
138-150; Grant 2008: 143-144). The VRIO process consists of four steps, as shown 
in Table 7.  

Table 7. How to identify VRIO Resources (Grant 2008:143, Barney & 
Clark 2007: 70, adapted by Kontu) 

 

When the valuable resources have been identified, the VRIO test can be applied as 
shown in Figure 24 (Rothaermel 2013: 91). After all the selected valuable resources 
have been analysed, the firm can make conclusions about which resources and/or 
capabilities create SCA. 

 

Figure 24. The VRIO framework (Rothaermel 2013: 91). 
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2.3.5 SWOT analysis 

A SWOT analysis is a strategic planning technique used to help identify strengths, 
weaknesses, opportunities and threats related to business competition or project 
planning. SWOT identifies both internal and external factors that are favourable 
and unfavourable for achieving the given objectives; see Figure 25. 

Strengths and weaknesses relate to internal aspects, while opportunities and 
threats commonly focus on the external environment (Andrews 1971; Hofer & 
Schendel 1978). 

 

Figure 25. The SWOT analysis matrix (Andrews 1971). 

2.3.6 Balanced Scorecard (BSC) framework 

The BSC complements financial indicators of past performance with indicators of 
drivers of future performance. The objectives and indicators of the BSC derive 
from an organization’s vision and strategy. The BSC measures organizational 
performance from four perspectives: financial, customer, internal business 
process, and learning and growth. Each one has four dimensions: objectives, 
indicators, target and incentives. The BSC provides a framework with which to 
translate a strategy into operational terms; see Figure 26 (Kaplan & Norton 1996: 
9). 
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Figure 26. The Balanced Scorecard framework (Kaplan & Norton 1996: 9). 

The BSC accomplishes critical management processes by, firstly, clarifying and 
translating the vision and strategy; secondly, communicating and linking strategic 
objectives and indicators; thirdly, planning and setting targets, and aligning 
strategic initiatives; and fourthly, enhancing strategic feedback and learning 
(Kaplan & Norton 1996: 10). The identified generic BSC indicators are as follows: 
financial, return on investment and economic value added; customer, satisfaction, 
retention, market and account share; internal, quality, response time, cost and new 
product introductions; learning and growth, employee satisfaction and 
information system availability (Kaplan & Norton 1996: 44). The authors (1996: 
193) identified the following barriers between strategy formulation and its 
implementation: (1) vision and strategy that are not actionable; (2) strategies that 
are not linked to departmental, team and individual goals; (3) strategies that are 
not linked to long- and short-term resource allocation and (4) feedback that is 
tactical, not strategic. 

2.3.7 Growth-share matrix  

The growth-share (GS) matrix (Hamermesh 1986: 13; Ansoff 1965: 176), also 
known as the BCG (Boston Consulting Group) matrix, is a chart to help 
corporations analyse their business units by ranking the business units (or 
products) based on their relative market shares and growth rates. The business 
units are divided into four categories: (1) cash cows, where a company has high 
market share in a slow-growing industry; (2) dogs, which are units with low market 
share in a mature, slow-growing industry; (3) question marks, which are 
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businesses operating with low market share in a high-growing market and (4) 
stars, which are units with a high market share in a fast-growing market (see 
Figure 27). 

According to Henderson (1980), the creator of the GS matrix, to be successful, a 
company should have a portfolio of products with different growth rates and 
different market shares. The portfolio composition is a function of the balance 
between cash flows. High growth products require cash inputs to grow. Low 
growth products should generate excess cash. Both kinds are needed 
simultaneously (Henderson 2013). 

 

Figure 27. The growth-share (GS) matrix (Hamermesh 1986: 13). 

2.3.8 Activity system map  

An activity map is a diagnostic tool that is used to identify an organization’s CA. It 
connects an organization’s value proposition to the activities of the organization, 
thus enabling the company to deliver the value proposition better than its 
competitors. The interlinkages highlight the difficulty for competitors to copy the 
organization’s strategy because a competitor would have to match these in multiple 
different areas at the same time; see the example in Figure 28 (Porter M. E. 
1996:73). 
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Figure 28. Example of an activity system map (Southwest Airlines, Porter M. E. 
1996: 73). 

2.3.9 Must-win battles 

The must-win battles (MWB) concept refers to the three to five key battles that an 
organization absolutely must win to achieve its key objectives. MWB is a shortlist, 
so it is disciplined and tough. A well-chosen MWB has the following five 
characteristics: an MWB should (1) make a real difference; (2) be market-focused; 
(3) create excitement – real challenges create real energy; (4) be specific and 
tangible – ‘we must be innovative’, ‘get closer to customer’ or ‘reduce costs’ are not 
useful and (5) be winnable. An MVB journey is an ongoing process, during which 
two things happen simultaneously. One is that the team learns to behave as a team, 
with shared objectives and a common agenda. The other is that MWBs are 
identified, fought and hopefully won (Killing et al. 2005: 3-8). Existing research 
has presented many tools and processes applied during the MWB journey, such as 
defining battles, engaging teams, motivating organizations and creating SCA. 
According to previous research, it is difficult, in short, to create SCA. A better 
objective in today’s world is often to create renewable CA. However, Killing et al. 
believe that the MWB journey can be used to create a real SCA. Through the 
creation of a management team that truly functions as a team, SCA can be achieved 
(Killing et al.2005: 24). 

2.3.10 Accounting measurement 

Firms have CA when they generate more economic value than their rivals (Barney 
2007: 17-18). ‘Economic value is simply the difference between the perceived 
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benefits gained by a customer who purchases a firm’s products or services and the 
full economic cost of these products or services. The difference between a firm’s 
and its rivals’ economic value is the size of the firm’s competitive advantage’ 
(Barney 2007: 17-18). 

This definition is simple, but it is not so easy to measure the size of the competitor’s 
CA because the perception of customer and service provider benefits are often 
complicated to measure as are the total production costs of the services. Barney 
(2007: 20) proposed two accounting measurement tools, simple accounting and 
adjusted accounting methods. The simple accounting method is mostly used when 
a firm’s financial data are readily and publicly available. The adjusted accounting 
method is applied to more sophisticated financial data such as return on invested 
capital (ROIC), economic profit (EP), market value added (MVA) and Tobin’s q 
(Barney 2007: 24-40). 

Simple accounting applies various accounting ratios such as growth, profitability, 
cash flow, liquidity and solvency ratios (Barney 2007: 20; Ikäheimo et al. 2011: 
61), which are used in the present study. 

2.3.11 Guidance for applying SCA analysis methods 

Table 8 summarizes how the SCA methods presented in section 2.3 can be utilized 
and applied in the evaluation of the research questions. 
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Table 8. Sustainable analysis methods applied in the Research Questions. 

Methods RQ1 RQ2 Comments 
PESTEL Environmental Environmental Understand industry 

environment 
Five competitive 
forces 

Must Good to know Understand industrial 
connections 

Value Chain analysis Must for VRIO Must  Cost structure and 
connections 

SWOT Must for VRIO No needs Understand position 
VRIO resources Must Must Core awareness of 

competences 
Balanced Scorecard Must No needs For performance and 

execution 
Growth and Share 
matrix 

Good to know No needs For strategy/business 
selection 

Activity system map Good to know Good to know For business plan 
Must win battles 
MWB 

Good to know Good to know Interesting approach – 
should test 

Accounting 
measurement 

Must Must Basic tool (simple 
accounting) for knowing 
profit bases 

RQ1:  What methods and tools can be used to create sustainable competitive 
advantage and enablers for the industrial service business? 

RQ2: Is there a conflict between service providers and customers in terms of 
sustainable business  targets, and can a win-win position be found?   

Sections 4 and 5, the empirical results, the discussion and conclusion sections 
discuss in greater detail how these sustainable analysis methods have been applied 
and utilized in the present research. 
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3 METHODOLOGY AND DATA SETS 

3.1 Data collection methods 

For this study, data were collected from industrial service businesses from three 
target groups: customers (electrical and telecom network customers), 
representatives of the service industry and industrial service companies. The data 
collection methods used were publicly available data (annual and financial reports 
etc.), three questionnaires (17 customer companies, 19 service companies, one 
industry union, four senior experts/consultants), and eight in-depth management 
interviews. All three questionnaires comprised 56 detailed questions including 330 
sub-questions. In total, 60 individual questionnaire replies were collected. The 
collected data sets give a comprehensive picture of the industrial service business 
in Finland, covering about 70% of the total service industry. All questionnaires and 
received replies were documented and filed by the researcher. 

3.2 Data sets 

The data sets comprised data and information collected from selected network 
customers, service industry representatives and service companies, the content of 
which is described below. 

3.2.1 Customer data sets 

The customer survey covered 70% of electrical network customers (total turnover 
€ 850 million, 800 employees) and 35% of telecom network customers (total 
turnover € 1,600 million, 5,400 employees) in Finland. Questionnaires (Appendix 
1.1) were sent to 15 electrical and three telecom network companies and to three 
consultants. The questionnaire included 21 detailed questions with 110 evaluation 
sub-questions. The questionnaires were sent to customers in advance and 
discussed with 25 respondents face-to-face. Because of management changes 
during the survey period, two to three answers were received from three of the 
companies. In addition, four in-depth interviews were conducted with top 
managers from the network company. The aim of the interviews was to obtain 
detailed information about customer experiences, the future targets of this service 
industry transformation and development plans. 

Customers’ replies to four questions are presented as an example in Appendix 1.2. 
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3.2.2 Service industry data sets 

The questionnaire for the industrial service business were collected from 18 service 
companies and four individuals or the industry union that specialized in this 
business. The questionnaire comprised 14 questions with 70 sub-questions. 
Examples of questionnaire questions and their replies are presented in Appendix 
2.1.  The survey utilized the ‘Monkey Survey’ software tool and the questionnaire 
was distributed via email. The aim was to collect information about how service 
companies view the service industry development during the studied period and 
its future developments. 

3.2.3 Service company data sets 

For this survey, Balance Consulting Oy/Valor Partners Oy reports and published 
annual reports and financial statements were utilized for financial data collection. 
Key financial data sets were obtained from 13 network and two industrial service 
companies (revenues, operational profit/EBITDA, investments), as shown in 
Appendix 3.1. Operational and performance data for 10 industrial network service 
companies were collected from public annual reports published between 2006 and 
2017, see Appendix 3.3.  

The questionnaire, which covered 70% of the total business sector studied (total 
turnover €1,500 m, 8,600 employees), was sent to 19 service companies and 18 
responses were received. The questionnaire comprised 23 questions and 150 sub-
questions. Examples of the questionnaire questions and replies are presented in 
Appendix 3.2. This survey also used the ‘Monkey Survey’ software and the 
questionnaire was distributed via email. The aim of the survey was to acquire 
information about the company’s actions and future targets in the studied 
industrial service business development during the last two decades. Face-to-face 
in-depth interviews with management representatives from four service 
companies were conducted based on the questionnaire. The target of the 
interviews was to explore and understand more of the company’s actions in this 
service business transformation. 

3.3 Data analysis methods 

Mixed qualitative and quantitative analysis methods were used in the study. 
Qualitative analysis was applied in the in-depth interviews and partly in the 
questionnaire analysis relating to opinions, transformation influences, future 
views and operational and performance analysis of annual reports. Quantitative 
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analysis was used in the financial analysis and in analysing some of the 
questionnaire questions related to satisfaction with outsourcing, future service 
models, evaluation criteria of service companies, what creates SCA in an industrial 
service company, the best tools and means to achieve CA and the future means of 
developing SCA in the company. The selected time horizon of this survey is cross-
sectional, covering the service industry extensively.  

Responses to all three questionnaires were collected, analysed and summarized 
question by question. Section 4 presents the raw database and summarized results. 
A similar analysis process was applied to the in-depth interviews. A summary of 
the replies to a few selected questions, which are essential to the research 
questions, is attached in the Appendices (customer survey in Appendix 1.2, 
industrial service business in Appendix 2.2, industrial service companies in 
Appendix 3.2 and in-depth interview summary in Appendix 3.5). 

Financial data were collected from annual reports and published financial account 
statements supported by other reports (Balance/Valor). For the targets of this 
study, SCA analysis was selected based on the company’s annual revenues/growth, 
operational profit/ EBITDA % and annual investment data. Some financial cash 
flow analysis was also applied. 

Based on the results of the questionnaire summary, the financial analysis results 
and operational performance information were analysed and summarized to 
provide the research results and the answers to the research questions presented 
in section 4. 

All results were analysed and are reported anonymously without company or 
respondents’ names. This anonymity was promised to the respondents in the 
questionnaire to encourage more open and honest replies.  

3.4 Applied competitive analysis methods 

To evaluate the CAs and SCAs of the service industry companies, the following 
analysis methods, processes and techniques were selected: PESTEL analysis, 
Porter’s five forces, SWOT analysis, value-chain analysis, VRIO resources and the 
simple accounting method (see Table 9). The analysis methods applied by the 
service companies in their business development and operative functions are 
described and an evaluation and consideration of their impacts on performance 
are given in the discussion of RQ1 and RQ2, see details in section 4. 

 



80     Acta Wasaensia 

Table 9. Applied CA analysis methods 

External environment Internal Environment 
PESTEL VRIO resources 
Porter five forces  Value-chain analysis 
SWOT (Opportunities, Threats) SWOT (Strengths, Weaknesses) 
 Simple Accounting method 

3.5 Reasoning 

Deductive reasoning constructs range from a set of general arguments to a more 
specific conclusion, and the consequence has to follow analytically from those 
grounds (Ketokivi & Mantere, 2010). In deductive reasoning, it is typical that the 
original truth will last (Metsämuronen 2009: 412). In this study, the hypothesis 
tests are based on deductive logic. For example, in this study, the analysis for RQ1 
first stated strategy theories and then deduced the CA and SCA frameworks and 
further applicable tools from them, finally focusing on empirical concepts and 
measurement.  

Inductive reasoning constructs move from specific arguments to generalizations. 
Inductive reasoning combines observation and explanation to infer rules and thus 
moves from the particular to the general (Ketokivi & Mantere, 2013: 71). The 
survey results showed that the network regulation rules in a natural monopoly 
business environment create a low-profit service business and limited win-win and 
joint co-operative business models with customers. Can an inductively theoretical 
model be created for this business behaviour and phenomena? 

In abductive reasoning, one begins with the rule and assesses whether it accounts 
for the observation (Mantere & Ketokivi 2013: 71). Mantere and Ketokivi explained 
that we predict, confirm and disconfirm through deduction, we generalize through 
induction and we theorize through abduction (Mantere & Ketokivi 2013: 72). In 
this study, abductive reasoning is applied to service innovation. The theories 
strongly support service investments and innovations for business success, but the 
surveyed companies had limited service development investments, which could be 
the reason for their low margins/profits and cash flow challenges. Which of these 
two phenomena comes first – lack of innovations leading to low profit or the other 
way round? 
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4 EMPIRICAL RESULTS 

The research results are presented and analysed in three categories based on 
customers, service industry business and service company questionnaires, 
including in-depth interviews. The list of questions in the questionnaires are 
presented in Appendices 1–3. The responses were collected question by question 
and summarized as tables. Responses of relevance to the research questions are 
included in the dissertation appendices. 

4.1 Customer survey 

The analysis of the customer survey results presented above is summarized below: 

- Service outsourcing has created remarkable and immediate efficiency 
improvements/cost reductions over the past 5–10 years; 20–50% of 
companies and customers expect that price levels will continue to decrease. 

- Network companies are very satisfied with outsourcing, and satisfaction 
clearly improved compared to the beginning of the outsourcing phase, with 
ratings increasing from 2.5/5 to 4/5 (see Figure 29 and Appendix 1.2). A 
service market has been created, and it works reasonably well. There are 
many competing service providers. This is the case in network engineering, 
construction, operation and maintenance as well as automatic metering 
reading (AMR) services. However, customers are not satisfied with 
network control room services, although there were not many responses 
regarding this. Customers do not show any interest in discharging the 
outsourced service, and they are increasingly developing their operational 
functions towards the roles of asset owner and manager. 

 

Figure 29. Satisfaction with outsourcing. 
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- Authorities have a key role in this transformation, and their requirements 
have created efficiency. Customers did not report many claims against 
them.  

- There is a unanimous expectation of greater outsourcing and larger service 
packages for service providers in the future. New business models are also 
of interest, such as alliance (Nordström 2017) and networking business 
models, and digitalization is seen as a core enabler. However, customers do 
not see financial packages as a necessary part of the services, and 
consolidation development is expected (see Table 10). 

Table 10. Future service models and needs. 

 

- The most important evaluation criteria for service providers are price (80–
90% in the majority of responses), quality, competence, safety and 
reliability, whereas local, Finnish, company, solvency and language were of 
minor importance (see Figure 30).  

- Network companies do not see significant risks in service providers; they 
trust that the market works. Both customers and service providers feel that 
the service companies part of the energy group restricts service market 
development. This statement was almost unanimous (see Figure 31). 
Network companies responded that they are also responsible for service 
providers’ wellbeing and future. Some customers are concerned that there 
is a risk of decreasing competence and the retirement of experts.  
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Figure 30. Evaluation criteria of service companies 

 

Figure 31. Service provider risks. 

Customer replies indicate that they do not see any conflict between operational 
and quality requirements and targets against service providers. However, there are 
some conflicts between financial targets, which is normal in buyer–seller 
relationships and situations. Both parties must live in the market world and its 
rules (see Appendix 1.2). 

4.2 Industrial service business survey 

The industrial service business and market have changed and developed over the 
past two decades, as shown in Table 11. 
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Table 11. Industrial service market development during 2000 – 2017 

Before 2010 2010-2014 2015-2017 

Separation of networks 
into independent 
companies 

Tight competition Hard competition 
More new players 

Outsourcings  New players Growth services 

Service market 

development 

Profitability challenge Growth in digitalization 

Competition started Weatherproof networks – 
new investments 

Consolidation, 
internationalization 

International competition Bigger volumes – more 
efficiency 

Bigger contract packages 

Growth Industrial outsourcings Customers’ ownership 
changes 

Stabile  Cash flow/profitability more 
important 

Summaries of the replies to selected key questionnaire questions in the industrial 
service business are presented below. The service sector believes that the future 
will involve growth, larger service packages, networking, digitalization/Internet of 
things, consolidation, internationalization, and that the market will be open but 
tight, with low margins and more openness and flexibility (see Figure 32 and 
Appendix 2.1 question 2). 

 

Figure 32. Industrial service business development in coming 3-5 yrs. 

The service market has been created, and it works, with new players appearing, 
tough price competition, consolidations and new service needs; however, there are 
too many players, buyers’ purchasing power is too strong and more openness to 
the market is expected (see Figure 33 and Appendix 2.1 question 11). 
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Figure 33. Industrial service business – how does it work. 

Sustainable competitive advantage (SCA) can be created through differentiation, 
new innovative services, cost efficiency and customer proximity, (see Figure 34 
and Appendix 2.1 question 7). 

 

Figure 34. What creates sustainable competitive advantage (SCA) for an 
industrial service company. 

Critical success enablers are continuous business development, engaging 
management/personnel and profitability, whereas growth, learning from 
competitors and internationalization are not. Sustainable competence will be 
retained by taking care of critical competences, customer surveys and work safety 
(see Figure 35 and Appendix 2.1 question 3). 
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Figure 35. Critical success enablers for industrial service companies: improved 
efficiency and differentiation from competitors. 

Other noteworthy replies are that employees quite often change employer, but this 
has not dramatically affected the performance of companies; it is clear that service 
companies which are part of the energy group negatively affect the service industry 
market; the most recommended service company owners are management, private 
equity and public — municipalities are less favoured.  

4.3 Industrial service company survey  

The industry service company results comprise three parts: questionnaires 
including in-depth interviews, financial figures and operational actions and 
performance.  

4.3.1 Questionnaires  

The service companies selected for the questionnaires (a total of 19/18 responses) 
comprise a very versatile and diverse constellation of the industrial service 
industry. The companies were founded between 1996 and 2016. Table 12 presents 
a breakdown of the selected service companies sorted by sales, number of 
personnel, services and owners. 
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Table 12. Constellation of surveyed service companies. 

 

The industrial service company questionnaires and in-depth interviews surveyed 
the respondents’ experiences over the past 20 years, their views on the future of 
industrial service business development, and the behaviour of their customers. 
The findings are summarized below. 

The results of the questionnaires show that service companies encountered three 
phases of industrial service business development over the past 20 years. The first 
phase was prior to 2010 and included service industry creation, rapid growth, 
outsourcing, internationalization, technical competences were at the core and the 
market opened up. The second phase was between 2010–2014 and included 
targets from growth to profitability and transformation to a market-oriented 
service company. The third phase was after 2014 and included concentration on 
profitable growth and the cash flow management, although there was more 
competition, and service companies were looking for customer proximity. 

All companies applied a strategy process, and the board, as well as personnel, were 
committed to this. However, targets have not been achieved or have been weakly 
implemented and executed. All of the surveyed companies had targeted growth in 
Finland, as well as having growth expectations from new services and mergers and 
acquisitions. However, these targets have not been achieved. 

SWOT analysis, unit costs, customer surveys and developing competences are the 
main tools for exploring critical success factors — value chain, growth-share (GS) 
matrix and the value, rarity, imitability and organization (VRIO) model are not 
used. All companies have applied a balanced scorecard system as the company’s 
efficiency definition and performance measurement tool (see Figure 36 and 
Appendix 3.2 question 9). 
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Figure 36. How to sort out and explore critical success factors. 

There are very low investments in business and service development (see 
Appendix 3.2). Total investments per company are less than € 1 million per year 
in all 13 service companies, including merger and acquisition investments. 
According to the respondents, annual service development investments are 
marginal at € 0.1–1 million.  

Profit reviews, contract audits with customers and internal tender audits are the 
most favoured tools for achieving competitive advantage, whereas new service 
thinking and development are not a high priority (see Figure 37 and Appendix 3.2 
question 11). 

 

Figure 37. Best tools and means to achieve CA. 

Taking care of key competences, profitability, customer proximity and new 
services are critical when developing competitiveness, whereas following 
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competitors and internationalization are not. The surveyed companies did not use 
any systematic tools to take care of key competences (see Figure 38 and Appendix 
3.2 question 16).  

 

Figure 38. Future means for developing sustainable competitiveness in your 
company 

Management is not satisfied with EBITDA development, but it is better for 
efficiency and competitiveness. The lay-off process works properly and is widely 
used, as well as the ‘work hour bank’ model. Service companies’ efficiency 
improvements have been 2–3%/yr., totalling 10–30% over 10 yrs.; efficiency 
improvements are also expected in the future (see Figure 39 and Appendix 3.2 
question 17). 

 

Figure 39. Has the company achieved the targets? 
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It was unanimously agreed that project management, resource, subcontractor and 
workforce management, and the management of systems and procurement are 
critical competences and resources of service companies. 

It was also unanimous that the company’s positive reputation/brand, incentive 
system, and promotion and training are the most commonly used tools for 
retaining key resources in the company, whereas ‘more engaged work contracts’ 
were not considered important. Competitive advantage and taking care of critical 
resources are not a high priority; few resources are given to new service 
development and service differentiation plans regarding competitors. 

4.3.2 Financial figures 

On the basis of the available financial and annual reports and other public data 
and information (see section 3.2.3), the following findings were identified 
concerning 11 service companies. 

In 2007-2010, the industrial service business grew due to increased outsourcing 
of services, mergers and acquisition and larger customers’ investments (Figure 1) 
as well as wider offerings and service packages. However, the studied service 
companies’ growth rates have been decreasing or flat during the last 5-8 yrs. The 
average annual revenue growth rate in 2007-2011/2012-2017 was international 
service companies (3) 9.6 %/4.8% and municipality-owned service companies (5) 
2.8%/1.4%. The growth rate decreased due to fierce price competition, 
divestments and fewer mergers and acquisitions (see Figure 40 and Appendix 3.1). 
During 2007-2017, total electrical network construction volumes enjoyed strong 
growth because of the weatherproof network investment requirement (see Figure 
1). 



Acta Wasaensia     91 

Figure 40. Service companies’ revenue growth 2007-2017. 

The industrial service business has been reasonably profitable, although 
fluctuating. The average annual EBITDA percentage in network service companies 
is 5.4% (7.5% for international and 5.1% for municipal). However, last years’ 
figures for profitable international companies were uncertain because they had 
discontinued some services almost every year, while only continued businesses are 
included in the reported continuous profit figures; in one case, this included high-
profit information and communications technology services. Profitability had 
decreased dramatically during the past three years, dropping to a level of 2% (see 
Figure 41 and Appendix 3.1). Profitability (EBITDA) and earnings before interest 
and taxes (EBIT) had often turned negative. In industrial services, the EBITDA 
levels are at the same low level, although figures from only two service companies 
were included.  
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Figure 41. Service companies’ profit rate (EBITDA %)  

4.3.3 Operational actions and performance 

Annual reports and other public sources of service companies’ operational actions 
and performance do not contain deep operational information, and they generally 
provide more positive than negative news. This is understandable from a company 
point of view. Nevertheless, they give some reflection of real performance. There 
are very few comments on macroenvironmental issues, such as European Union 
directives, economic shocks and technological development. There are also few 
comments on weatherproof network investment requirements. However, there are 
a few comments on fierce price competition, new entrants, buyers’ strong 
bargaining power, poor project management and raw material prices (see 
Appendix 3.3). 

At the beginning of the surveyed period, many companies (a total of 10) reported 
the growth (internal, domestic and organic), but later this volume decreased. 
Meanwhile, many companies reported low profit/ financial challenges more often 
during recent years (see Figure 42). The years 2011 (7/9) and 2017 (5/10) were the 
most challenging. Financial figures support this remark. Service companies’ 
business portfolios changed continuously, with many divestments, restructuring 
and some new services, etc. No complaints were reported on challenges in service 
insourcing processes and how they are managed through consolidation. 
Companies targeted increased profitability. 
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Figure 42. Service companies’ operational actions and performance. 

4.4 Quantitative analysis  

From the empirical results, the following overall quantitative analysis can be 
made: 

 Customers are very satisfied with the industrial business transformation, with 
improved values from 2.5/5 to 4/5, and outsourcing. Significant cost reduction 
(20–50%) was achieved 5–10 years after initial outsourcing. The service 
market was created, and it works reasonably well, with new service providers 
appearing. 

 After a rapid growth phase at the beginning of the transformation period of the 
studied service companies, the companies stopped growing (Figure 40). This 
was despite the remarkable growth in market volumes due to weatherproof 
network investments and fibre cabling (Figure 1). Recently, service companies’ 
profits (EBITDA) have dropped from 5–6% to 2%, despite continuous 
efficiency improvement actions, which are estimated to be 2–3%/yr. (Figure 
41). Many companies have met cash challenges in recent years; one reason for 
this is low profit. Service companies have very limited service development 
resources and investments (0.1–1.0 M€/yr.) and no differentiation service 
plans. 

 Strategy processes are widely applied in service companies (16/17). All 
companies have profitable growth targets. The Balanced Score Card (BSC) is 
used, and it is mainly synchronized with strategy targets. However, strategy 
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targets are not being met, and strategy implementation and execution have 
mostly failed.  

Quantitative analysis gives the following insight regarding RQ1 (What methods 
and tools can be used to create SCA and enablers for the industrial service 
business?):  

 SCA cannot be achieved through minor continuous cost cuts and without 
differentiation (see service companies profit behaviour in Figure 41). 
Customers’ service company evaluation criteria are mostly valuated price, 
quality, competence, safety and reliability (score>4/5). Service companies 
apply SWOT and unit costs to sort out critical success factors, while value 
chain, VRIO tools are not used. In the future, outsourced services will increase, 
there will be larger service packages, and there will more networked and 
digitalized services (>12/15 respondents). Customer proposals for SCA are 
efficiency, low cost, confidence, competence, quality (6/15), customer 
proximity and new services (4/15). 

 The service industry believes that new services, taking care of competences, 
profitability and management are critical success factors (>3/5) and reports 
that critical competences, customer surveys and work safety are evaluated with 
SCA tools (>3.5/5). Industries that introduce cost efficiency, differentiation, 
new innovative services and customer proximity create CA for service 
companies (>3.3/5). 

 The best tools to achieve CA for service companies are regular profit reviews 
and tender audit/contract evaluations with customers (>3.1/5) rather than 
new services and competitor follow- up (<2.6/5). Service companies do not 
systematically utilize any of the presented tools to analyse critical 
competences. It was unanimous that the critical resources and competences in 
service companies are project management, flexible resources and 
subcontracting networks (>4/5). 

The results of the quantitative analysis give the following guidance regarding RQ2 
(Is there a conflict between service providers and customers in terms of sustainable 
business  targets, and can a win-win position be found?): 

 There is some conflict in financial targets (customers 5/15, service industry 
2.8/5) but not in operative and quality targets. 
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4.5 Qualitative analysis  

The following qualitative analysis and summary were drawn from the empirical 
results: 

 A market was created and many new competitors appeared, including 
international competitors. The authorities played a key role in this 
transformation and were the main driver and not much opposition towards 
their activities.  

Qualitative analysis gives the following insight regarding RQ1:  

 Service company management is not pleased with EBITDA development but is 
satisfied with efficiency and competitiveness improvements. 

The qualitative analysis and requirements for RQ2 are: 

According to the customer survey (see Appendix 1.2) building long-term 
partnerships (4 answers from 12 replied network companies); creating targets 
together (customer–service provider development plan) (5/12); understanding the 
total value chain regarding customer–service company; and taking care of service 
provider profitability are proposed. Honesty towards a party’s (customers and 
service companies) own targets have also been recommended. Trust, openness and 
transparency are the industry’s response (5/15). In addition, the valuation of the 
total value chain and the parties’ roles within it, incentives and profit share (4/15) 
are recommended in response to this question. More openness to the service 
market is needed, and there are still captive markets and network owners which 
can use supporting/sponsoring tools and advantages for their own service 
companies. 

4.6 Summary of analysis methods  

A summary of the quantitative and qualitative analysis of the collected data sets 
related to the research questions are presented in Table 13. 
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Table 13. Summary of quantitative and qualitative analysis 

Data set Quantitative analysis Qualitative analysis Responses 
to RQs 

Customer  Volumes grow 
New services in future 

Value chains unknown RQ1, RQ2 

Service Industry Growth in future 
Authority roles positive 

 RQ1 
RQ1/RQ2 

Service Industry 
Companies 

No growth, low profit 
Strategy execution bad 
 
 
 
 
Customer/service firm 
conflicts 

No service differentiation 
No service development 
Customer value chain 
Customer proximity 
Critical competences 
Digitalization/platforms 

RQ1 
RQ1 
RQ2 
RQ1, RQ2 
RQ1 
RQ1 
RQ1/RQ2 

4.7 Answers to research questions 

The research analysis results and answers described above to the selected two 
research questions are summarized below: 

4.7.1 RQ1: What methods and tools can be used to create sustainable 
competitive advantage and enablers for the industrial service 
business? 

Based on the findings and conclusions of this survey, an SCA process chart has 
been constructed for how to create SCA competences, see Figure 43. The SCA 
process is called the Smart Service – toolbox, including four sub-processes: (A) 
Profitable Growth plan, (B) Market analysis, Customer Proximity plan, (C) Critical 
Competence Resource plan and (D) Service Business Development plan. These 
sub-processes are presented in Figure 44 and the contents and action proposals 
are described below. 
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Figure 43. The new sustainable competitive advantage (SCA) process chart for 
an industrial service company – Smart Service - toolbox (created 
by Aappo Kontu). 

 

 

Figure 44. Contents of Smart Service – toolbox SCA sub-processes (created 
by Aappo Kontu). 

A. Profitable Growth plan 

All service companies apply strategy processes (two-five-year framework); 
financial/operational monthly follow-up reporting is used, as well as the BSC. 
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However, over the past five to ten years, strategy implementation and execution 
has been very weak, and strategy targets have generally not been achieved — profit 
targets in particular have not been met. Moreover, business plans have generally 
been unrealistic. Have the companies made deep business environment and 
market analyses connected to their business capabilities and resources? Strategy 
shaping and adaption are needed (e.g. Ritakallio & Vuori 2016, Sivusuo 2019, Day 
1990). Does the management place effective pressure and requirements on the 
organization, including incentives? Section 2.2.5 presented tools for strategy 
execution. Drucker introduced advice for better business execution: deeply analyse 
the market that the company is operating in, measure innovative performance, 
measure productivity, and increase liquidity and cash flow (Drucker 1992:264–
266). Wider business execution programmes connected to strategies and operating 
plans have been introduced by Kaplan and Norton (2008:8), which are clear and 
informative when implemented. If the profitability is below target, a sense of 
urgency for recovery has to be established – a fast reaction (Kotter 1996:21). 

B. Market analysis, Customer Proximity plan

Porter recommended analysing business and industry environment changes 
actively and keeping close contacts with key customers and co-creating joint 
processes utilizing win-win analysis (Porter 1980). The business environment 
analysis tools that are used today are rather limited and simple — mainly SWOT. 
More advanced tools are recommended, such as PESTEL, the five competitive 
forces, and value chain (see section 2.3). Shifts in the role of the customer from 
isolation to connection, from unaware to informed and from passive to active have 
been introduced (Prahalad & Ramaswamy 2004:2). Value must be co-created with 
customers and assessed according to ‘value in use’ (Vargo & Lusch 2004:1–17). To 
co-create unique value with the customer, what constitutes a personalized co-
creation experience must be appreciated (Prahalad & Ramaswamy 2004:115–116, 
Reeves, Haanaes&Sinha 2015:6-15)). Service companies do not know their 
customers’ value chain processes and vice versa (see RQ2 comments in section 
4.7.2).  

C. Critical competence resource plan

None of the surveyed service companies conduct systematic critical resource 
analysis. Service company success is very much based on available competences, 
which companies must develop, create and sustain (Grant 1991:115). A critical 
competence plan can be constructed using SWOT and value chain analyses, 
defining company VRIO resources, and following and protecting them. Using 
VRIO analysis, deeper information regarding resource heterogeneity and resource 
immobility can be gained compared to competitors (Barney 2007:138). Appendix 



Acta Wasaensia     99 

5 describes a reference process and provides an example of a critical competence 
analysis that applies value chain and VRIO tests and plans in one surveyed service 
company.  

SCA is created when companies assemble difficult-to-imitate combinations of 
capabilities into bundles, controlling critical capabilities and bundling capabilities 
for enduring advantage. The capability can walk out of the door with employees 
(Baghai, Coley&White 1999:100). This is a big risk in the surveyed industry. SCA 
is sustained as long as the resources and capabilities are durable and not imitable 
(Grant 2008:140). Companies must build structures and mechanisms to engage 
employees with the company (Heyman and Barrera: 2010). As a basis for CA, it is 
recommended that greater focus is placed on intangible assets than on tangible 
assets (Prahalad&Hamel: 1990:82). Empowering employees has also been 
recommended (Grönroos 2007:402). These are also essential in this type of service 
business. 

D. Service Business Development plan 

If a service company wants to get out of the cost leadership (Porter 1985)/Red 
Ocean (Kim & Marrborgne 2017) strategies – more recently jointly termed ‘cost 
battle’ – environment, transforming towards a ‘smart service’ environment, it 
should invest in service development and build a differentiation business model, 
in co-creation with customers. Service companies must prepare a service 
development plan and program for differentiation. The required resources, both 
human and financial, must be allocated. Extended value chain innovations are 
proposed, whereby more actors, such as customers, subcontractors and even 
competitors, are connected to the process (Sundbo & Toivonen 2001:87–88). User 
experience should be integrated into innovation practices, as well as employee 
experience (through listening, understanding and dialogue) (Sundbo&Toivonen 
2011:350). Technology and innovation have the power to influence industry 
structure and CA. Companies must evaluate whether they want to be technological 
leaders and utilize the first mover’s advantages (Porter 1985:176). Market 
boundaries can be reconstructed with new service innovations (Chan&Mauborgne 
2005:49–77). 

Service companies, as well as customers, have many digitalization plans and on-
going projects. Most of these are replacing detailed manual processes, such as 
power line route surveys, AMR, detail engineering, some procurement and billing 
processes, work process monitoring and managing systems.  

Thus far, the surveyed service businesses have not created new service platforms 
and ecosystems that challenge the existing service market. The researcher 
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proposes that there is a new business potential to jump into ‘smart service’ by 
reshaping and networking processes and partners in the total service value chain, 
from material vendors, subcontractors and service providers to the end customer, 
including new earning models. Some examples have been developed as a reference 
in the building industry. The first mover can create profitable CA, and it can be 
SCA if development work continues. 

4.7.2 RQ2: Is there a conflict between service providers and customers 
in terms of sustainable business targets, and can a win-win 
position be found?   

According to the survey results, there are minor conflicts in sustainable business 
targets but not in quality and operational targets. There are also some conflicts in 
financial targets, which the parties saw as normal market business positions. Some 
comments were given regarding the importance of profitability on both sides, but 
the parties have not analysed this jointly. All surveyed customers were very 
satisfied with service outsourcing and cost savings.  

The service providers were not unsatisfied with insourcing, which created growth 
at the beginning of the transformation. However, profit growth later declined. 
They have not investigated the root cause for this or a means of removing 
themselves from continuous fierce competition. Total service process value chain 
analysis has not been applied (see section 2.3.3, Figure 22). There is great potential 
to create added value for all involved partners — in this case, network companies 
and service providers, as well as subcontractors. This is recommended, and parties 
are interested in this approach. 

Currently, wider networking activities and cooperation with connected partners 
are not ready, as well as constructing business platforms in the service industry, 
and there are competence deficiencies (see the description in section 2.2.9). This 
requires more references and risk takers to become forerunners. Neither the 
service industry nor the customers are ready for this. However, the researcher 
considers that there is great potential to reshape this business and move from ‘cost 
battles’ to ‘smart service’. 
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5 DISCUSSION AND CONCLUSIONS 

The discussion and conclusions are based on literature and theoretical studies, the 
quantitative and qualitative research results obtained and the analysis introduced 
in sections 2, 3, 4 and 5.  

5.1 Theoretical contributions 

In the strategy theory frameworks presented, scientists have noted that the firms 
that have selected cost leadership (Porter 1985)/Red Ocean (Kim & Marrborgne 
2017) strategies, later jointly termed the ‘cost battle’ strategy without 
differentiation/focusing (later called the ‘smart service’ strategy), operate in a 
business environment characterized by harsh competition and low margins. In 
addition, such firms require continuous cost-cutting processes and overhead 
minimization as well as a very lean organizational structure to achieve CA. These 
business development profiles fit very well with the current performance of the 
studied industrial service businesses.  All the companies studied have applied the 
‘cost battle’ model and lost growth capabilities, and profitability has dropped. 
One reason for this is that purchasers’ power (see section 2.3.2) is very strong and 
mainly the tender price is generally used to select the winner. There is also a low 
entrance barrier to this industry. However, buyers argue that alternative service 
solutions are acceptable, although these are very seldom presented, tendered and 
applied. 

One theoretical question arose during the research — can a customer’s natural 
monopoly business position, including a strongly regulated business and earning 
model, create a buyer’s position that is so strong that there is no room for business 
alternatives to the ‘cost battle’ model for service providers, and ‘smart service’ 
models cannot develop? A natural monopoly is a business strongly regulated by 
the authorities, and strategy theories in these circumstances have not been 
studied. Nor has the researcher identified respective business concepts and 
solutions in other infrastructure businesses or examined new theoretical models 
for the studied industrial network services.  

5.2 Practical contributions 

The industrial service market has been created during the last two decades in the 
industrial network construction and maintenance service business as well as in 
process industry services in Finland. Many service providers have taken a place in 
the market. New service companies have been born, and international players are 
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also present. Legislation requirements and the authorities have been the key 
drivers in this transformation of the service business and opening up of the market, 
and their influence on cost reductions is also evident. Overall, the role of the 
authorities has been experienced positively by both network and service 
companies.  

Quantitative analysis showed a strong satisfaction among customers regarding 
implemented outsourcing and the separation of service functions from asset-based 
network businesses. No customers plan to insource or discharge service functions 
themselves. More business activity outsourcing is planned. Customers are 
concentrating more on the roles of landlord and asset owner. Customers have 
gained remarkable cost cuts and efficiency improvements, with a 40% to 60% 
reduction in cost per network unit over the past two decades. When electrical 
network companies operate as a natural monopoly without competition, their 
bargaining power is extremely strong. 

After the service companies’ initial phase of rapid growth, their growth stopped 
despite rapid market growth. New competitors have appeared. The barriers to 
entry to the market are low. Service companies’ margins have dropped to very low 
levels, and companies have often met limitations and challenges regarding cash 
flow. Tendering process practices have resulted in very limited service 
differentiation. Service companies’ investments in service development and new 
services are limited — overall, this is less than 1% of annual turnover. Companies 
do not own any patents and own only a few trademarks. Service companies 
proposed in the questionnaire that competitive advantage could be created with 
new service development, but this has not been developed or executed. Without 
investment in development, a company does not have the capability to 
differentiate itself from competitors, and companies are operating in the ‘cost 
battle’ model. Regarding their service development, all surveyed service 
companies have some ideas and development actions for utilizing digitalization 
and the IoT. However, new digitalized service solutions are still limited today and 
platform concepts have not been developed (section 4.7.1) 

Companies do not have systematic CA tools, such as the value chain, VRIO model, 
in their business processes to analyse, develop and protect their key competences 
and capabilities. Therefore, key resources have found it easy to resign and move to 
competitors. 

Quality assessments are summarized as follows. Strategy processes are widely 
used, but established targets have not generally been achieved, and 
implementation and execution capabilities are weak. Old service producers have 
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little agility and they react slowly to market changes — for example, when 
newcomers take a share of the growing market. 

The growth of municipality-owned service companies has also been very limited, 
and their main customer is the parent company. It is estimated that this will retain 
some captive market position and limit fair and open market development. The 
owners should carefully consider the role of their service company in the group 
strategy and ask whether it creates real added value for the owners and end 
customers.  

5.3 Reliability and validity evaluations and other remarks 

The terms reliability and validity describe issues involved in evaluating the quality 
of measurements.  

5.3.1 Reliability 

Reliability is concerned with questions of stability and consistency or the extent to 
which a measurement does not contain random error — is the measurement 
measuring ‘something’ consistently and dependably? Is the measurement 
repeatable? (Ketokivi 2015:97; Metsämuronen 2009:74). Empirically, reliability 
can be analysed using various methods, such as test-retest reliability or the 
internal consistency method, where the same argument is tested by many 
indicators. 

This research applies the internal consistency method. The reliability of the 
research results has been analysed and tested by questionnaires and supported by 
in-depth interviews and financial analyses, as well as service companies’ 
operational actions and performance analysis. All these results are in alignment 
and support the summarized results. 

5.3.2 Validity 

Measurement validity refers to the congruence or ‘goodness of fit’ between an 
operational definition of measurement and the concept it is purported to measure 
(Singleton & Straits 2005:131). There are two methods of validity assessment 
based on the subjective evaluation of an operational definition: face validity and 
content validity. Face validity refers simply to a personal judgement that an 
operational definition appears, on the face of it, to measure the concept that it is 
intended to measure (Singleton & Straits 2005:138). In this survey, the 
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researcher’s long business experience of the service business constructs the 
validity of the research scope and content. Also, during the research, 
representatives of both customer and service companies have been interviewed 
face to face. These documented discussions have given strong support to the 
conclusions of the research results. 

Content validity concerns the extent to which a measure adequately represents all 
facets of a concept (Singleton & Straits 2005:139). Content validity can be sub-
divided into construct validity, criterion or criterion-oriented validity and 
concurrent validity (Metsämuuronen 2009:2009–2010). The survey applied the 
concurrent validity method — for example, many questions were asked and 
evaluated among different target groups (customers, service industry and service 
companies). The evaluation measurements were the same. The following 
questions are given as examples: 

- Are there conflicts between customers’ and service providers’ targets? 

- How can win-win positions between service providers and customers be 
created? 

- What is the role of the authorities? 

- What are the future service models and needs? 

- What are the critical success enablers for industrial service companies? 

- How can service company SCA be created? 

- Is the service company part of an energy group — what are the influences? 

The strong validity of the research measurements is created by the above-
described concurrent content method and supported by the face validity method.  

In addition, during the research project a sub-project for the Electricity Research 
Pool was carried out related to the topics of this study (Kontu et al. 2018). The 
steering committee of this project was nominated by six service company 
managers responsible for their service function either in customer or service 
provider companies. They actively controlled the validity of the project related to 
empirical experiences and gave advice and remarks to ensure the validity of this 
sub-project. 
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5.4.3 Other remarks 

The three research hypotheses were presented in the section 1.5. The research 
resulted following comments on these as follows: 

H1: The surveyed service companies have no differentiation strategy; their 
businesses are low-profit and compete on price, and SCA has not been achieved.  

This hypothesis was the fact as has reported in the results (see section 4.4 and4.7.1 
D), investments on service development is very limited in the industry and so very 
limited differentiation activities have not developed and executed. 

H2: Customers and service providers have different CA targets, giving rise to 
conflict.  

This is just a partly truth, operational and quality targets are the same both by 
customers and service providers, but some conflicts in financial target, which is 
natural in an open market position (see section 4.7.2). 

H3: A sustainable win-win situation can be co-created by service providers and 
customers. 

This is also the fact, but partners (customer – service provider) do not know each 
other’s value chains and there is great efficiency potential to achieve through total 
service process value chain (see the section 2.3.3). Partners have interested in this 
approach. 

The research made the following other findings and observations through 
interviews, questionnaires, data collection and their analysis of the studied 
industrial service business: adequate liquidity/solvency resources from owners is 
required for project guarantees and better cash management; changes in 
ownership have had little effect on businesses; more market-based thinking is 
required: service companies connected to energy groups restrict the development 
of the total service market, which is still partly captive; innovation incentives in 
the regulation model do not create the motivation for new service development; 
the surveyed businesses anticipate that digitalization/IoT will improve processes 
and services, but there are currently limited resources/investments; both 
customers and service companies expect more business consolidations. Moreover, 
disturbance resource reservation systems/contracts need to be discussed and 
customer service companies’ co-operation improved. Project and service 
businesses have different business models and drivers. Some service companies 
have selected which to concentrate on. Can both be selected? 
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5.4 Limitations and suggestions for future research 

The following limitations are associated with this research. A detailed 
management and cost analysis of the studied service companies is not included, 
and thus it is difficult to gain a deep understanding of the origin of the very low 
profit margins, such as high overheads, procurement efficiency, 
resource/management/flexibility capabilities, capital resources and 
customer/tendering processes. 

Network customers’ processes have not been analysed in adequate detail to 
develop an understanding of the impact of service providers on their efficiency. 
International service industries have not been analysed, and new ideas and 
business solutions may be found there, for example in Sweden or Germany.  

The proposed Smart Service SCA business model has not been widely piloted, and 
the planned software has not yet been produced. 

The following future research programmes are suggested: to build up the work 
tool/model/system for Smart Service, SCA in the service businesses introduced in 
section 4.7.1; to estimate the impact of the electrical network regulation model in 
a natural monopoly business on the service business earning model, such as its 
effect on unit price-based network valuation, innovation and quality incentives; 
personnel participation and activation in critical competence development should 
be researched in greater depth as well as promotion of digitalization in industrial 
service business development; a lot of development and research potential can be 
gained through total value chain construction (service provider – network 
customer) and win-win targets, including the building of ecosystem service 
platforms.  

Limited research has been made on service innovation development in industrial 
service businesses regarding motivation, barriers and promotion. In-depth 
analysis of project and service business drivers and differences have to be explored 
more to achieve better service execution. Strategic targets for various owner 
groups in the industrial service business and the invested company (municipal, 
private equity, public and management) is an interesting target for study; are there 
differences? 
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Appendices  

Appendix 1 Customer survey 

Appendix 1.1 Questionnaire 18.11.2017 

Appendix 1.2 Customers’ replies on selected questions 

- Satisfaction to outsourcings? 

- Is there a conflict between network owner and service provider? 

- How to create Customer – Service Provider sustainable win-win position – 
key actions, enabler? 

- How and whence creates sustainable service company competitiveness  

Appendix 2 Industrial service business 

Selected questions and replies on Industrial Service Business Questionnaire 
9.1.2018 (examples) 

- Industrial Service business development in coming 3-5 years? 

- Critical success enablers to Industrial Service companies – Improve 
efficiency, differentiation to competitors?  

- What creates sustainable competitive advantage for Industrial Service 
company – how do you make it? 

- Industrial Service Business – Hoe does it works? 

Appendix 3 Industrial service companies 

Appendix 3.1  Financial data sets (revenues, profit/EBITDA, investments), 
summary 

Appendix 3.2  Selected questions and replies of Industrial Service company 
Questionnaire 9.1.2018: 

- How to sort out and explore critical success factors? 

- Best tool and means to achieve Competitive Advantage? 
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- What are the future means to develop a sustainable competitiveness in 
your company? 

- Have the company achieved the targets? 

Appendix 3.3  Summary of service companies’ operational actions and 
performance 

Appendix 3.4 Service companies’ in-depth interviews, summary 

Appendix 4 Summary of electrical distribution network regulation 
methods 

Appendix 5 Critical competence analysis by the VRIO method in an 
example service company 

 

Appendix 1. Customer survey 

- Appendix 1.1 Questionnaire 18.11.2017 

- Appendix 1.2 Customers’ replies on selected questions 

 

Appendix 1.1 Questionnaire 18.11.2017  

Total number of questions was 20 included 110 sub-questions. 
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18.11.2017

Customer survey/Questinnaire/Asiakaskysely 
Replier/Haastateltava

Company/Yhtiö business area/toimiala                     
revenues/yr/ liikevaihto/vuosi
peronnel/yr;henkilömäärä/vuosi
owner/omistaja
comments/muuta

What services outsorced and when/Mitä palveluja ja milloin ulkoistettiin tai eriytettiin? How much of total/
1 Service/Palvelu When/Milloin? What/Mitä? Revenue/Liikevaihto Osuus ko. toiminnasta %

a) engineering/suunnittelu
b)construction/verkostorakentaminen
c)O&M/ käyttö- ja kunnossapito
d)AMR/energia- ja tekniset mittaukset
e)contraol room operations/valvomotoiminnat
f)other (HR, accounting)/muuta, mitä? (esim. tal.hall. HR)

How many service providers per service in start, after 5yr, after 10yr from outsourcing?
Montako palveluntoimittajaa per palvelu, alussa, 5v kuluttua, 10 v kuluttua ulkoistuksesta?

in start/alussa after 5yr/5 v kuluttua after 10yr/10 vuoden kuluttua tai myöhemmin
a) engineering/suunnittelu
b)construction/verkostorakentaminen
c)O&M/ käyttö- ja kunnossapito
d)AMR/energia- ja tekniset mittaukset
e)contraol room operations/valvomotoiminnat
f)other /muuta, mitä? 

Why services outsourced, reasons? grade: 5 very important - 3 - important - 1 minor important
2 Miksi palveluja ulkoistettiin, perusteet asteikko: 5 erittäin tärkeä - 3 tärkeä -  1 vähemmän tärkeä

a) consentrating in core/keskitytään ydinliiketointoihin
b) efficiency, economy/ tehostaminen, talous
c)competences/osaamisen ja kompetenssien parantamiseksi
d)improve competitiveness/ kilpailukyvyn parantaminen
e) owners will/omistajien tahto/päätös
f)resorce flexibility/resurssien käytön joustavuus
g)quality/laatutekijät
h)new working methods/uusien työmenetelmien ja teknologioiden käyttöönotto
i) other/muu syy

Outsoursing targets, how defined?
3 Ulkoistuksen tavoitteet, miten määritelty? in start/alussa after 5-10yrs./5-10 v jälkeen

a) customer -supplier model, how, measurement?
a) tilaaja-toimittaja-mallin rakentaminen, mitkä mittarit?

b) cost efficiency per outsourcing in start actual after 5yrs actual after 10yrs, later
b) kustannustavoite lähtötilanteesta per ulkoistus alussa toteutuma 5v jälkeen 10 v jälkeen tai myöhemmin
aa) engineering/suunnittelu
bb)construction/verkostorakentaminen
cc)O&M/ käyttö- ja kunnossapito
dd)AMR/energia- ja tekniset mittaukset
ee)contraol room operations/valvomotoiminnat
ff)other /muuta, mitä? 
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c) have target change, how, when, why?
c) onko tavoiteasetanta muuttunut, miksi, miten milloin?
aa) customer - service provider model
aa) tilaja-toimittaja -malli
bb)cost targets
bb) kustannustavoite
cc) other factors?
cc) muut tekijät?

d) satisfaction to outsoursings
d) tyytyväisyys ulkoitukseen 
(5 very satified/tyytyväinen - 3 normal/ normaali - 1 unsatisfi in start/alussa now/nyt Kommentti
aa) engineering/suunnittelu
bb)construction/verkostorakentaminen
cc)O&M/ käyttö- ja kunnossapito
dd)AMR/energia- ja tekniset mittaukset
ee)contraol room operations/valvomotoiminnat
ff)other /muuta, mitä? 

Have your own processes developped as planned?
4 Onko oma toiminta kehittynyt suunnitellusti? - sanallinen kommentti

a)customer competences, how, what/tilaajan osaaminen, miten, mitä tehty?

b) customer-service provider model/ tilaaja - toimittaja - mallin toimivuus?

c) biggest changes/suurimmat muutokset toimintamallissa, oman toiminnan kehittyminen?

Evaluation of service companies, criterias, what is important?
5 Palvelutoimittajien arviointi tlaajan kannalta, mikä tärkeää 1-5

price/hinta 5 most important/ tärkein - 3-avarage/keskinkertainen - 1-minor/vähäinen
quality/laatu
competence/osaaminen
timetable/aikataulu
solvency/vakavarainen
reliable/luotettavuus
experience/kokemus
local/paikallinen 
new service ideas/uudet palveluideat
size of resources/resurssien koko
speaking language/kielitaito (suomi/ruotsi)
finnish/suomalainen (omistus)
safety/turvallisuus
other, what/muu, mikä?

Have customer'r role changed during years? written 
6 Onko tilaajan rooli muuttunut vuosien aikana - miten? Sanallinen selvitys
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Ownership change When? How?
7 Omistusmuutos Milloin? Miten?

How has it influenced on service functions? Written
Onko omistuksen muutos vaikuttanut palveluliiketoimintojen hankintan? Sanallinen selvitys

Authority control
8 Viranomaisten ohjaukset

a) Have Energy authority actions influenced how, have they changed? How?
a) Onko Energiamarkkinaviranomaisen toimet ja määräykset muuttaneet tilaajan ja/tai palvelujen toimittajan rooleja ja tehtäviä? Miten?

b) Have other authority actions and rules changed business models and roles? How? Which authority?
b) Ovatko muiden viranomaisten toimet ja määräykset muuttaneet tilaajan ja/tai palvelujen toimittajan rooleja ja tehtäviä? Miten? Mikä viranomainen?

Have service providers roles change, tasks and roles? How?
9 Onko palveluntoimittajien roolit, tehtävät ja toimintatavat muuttuneet? Miten

a) wider, how, why/laajentunut, miten, miksi? Written/Sanallinen selvitys

b) decreased, how, why/pienentynyt, miten, miksi?

c) other changes/ muut muutokset? IoT/digitaalisuus? Written/Sanallinen selvitys

Service providers tendering process?
10 Palvelutoittajien kilpailutus

a)How, what/ Mitä kilpautetaan - kohteet, kohteiden koko, kuinka usein Written/Sanallinen selvitys

b) tendering criterias/ Kilpailutuksen kriteerit Written/Sanallinen selvitys

Service contracts/Palvelusopimuskset Written/Sanallinen selvitys
12 a) Content, how long/ Minkälaisia ja kuinka pitkiä palvelusopimuksia on tehty palvelutoimittajien kanssa Sanallinen selvitys

b) Onko sopimusrakenteet muuttuneet? Mite ja miksi? Written/Sanallinen selvitys

Service providers' change and new entrants
13 Palvelutoimittajien vaihtuvuus ja uudet toimijat Written/Sanallinen selvitys

a) How often, why/ Kuinka usein ja miksi?

b) Have new service consepts appeared with new service providers, what?/Onko tullut uusia palvelumuotoja uuden toimijan kautta? Mitä?
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Service provider risks
14 Palvelutoimittajan riskit 5 most important/tärkein - 3-average/keskinkertainen - 1-minor/vähäinen

a)few service providers/liian vähän toimittajia
b)loosing competences to service company/menetetään 
omaa osaamista, joka siirtyy palveluyrityksiin
c)customer-service provider process do not work/ tilaaja-
toimittajasuhde ei toimi
d)not enough buyer competence/ei riittävää ostaja-osamista
e)economical status/taloudellinen tilanne
f)enough resources/resurssien riittävyys
g) other/muuta?

Are there a conflicts between customer's and service provider's targets?
15 Ovatko asiakkaan ja palvelutoimittajan tavoitteet ristiriidassa keskenään? Experiences, Written/Sanallinen selvitys

a) Economical targets/Taloudelliset tavoitteet
b)Operational targets/Toiminnalliset tavoitteet
c)Quality targets/Laadulliset tavoittet
d) Other/Muut, mitä?

Future service models and needs
16 Tulevaisuuden palvelumuodot ja tarpeet Written/Sanallinen selvitys

a) More outsourced services
a)Ulkoiset palvelut lisääntyvät - vähentyvät 

b) Contracts length - does it change?
b) Sopimusten pituus - muuttuuko?

c) Size of service pakages, growing - decreasing, how?
c) Palvelupakettien koko, kasvaako - pieneneekö, miten?

d) Networking busines models - how, what
d) Verkottuvat palvelumallit - 
pääurakoitsija/aliurakoitsijat/matriaalitoimittajat?

e) Financial packages including to services?
e) Rahoituspaketit osana palvelupakettia?

f) Life cycle model
f) Elinkaarimalli

g)Alliance constructing model
g) Allianssirakentaminen

h) IoT/digitalizatin in services
h) IoT/digitaalisuus palveluissa

i) Network company consolidation, why during 5yr/10yr?
i) Verkkoyhtiöiden yhdistyminen, miksi/miksei 5v/10v aikana?

j) Other, what?
j) Muuta, mitä?

How to create service company sustainable comperitive advantage?
17 Mistä ja miten syntyy palveluntoimittajan pysyvä kilpailuetu?

How to create win-win position between service 
provider and custome - key factors, enablers?

18

Miten palvelun toimittajan ja asiakkaan välille 
voidaan luoda pysyvästi win-win asetelma - avain 
tekijät ja mahdollistajat?

Service company part of energy group
19 Palvelutoimittaja osana enrgiakonsernia

a) Influences on customer-service provider relationship?
a)Miten vaikuttaa toimittaja-tilaaja mallin toimivuuteen, jos 
palveluyhtiö on samassa konsernissa?

b) If same persons are in customer and service company 
administration, influences?
b)Miten vaikuttaa tilaaja-toimittaja mallin toimivuuteen, jos 
konsernin palveluyhtiön ja tilaajayhtiön hallinnossa on 
samoja henkilöitä? Riippumattomuus?

Other comments
20 Muut kommentit
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Appendix 1.2          1(3) 

Customers’ detailed replies on selected questions 

 

 

 

 

 

 

Satisfaction to outsourcing
5=satisfied 3=normal 1=unsatified

engineering construction O&M AMR/measurement control service
in start now in start now in start now in start now in start now

Elecrtric NWC 1 3 4 1 4 3 4 3 4
Elecrtric NWC 2 3,5 5 3 5 2,5 4 2 3
Elecrtric NWC 3 3 4 1,5 4 2 3 2 4,5 2 2
Elecrtric NWC 4 4 5 2 4 3 5
Elecrtric NWC 5 1 5 1 5 3 1
Elecrtric NWC 6 4 4
Elecrtric NWC 7 4 5
Elecrtric NWC 8 2 4 2 3
Elecrtric NWC 9 4 4 3 4
Elecrtric NWC 10 2 4 2 3 2 2 4 3
Elecrtric NWC 11 3 5 3 5 3 3
Elecrtric NWC 12 4 5 3
Elecrtric NWC 13 3 4 2 4 3 3 4 4 3 3
Elecrtric NWC 14
Telco 1 3 4
Telco 2
Telco 3 4 3 4
Average 3,1 4,2 2,6 4,3 2,4 3,7 3,0 3,6 3,0 2,7
Deviation 0,6 0,4 1,0 0,6 0,6 0,9 0,7 1,2 0,8 0,5
Organisation 1
Organisation 2

Other comments:
 - no alternatives any more - no dicharge outsoursing
 - in AMR service provider did not have capability to develop services
 - in O&M motivation challenges and in AMR service technology challenges in the begining
 - service market works, many service providers
 - improved from 1 to 4
 - mixed model partly own and partly service provider's services in engineering
 - target ascieved, challenges in AMR
 - more remarks than with own service company
 - in control room service not enough resorces, co-operation needed, management challenges
 - competences are critical in both parties - service provider and customer
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Replies: 
 

            2(3) 
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             3(3) 
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Appendix 2. Industrial Service Business 

Selected questions and replies of Industrial Service Business 
questionnaire 9.1.2018 (examples) 

Total number of questions was 13 included 70 sub-questions 

 

2. Industrial service development in coming 3-5 yrs.?  
 

Questions Fully 
disagree 

Disagree Agree Fully agree Cannot 
answer 

 1 2 3 4 empty 

Growing      
Service contracts enlarging      
Longer contract periods      
Transfer to total service model      
Service s are networking       
Specializing to narrow service       
Life cycle model      
Alliance construction      
Finance package model      
IoT/digitalization increases      
Service providers more internationalization      
Service providers’ consolidation      
International ownership      
Network companies’ consolidation      
Other      
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Replies: 

 

 

 

 

  

 Industrial service business development in coming 3-5 yrs
Scale: 4-fulli agree, 3-agree, 1-fully disargee, empty-no opinion
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Netw
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co
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lid
ati

on

Other
1 Network Service Co 4 4 2 3 4 3 3 3 3 4 3 3 4 4
2 Network Service Co 3 3 3 3 4 3 3 4 3 4 3 2 2 3
3 Network Service Co 4 4 3 3 2 3 2 3 4 2 4 4 4
4 Network Service Co 3 3 2 3 4 3 3 2 1 3 2 3 2 2
5 Network Service Co 3 3 2 4 3 3 4 3 3 4 3 4 3 2
6 Network Service Co 3 3 2 2 3 2 1 2 4 2 4 4 4 1
7 Network Service Co 3 3 2 2 3 2 1 2 4 2 4 4 4 1
8 Network Service Co 4 4 2 2 4 4 2 3 3 4 4 3 3 3
9 Network Service Co 4 4 4 4 4 2 4 3 4 4 3 4 4 4

10 Network Service Co 3 2 3 3 2 3 3 3 2 3 2 3 3 3
11 Network Service Co 3 3 2 2 3 3 3 3 3 3 2 3 3 3
12 Network Service Co 4 4 3 3 4 3 2 3 4 4 3 3 2 3
13 Network Service Co 3 3 3 3 3 2 3 1 2 4 3 3 3 3
14 Network Service Co 4 4 4 4 4 4 4 4 4 4 4 4 4 3
15 Engineering Co 4 4 3 3 4 3 2 2 4 3 3 3 3
16 Industrial Service C 3 3 3 3 3 4 3 3 4 3 3 3 3
17 Industrial Service C 4 4 4 3 4 3 3 4 4 4 4 3 4 3
18 Industrial Service C 3 2 3 2 4 4 4 3 2 4 3 3 3 3
19 Union 4 4 3 3,5 4 2,5 3 3 3,5 4 3,5 3 3 3

Average 3,5 3,4 2,8 2,9 3,5 2,9 2,9 2,8 3,0 3,6 3,1 3,3 3,2 2,8
Deviation 0,50 0,67 0,71 0,65 0,60 0,66 0,91 0,77 0,87 0,67 0,69 0,55 0,69 0,81
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3. Critical success enablers to Industrial Service companies – improve 
efficiency, differentiation to competitors? 

Questions Fully 
disagree 

Disagree Agree Fully agree Cannot 
answer 

 1 2 3 4 empty 

Growth      
Profitability      
Strong balance sheet, own capital      
New service development      
Continuous business development      
Internationalization      
Management incentives, engagement      
Engaging personnel      
Taking care of competences      
Learning from competitors      
Other      

 

Replies: 

 

Critical success enablers to Industrial Service companies - improve efficiency, differentiation to competitors
Scale: 4-fulli agree, 3-agree, 1-fully disargee, empty-no opinion
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Other
1 Network Service Co 3 4 3 4 4 3 4 4 4 4
2 Network Service Co 3 3 2 4 4 3 4 4 4 3
3 Network Service Co 3 3 4 4 2 3 3 4 2
4 Network Service Co 2 4 2 3 4 1 4 4 4 4
5 Network Service Co 2 3 3 4 3 2 4 4 4 3
6 Network Service Co 3 3 2 3 4 2 4 4 4 2
7 Network Service Co 3 3 2 3 4 2 4 4 4 2
8 Network Service Co 4 4 3 4 4 2 4 4 4 4
9 Network Service Co 3 4 3 3 4 2 4 4 4 3

10 Network Service Co 3 3 3 4 2 3 3 4 3
11 Network Service Co 3 3 3 4 4 2 3 2 4 3
12 Network Service Co 2 3 3 4 3 2 4 4 3 2
13 Network Service Co 3 3 3 3 4 3 3 3 4 3
14 Network Service Co 4 4 4 4 4 3 3 3 4 3
15 Engineering Co 3 3 3 3 4 2 3 3 4 3 ***)
16 Industrial Service Co 3 3 2 3 3 2 3 3 3 3
17 Industrial Service Co 3 3 1 4 4 3 4 3 4 1
18 Industrial Service Co 4 3 3 4 3 3 4 4 3 2
19 Union 3 3 2 3,5 3,5 3 3,5 3,5 4 3 **)

Average 3 3,3 2,6 3,6 3,8 2,3 3,6 3,5 3,8 2,8
Deviation 0,59 0,44 0,67 0,48 0,41 0,57 0,48 0,58 0,36 0,77

*) Have know customer need and what creat added value to customer, co-creation with customers, how to researh competitive 
and motivated personnel, crirical to success?
**) Local can be meaningful and critical success tool, neyworking, *)
***) Local can be meaningful
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7. What creates Sustainable Competitive Advantage for Industrial 
Service Company – How do you make it? 

Questions Fully 
disagree 

Disagree Agree Fully agree Cannot 
answer 

 1 2 3 4 empty 

Differentiation      
New Innovative services      
Cost efficiency      
Best customer proximity      
Management engagement, incentives      
Company good reputation, brand      
Personnel incentives      
Other      

 

Replies: 

What creates sustainable competitive advantage for Industrial Service company - 
How do you make it?

Scale: 4-fulli agree, 3-agree, 1-fully disargee, empty-no opinion
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Other
1 Network Service Co 4 3 4 4 3 4 3
2 Network Service Co 3 4 4 3 4 3 4 *)
3 Network Service Co 3 3 4 3 2 4 3
4 Network Service Co 2 1 4 1 3 1 3
5 Network Service Co 4 3 3 4 3 3 3
6 Network Service Co 4 4 4 3 2 2 3
7 Network Service Co
8 Network Service Co 4 4 3 4 3 3 3
9 Network Service Co 4 3 3 3 3 3 3

10 Network Service Co 3 2 3 4 2 3 2
11 Network Service Co 4 4 4 4 3 3 3
12 Network Service Co 3 4 4 3 2 3 4
13 Network Service Co 3 3 4 3 3 3 3
14 Network Service Co 3 3 4 4 4 3 3
15 Engineering Co 3 3 3 3 3 3 3 **)
16 Industrial Service Co 3 4 4 4 2 3 3
17 Industrial Service Co 4 4 2 2 3 3 3
18 Industrial Service Co 3 3 3 4 4 3 4
19 Union 3,5 4 3,5 3,5 2,5 3 2,5 ***)

Average 3,4 3,3 3,5 3,3 2,9 2,9 3,1
Deviation 0,57 0,80 0,59 0,80 0,66 0,62 0,48

*) Good, clear consept, process and execution. Motivated personnel and resource modell.
**) All important, not sustainable, to develop all
***) In the market has to find space for innovations
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11. Industrial Service business – How does it works? 

Questions Fully 
disagree 

Disagree Agree Fully agree Cannot 
answer 

 1 2 3 4 empty 

Market is open?      
Market rules are ok? 
Tender competitions are same to all? 

     

Competitors number is ok?      
Resources are changing employers easily?      
Regulations do not disturb the open market?      
Bayer’s’ power is too strong?       
Other      

 

Replies: 
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Appendix 3. Industrial Service Companies 

 

Appendix 3.1  Financial data sets (revenues, profit/EBITDA, investments), 
summary 

Appendix 3.2  Selected questions and replies of Industrial Service company 
Questionnaire 9.1.2018: 

Appendix 3.3  Summary of service companies’ operational actions and 
performance 
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Appendix 3.1    1(3) 

 

Financial data sets 2007-2017 (revenues, profit/EBITDA, investments) 
Summary 

 

  

Revenues (1000€/growth rate%) 

 

Revenues 2007-2017
2 007 2 008 2 009 2 010 2 011 2 012 2 013 2 014 2 015 2 016 2 017 CAGR=Compound Annual Growth Rate

AMGR=Annual Mean Gowth Rate
Company 2007-201 2007-201 2012-2017

COM1  146 191  169 014  184 363  170 778  211 696  259 837  253 606  246 275  283 471  281 096  280 420 CAGR 6,7 % 9,7 % 1,5 %
15,6 % 9,1 % -7,4 % 24,0 % 22,7 % -2,4 % -2,9 % 15,1 % -0,8 % -0,2 % AMGR 7 % 10 % 5,2 %

COM2 168 000 267 000 318 000 307 000 404 000 367 000 326 000 217 000  259 213  243 104  245 322 CAGR 3,9 % 24,5 % -7,7 %
58,9 % 19,1 % -3,5 % 31,6 % -9,2 % -11,2 % -33,4 % 19,5 % -6,2 % 0,9 % AMGR 7 % 27 % -6,6 %

COM3  30 735  39 974  42 440  56 252  57 692  74 546  79 381  75 943  81 892  89 013  107 560 CAGR 13,3 % 17,0 % 7,6 %
30,1 % 6,2 % 32,5 % 2,6 % 29,2 % 6,5 % -4,3 % 7,8 % 8,7 % 20,8 % AMGR 14 % 18 % 11,5 %

COM4  5 592  10 250  10 466  11 432  13 414  15 473  20 687  31 415  18 465  18 619  18 281 CAGR 12,6 % 24,5 % 3,4 %
83,3 % 2,1 % 9,2 % 17,3 % 15,3 % 33,7 % 51,9 % -41,2 % 0,8 % -1,8 % AMGR 17 % 28 % 9,8 %

COM5  38 014  39 873  38 701  37 034  33 359  36 388  36 022  36 703  34 204  30 841  30 086 CAGR -2,3 % -3,2 % -3,7 %
4,9 % -2,9 % -4,3 % -9,9 % 9,1 % -1,0 % 1,9 % -6,8 % -9,8 % -2,4 % AMGR -2 % -3 % -1,5 %

COM6  6 167  6 092  6 737  6 256  7 467  8 089  8 370  8 676  9 258  9 058  10 459 CAGR 5,4 % 4,9 % 5,3 %
-1,2 % 10,6 % -7,1 % 19,4 % 8,3 % 3,5 % 3,7 % 6,7 % -2,2 % 15,5 % AMGR 6 % 5 % 5,9 %

COM7  4 030  9 203  8 780  10 970  12 493  12 181  9 967  12 735  12 768  11 938  9 198 CAGR 8,6 % 32,7 % -5,5 %
128,4 % -4,6 % 24,9 % 13,9 % -2,5 % -18,2 % 27,8 % 0,3 % -6,5 % -23,0 % AMGR 14 % 41 % -3,7 %

COM8  11 239  24 224  22 953  23 160  20 658  24 600  28 540  30 609  36 128  35 742 CAGR 13,7 % 11,6 %
115,5 % -5,2 % 0,9 % -10,8 % 19,1 % 16,0 % 7,2 % 18,0 % -1,1 % AMGR 18 % 37 % 8,1 %

COM8  1 600  3 585  5 239  7 555  11 359  13 749  15 263  18 029  34 866  26 760  31 934 CAGR 34,9 % 63,2 % 18,4 %
124,1 % 46,1 % 44,2 % 50,4 % 21,0 % 11,0 % 18,1 % 93,4 % -23,2 % 19,3 % AMGR 40 % 66 % 23,3 %

COM9  14 494  15 168  13 009  11 740  14 485  16 260  14 681  14 515  14 995  14 400  16 904 CAGR 1,6 % 0,0 % 0,8 %
4,7 % -14,2 % -9,8 % 23,4 % 12,3 % -9,7 % -1,1 % 3,3 % -4,0 % 17,4 % AMGR 2 % 1 % 3,0 %

COM10  22 762  33 855  35 001  62 204  66 000 CAGR 39,8 % 39,8 %
48,7 % 3,4 % 77,7 % 6,1 % AMGR 34 % 34,0 %

IND1  10 559  6 856  12 633  14 422  35 432 CAGR 35,3 % 35,3 %
-35,1 % 84,3 % 14,2 % 145,7 % AMGR 52 % 0 % 52,3 %

IND2  65 624  146 792  160 456  157 314  159 793  167 368  155 890  166 504 CAGR 14,2 % 0,7 %
123,7 % 9,3 % -2,0 % 1,6 % 4,7 % -6,9 % 6,8 % AMGR 14 % 31 % 2,3 %

All network co 11 pcs 414 823 571 398 651 959 641 970 789 125 824 181 811 339 723 686 814 742 823 161 851 906 CAGR 4,1 % 17,4 % 0,7 %
# companies 9   10   10   10   10   10   11   11   11   11   11 AMGR 17 % 20 % 11 %

2 007 2 008 2 009 2 010 2 011 2 012 2 013 2 014 2 015 2 016 2 017 2007-201 2007-201 2012-2017
Revenues/all co averag 46 091 57 140 65 196 64 197 78 913 82 418 73 758 65 790 74 067 74 833 77 446 CAGR 5,3 % 14,4 % -1,2 %

AMR 14,3 % 23,0 % 8,1 %
Internat. co average, 3 105 264 150 279 177 275 169 429 216 738 220 415 206 490 169 948 202 720 195 696 197 806 CAGR 6,5 % 19,8 % -2,1 %

AMR 24,0 % 46,7 % 10,0 %
Municipal co avarage, 13 659 16 117 15 539 15 486 16 244 17 678 17 945 20 809 17 938 16 971 16 986 CAGR 2,2 % 4,4 % -0,8 %

AMR 7,4 % 14,4 % 2,7 %

Industrial service co average 83 937 83 325 90 001 85 156 100 968 CAGR 4,7 %
-0,7 % 8,0 % -5,4 % 18,6 % AMR 5,1 %
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             2(3) 

Profitability, EBITDA, M€/%        

   

 

 

Profitability EBITDA, M€/%
2 007 2 008 2 009 2 010 2 011 2 012 2 013 2 014 2 015 2 016 2 017

Average CAGR
Company 2007-201

COM1  8 747  4 925  6 359  9 760  7 683  14 584  16 733  11 342  17 229  18 979  14 912 5,48 %
6,00 % 2,90 % 3,50 % 5,70 % 3,60 % 5,60 % 6,60 % 4,60 % 6,10 % 6,80 % 5,30 % 5,15 %

COM2 11 100 15 800 17 600 6 200 400 -16 882 10 106 4 340  15 747  17 283  16 360 3,96 %
6,60 % 5,90 % 5,50 % 2,00 % 0,10 % -4,60 % 3,10 % 2,00 % 6,10 % 7,10 % 6,70 % 3,68 %

COM3  1 472  2 369  2 117  3 541 - 1 650  2 757  5 171  2 956  3 593  1 836  3 419 8,79 %
4,80 % 5,90 % 5,00 % 6,30 % -2,90 % 3,70 % 6,50 % 3,90 % 4,40 % 2,10 % 3,20 % 3,90 %

COM4 -  534 -  159   127   526   251   756  1 350  1 892   732   993 - 1 278 9,12 %
-9,50 % -1,50 % 1,20 % 4,60 % 1,90 % 4,90 % 6,50 % 6,00 % 4,00 % 5,30 % -7,00 % 1,49 %

COM5  2 567  3 005  2 821  1 318 - 1 886 -  63   861  1 212  1 430  1 328   542 -14,40 %
6,80 % 7,50 % 7,30 % 3,60 % -5,60 % -0,20 % 2,40 % 3,30 % 4,20 % 4,30 % 1,80 % 3,22 %

COM6  1 252  1 128  1 520  1 050  1 455  1 077  1 213  1 158  1 272   889  1 028 -1,95 %
20,30 % 18,50 % 22,60 % 16,80 % 19,50 % 13,30 % 14,50 % 13,40 % 13,70 % 9,80 % 9,80 % 15,65 %

COM7 -  325   863  1 024   749   861   540   551   893   751 -  138 - 1 163 13,60 %
-8,10 % 9,40 % 11,70 % 6,80 % 6,90 % 4,40 % 5,50 % 7,00 % 5,90 % -1,20 % -12,60 % 3,25 %

COM8  1 101  2 236  1 211  1 825  1 290   561  3 395  3 582  4 036  2 557 9,81 %
9,80 % 9,20 % 5,30 % 7,90 % 6,20 % 2,30 % 11,90 % 11,70 % 11,20 % 7,20 % 8,27 %

COM8   82   236   537   420   642   392   589  1 217  2 993  1 356  1 950 37,28 %
5,10 % 6,60 % 10,30 % 5,60 % 5,70 % 2,90 % 3,90 % 6,80 % 8,60 % 5,10 % 6,10 % 6,06 %

COM9   391   491 - 1 001 -  703   966  1 422   668   414   196   373   582 4,06 %
2,70 % 3,20 % -7,70 % -6,00 % 6,70 % 8,80 % 4,60 % 2,90 % 1,30 % 2,60 % 3,40 % 2,05 %

COM10  2 380  4 873  4 260  6 447 39,40 %
10,50 % 14,40 % 12,20 % 10,40 % 11,88 %

All network co, 11pcs 3,9 % 6,8 % 6,9 % 5,1 % 4,4 % 4,5 % 6,0 % 6,9 % 7,1 % 5,8 % 2,4 % Average 5,4 %
ernat. network co. 3p 5,9 % 8,4 % 9,5 % 6,2 % 5,8 % 3,4 % 5,3 % 8,4 % 10,8 % 10,1 % 8,4 % Average 7,5 %
nicipal network co,6p 2,8 % 7,2 % 6,7 % 5,4 % 4,4 % 5,8 % 6,7 % 6,1 % 5,6 % 3,8 % -0,2 % Average 4,9 %
Average/yr 4,00 % 1,80 % 3,60 % 6,35 % 6,51 % 6,35 % 4,79 % 1,08 % Average 4,3 %

IND1  1 203   964 -  152   608  2 689  3 281 22,3 %
11,40 % 14,10 % -1,20 % 4,20 % 7,60 % 8,20 % 7,4 %

IND2  2 647  2 706  5 693  2 978  3 862  5 273  4 065  4 055 6,3 %
4,00 % 1,80 % 3,60 % 1,90 % 2,40 % 3,20 % 2,60 % 2,40 % 2,7 %

Industrial service co, 2pcs. average 4,00 % 1,80 % 3,60 % 6,65 % 8,25 % 1,00 % 3,40 % 5,00 % 4,2 %
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Investments         3(3) 

 

  

Investments
1 000 €

Company 2 007 2 008 2 009 2 010 2 011 2 012 2 013 2 014 2 015 2 016 2 017 Total Inv./yr
COM1 Revenues  146 191  169 014  184 363  170 778  211 696  259 837  253 606  246 275  283 471  281 096  280 420

Inv.  2 011  1 931  1 021  3 129  2 041  2 128  2 618  2 589  1 648  4 673  4 329 28 118 2 556
Inv/TO % 1,4 % 1,1 % 0,6 % 1,8 % 1,0 % 0,8 % 1,0 % 1,1 % 0,6 % 1,7 % 1,5 % 1,1 %

COM2 168 000 267 000 318 000 307 000 404 000 367 000 326 000 217 000  259 213  243 104  245 322

COM3 Revenues  30 735  39 974  42 440  56 252  57 692  74 546  79 381  75 943  81 892  89 013  107 560
Inv.   344   552   653  1 846  1 130   809   660   692  1 021  5 759  3 365 16 831 1 530

Inv/TO % 1,1 % 1,4 % 1,5 % 3,3 % 2,0 % 1,1 % 0,8 % 0,9 % 1,2 % 6,5 % 3,1 % 2,1 %
COM4 Revenues  5 592  10 250  10 466  11 432  13 414  15 473  20 687  31 415  18 465  18 619  18 281

Inv.   154   482   273   103  1 093   331   130   330   166   279   116 3 457 314
Inv/TO % 2,8 % 4,7 % 2,6 % 0,9 % 8,1 % 2,1 % 0,6 % 1,1 % 0,9 % 1,5 % 0,6 % 2,4 %

COM5 Revenues  38 014  39 873  38 701  37 034  33 359  36 388  36 022  36 703  34 204  30 841  30 086
Inv.   41   226   187   300   111   41   41   16   89   27   51 1 130 103

Inv/TO % 0,1 % 0,6 % 0,5 % 0,8 % 0,3 % 0,1 % 0,1 % 0,0 % 0,3 % 0,1 % 0,2 % 0,3 %
COM6 Revenues  6 167  6 092  6 737  6 256  7 467  8 089  8 370  8 676  9 258  9 058  10 459

Inv.   13   6 -  1   2   101   22   3   0   0 -  1   13 158 14
Inv/TO % 0,2 % 0,1 % 0,0 % 0,0 % 1,4 % 0,3 % 0,0 % 0,0 % 0,0 % 0,0 % 0,1 % 0,2 %

COM7 Revenues  4 030  9 203  8 780  10 970  12 493  12 181  9 967  12 735  12 768  11 938  9 198
Inv.   262   118   253   208   213   37   163   179   272   60   134 1 899 173

Inv/TO % 6,5 % 1,3 % 2,9 % 1,9 % 1,7 % 0,3 % 1,6 % 1,4 % 2,1 % 0,5 % 1,5 % 2,0 %
COM8 Revenues  11 239  24 224  22 953  23 160  20 658  24 600  28 540  30 609  36 128  35 742

Inv.   115   268   218   150   821   385   399   155  5 032  1 117 8 660 787
Inv/TO % 1,0 % 1,1 % 0,9 % 0,6 % 4,0 % 1,6 % 1,4 % 0,5 % 13,9 % 3,1 % 2,6 %
Revenues  1 600  3 585  5 239  7 555  11 359  13 749  15 263  18 029  34 866  26 760  31 934

Inv.   84   115   174   534   729   1   891   908   324 -  369 -  1 3 390 308
Inv/TO % 5,3 % 3,2 % 3,3 % 7,1 % 6,4 % 0,0 % 5,8 % 5,0 % 0,9 % -1,4 % 0,0 % 3,2 %

COM9 Revenues  14 494  15 168  13 009  11 740  14 485  16 260  14 681  14 515  14 995  14 400  16 904
Inv.  1 321  1 507 -  1   0   241   118   42   0   11   36   164 3 439 313

Inv/TO % 9,1 % 9,9 % 0,0 % 0,0 % 1,7 % 0,7 % 0,3 % 0,0 % 0,1 % 0,3 % 1,0 % 2,1 %
COM10 Revenues  22 762  33 855  35 001  62 204  66 000

Inv.  1 685  1 505  3 256   949 7 395 1 849
Inv/TO % 7,4 % 4,4 % 9,3 % 1,5 % 0,0 % 2,1 %

Network companies investments average %/revenues 1,8 %

IND1 Revenues  10 559  6 856  12 633  14 422  35 432
Inv.   415   359   251   70   358 1 453 291

Inv/TO % 3,9 % 5,2 % 2,0 % 0,5 % 1,0 % 2,5 %
IND2 Revenues  65 624  146 792  160 456  157 314  159 793  167 368  155 890  166 504

Inv.  34 452   947   888  3 597  2 023  1 914  2 135  1 575 47 531 5 941
Inv/TO % 52,5 % 0,6 % 0,6 % 2,3 % 1,3 % 1,1 % 1,4 % 0,9 % 7,6 %

Total investments 2007-2017 (1000€)
All network companies (excl. COM2, comment 1) 74 477 total 7 947 per company

722 per company/yr
International network companies, 2 pcs. (excl.COM2) 40 168 total 20 084 per company

per company/yr
Municipal network comanies, 6 pcs. 26 914 total 4 486 per company

408 per company/yr
Industrial service companies, 2 pcs. 48 984 total 24 492 per company

1 884 per company/yr

Comment 1: COM2 company investments not divided to network/industrial services from total investments
Commet 2: Investments include also acqusitions, these are not separated from normal annual investments, by yellow colour marked estimated to include acquisitions
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Appendix 3.2        1(4) 

Selected questions and replies of the Industrial Service Company 
questionnaire 9.1.2018 (examples) 

Total number of questions was 23 including 150 sub-questions. 

 

9. How to sort out and explore critical success factors?   

Questions Fully 
disagree 

Disagree Agree Fully 
agree 

Cannot 
answer 

 1 2 3 4 empty 

Value chain (Porter)      
SWOT      
VRIO - competences      
GS/BCG - matrix      
Unit/product costs      
Customer responses      
By developing overwhelming 
competences 

     

Competitor survey       
Other      
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Replies: 
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      2(4) 

11. Best tools and means to achieve Competitive Advantage? 

Questions Fully 
disagree 

Disagree Agree Fully 
agree 

Cannot 
answer 

 1 2 3 4 empty 

Profit review regularly      
Tender audit      
Tender audits with customers      
Systematic contract evaluation with customers      
With new services?      
Competitor follow up?      
Other      

 

Replies: 
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      3(4) 

16. What are future means to develop a Sustainable Competitiveness 
in your company? 

Questions Very 
important 

Important Good Minor 
meaning 

No 
important 

To grow 5 4 3 2 1 

Better profitability      
Keep critical competences      
New service products      
Customer proximity      
Better internal follow up system      
Networking with partners      
Better incentive model      
Better procurement      
Better competitor survey      
Internationalization      
Other      
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Replies: 
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    4(4) 

17. Have the company achieved the targets? 

Questions Very well Good Reasonable Not good Badly 

 5 4 3 2 1 

EBITDA 2005-2012      
EBITDA 2013-2017      
Efficiency 2005-2012      
Efficiency 2013-2017      
Competitiveness 2005-2012      
Competitiveness 2013-2017      
Other comments      
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Replies: 
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Appendix 3.3    

Summary of service companies’ main actions and performances 
2006-2017 

 

 

 

 

 

  

Summary of service companies' operational main actions

Company 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 Other remarks
Com 1 K A, E, F A,F A,G C,E A,H E, G, I, J G, I,M
Com 2 A, D, H B,H E, H, I, B, K,L A,D,L A, E E I, E, J ,M D, G D, J,M F,J I,J, E,M H, I, J
Com 3 B,E K, E K, H, C L, I, E B, H, O K, H, E, I, J C C H B B
Com 4 H H H E B, I, E C, H C H E,M M E
Com 5 E E, H I, E M, E,O C,N, J D D M, N M E
Com 6 C C H J N N N Mostly Group internal services
Com 7 H, C H H C, E H, E H, F,M B, H H M E, J,O E,J,M Mostly Group internal services
Com 8 C, B C,B, E, I C, I C, E D D,K, E D,I,M M B, D E
Com 9 L, H,M,O E,D,M C, D D,E,O E, J F H Mostly Group internal services
Com 10 B, D B,D B, H E

Summary 3 3 4 3 4 4 4 4 2 2 3 1 Growth (Int.A, domestic B, organic B)
2 4 4 2 2 2 2 1 2 2 1 2 New business (H)
1 1 1 1 1 3 5 1 1 Profit improvement (D)
2 2 2 2 4 7 1 1 2 2 3 5 Low profit (E)

1 2 2 1 1 Restructuring, including CEO (F)
2 1 1 Focusing profit (G)

2 1 2 1 1 2 2 Divestments (I)
1 3 1 2 3 2 Finacial challenges (J)

2 2 1 1 Ownership change (K)
1 3 Economical recession (L)

1 1 1 2 2 4 3 2 Revenues declined M)
1 1 2 1 Environment, storms, ground cabling (N)

1 1 1 1 1 Fierce competence (O)

A  = International growth, M&A I  = Divestments
B  = Domestic growth, M&A J  = Financial challenges
C  = Organic growth K  = Ownership change
D  = Profit improvement L  = Economical recession
E  = Low profit M  = Revenues declined
F  = Restructuring, including CEO N  = Environment, storms, ground cabling
G  = Focusing profit O  = Fierce competition
H  = New business
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Service companies’ operational actions and performances 2006-2017 

 

1. Company COM1  

The Company COM1 is a multinational service company that offers a wide range 
of services ranging from design, construction and maintenance services to 
comprehensive project deliveries electrical and telecommunication business. 

Remarks on performance of the case company COM1 in 2011 – 2016. 

2011 The company made new market entries and won new customer contracts, and improved operational efficiency and cash position.  
The company’s growth in revenue was achieved organically with positive contributions from most areas and geographies.  
The operating result stayed at a stable level as the company has made important structural improvements in recent years and this 
has helped us to perform practically in all market conditions. 

2012 The company’s revenue increased due to organic growth coupled with new market openings in the UK and Ukraine.  
Steady improvement of operating result and liquidity were achieved by means of systematic development of company’s operational 
model. The operating result included costs of closing down of unprofitable business operations. 

2013 The company continued its positive improvement focusing on operating result, rather than growth of revenue. 
The company’s capability to offer major turnkey projects is well supported by its specialized engineering company with 200 
employees. 
A new power transmission and distribution unit was opened in Germany. 
A new joint venture company with telecom operator will start operations in the beginning of 2015. 
The company sold part of its business and 39 employees shifted company. 

2014 The company’s revenue increased purely due to organic growth. 
The company’s operating result slightly decreased due to changes in mix of maintenance and projects of a business line. 

2015 The company’s revenue growth was driven by the successful completion of acquisitions in Germany and Norway, as well as healthy 
organic growth.   
The company’s operating result also continued to improve. 
The company signed new framework agreements with all of the largest telecom operators to construct fibre and mobile networks.   
The company conducted the second largest acquisition, consolidating a joint venture with Norwegian telecom operator.  
The company made another strategic acquisition within rail business in Norway.  
The company acquired a power transmission business in Germany. 

2016 The company recruited a new president and CEO. 
The company’s revenue increased due to previous business transactions and organic growth within the power and communication 
segments. 
The company’s operating result damaged due to the deficiencies of project business as some projects had too aggressive historical 
revenue recognition in certain projects. 
The company will concentrate its operations on the healthy core business equivalent to 85% of revenue and with stable profitability. 
The core businesses are within power and communication in the Nordics, Poland and Germany.  
The company discontinues its unprofitable operations in the UK and will continue to divest other businesses on next year. 
The negative operating result lead to danger company’s long-term financing needs. 

2017 Focusing on profit improvement in the new strategy. Divesting businesses outside Europe as well as rail operation and power 
distribution in Baltic countries. Revenues dropped 4,5% and EBITA margin turned to slightly negative (+3%). Number of 
employees reduced by 15%. Strategic priorities on AMR projects, market leader. 

 

2. Company COM2  

The Company COM2 is a multinational service company that builds, installs, 
maintains and repairs electrical and telecommunication networks, maintains 
power plants and factories and provides ICT solutions.  

Remarks on performance of the case company COM2 in 2006 – 2016. 

2006 The company’s competitiveness is based on motivated employees, wide customer group and versatile 
expertise. 
The company increased its revenue by merging new companies and businesses. The mergers 
strengthened the construction and maintenance of tele communication networks as well as 
industrial plant maintenance. 
The revenue of the company increased due to acquisitions and large project deliveries in Baltics. 
The operating result of the company increased due to acquisitions of new companies and a business. 
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Seasonal fluctuations play a major role in the company’s liquidity, and as business grows, the 
importance of working capital optimization is emphasized. 
The company made seven company and business acquisitions, bringing 250 new employees and a 
turnover of EUR 13 million. 

2007 The revenue of the company increased due to new acquisitions and increased demand in electrical 
network and industrial services.  
The operating results increased due to increased volume and improvements in procurement. 
The two thirds of investments were invested in acquiring new businesses. 
The company expanded its telecommunication services by acquiring six companies and businesses, 
which doubled the revenue of telecommunication business. 
The ownership of the company changed, as there is now a new capital investor and still part of the 
ownership is in the management team. 

2008 The finance crisis decreased the company’s order books and resulted unprecedented personnel 
adjustments. 
The growth of revenue was due to seven company and business acquisitions as well as organic growth 
in industrial and telecommunication network services. 
The growth of operating results was due to increased volume of operations as well as administrative 
costs decreased in comparison to growth of revenue. 
Company divested two partially owned subsidiaries from Russia as the failed to launch as intended.  
Company’s group structure and operating model has been renewed. 

2009 The revenue grew due to new acquisitions, in some areas the revenue grew and in some areas the 
revenue declined due to economic recession. 
The operating results was on satisfactory level due to economic recession. 
The company acquired two new companies and expanded its operations into new customer 
segments. 

2010 The company’s revenue declined due to decrease in transmission network project volumes, rest of 
the businesses increased their revenue. 
The declined in project volumes and tightening price competition among competitors resulted the 
negative operating result. 

2011 The company’s revenue grew significantly as all businesses increased their sales due to customers’ 
investments increased. 
The company did not achieve the desired operating results because of its revenue grew strongly and 
there were unprofitable service contracts as well as industry’s tight price competition. 
The company has a development program to boost profitability, and therefore the company has 
decreased number of employees in the businesses that have lost contracts or the profitability level is 
not acceptable. 

2012 The company’s revenue declined significantly due to decreases in sales of almost each business as 
well as divestments of some operations.  
The company focused to improve its operating result and cash flow during the year and managed to 
balance the company’s cash flow and liquidity in second half of the year by the efficiency 
improvements and capital loan from the owner. 
The company's return on investment was negative for 2012-2010, also the equity ratio was negative 
for 2012-2011. 

2013 The key to the company's operations was restoring profitability and stabilizing business and this was 
achieved. 
During the year, company managed to attain new construction and service contracts as well as 
continue existing contracts. 

2014 The company’s revenue decrease caused by the discontinuation of unprofitable business. The 
revenue of continuous operations remained on same level as in previous year.  
The company expanded its operations and customer base through two business transaction. 
The 47 employees were laid off temporarily. 

2015 Service sales in the energy business continued to grow strongly as well as in the telecommunication 
business in both Finland and Sweden. In the industrial business, company’s revenue decreased due 
to previous year’s divestments. 
The company restructured the Group's legal structure.  

2016 The company’s revenue decreased and operating result increased due to focusing on businesses 
where it has demonstrated a solid history of profitable operations. The company exited loss-making 
businesses and the operations in the telecom network and industry sectors in Sweden were run 
down. Company also decreased its position in the highly competitive power distribution 
construction market. 
The company did not target to defend its market share at the expense of profitability and resulted to 
a slight decrease of revenue. 

2017 Revenues increased slightly as well as profit. Digital solution was developed in industry and energy 
segments. Wind farm projects in Sweden. Work safety improved. Swedish business was discontinued 
as well as some Latvia operations. Liquidity and cash challenges. 
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3. Company COM 3  

The Company COM3 is a Finnish-owned provider of life cycle services and 
solutions for electrical and telecommunication networks and systems. The 
company’s customers include The Baltic and Central European telecom 
operators, Finland's most important transmission and distribution network 
companies, global equipment manufacturers and a large number of industrial 
companies, cities and municipalities.  

Remarks on performance of the case company COM3 in 2006 – 2016. 

2006 The company acquired ownership of telecommunication network business and 16 employees. 
Strong price rises in materials weakened profitability, the company mitigated it by purchasing 
material in advance to the storage for the coming months. 

2007 Ownership of the company was sold to another Finnish company.  
The key feature was the increase in demand in the electricity and telecommunications business and, 
at the same time, the tightening of competition in the market.  
Operating result was further weakened by a very strong rise in material prices. 

2008 Ownership of the company was partially sold to another Finnish company.  
Industrial maintenance service provider business merged to the company. 
Unit price agreements were signed with Finnish energy companies. 
Networking with the equipment and design offices has enabled business growth. 

2009 The growth in demand for construction and maintenance of electricity and telecommunications 
networks declined with the global economic recession. 
The construction business on electricity networks was expanded to a new area. 
The company made a service contract with telecom operator for the construction and maintenance 
of telecommunications networks. Additionally, a transfer of business was made and 16 employees 
moved to the company’s payroll. 
The company acquired telecom network design and installation business from another telecom 
operator 10 employees moved to the company’s payroll. Additionally, a service contract was made 
for the installation and maintenance of telecommunications networks.  
As a result of the deterioration of profitability, the co-operation negotiations were held in the 
company and 29 employees were dismissed. 

2010 A number of target-specific electrification projects were won that significantly increased revenue. 
The company's business expanded significantly and revenue almost doubled due to new service 
contracts and acquisitions. 
The company acquired a business that has special expertise in the installation and maintenance of 
mobile networks. 
The installation business on electricity grids expanded through a new customer to a new area.  
The market is still open to extensive deliveries. Competition in the market is fierce. The fastest and 
most cost effective companies are successful on the market. 

2011 Ownership of the company was sold to another Finnish company. 
The company expanded to new areas and gained significant new customers.  
The company's profitability was weakened by increased personnel, material and subcontracting 
costs as well as the creation of new units increased costs.  
Due to the weakened profitability, the company launched a streamlining program, which reduces 
fixed costs and operations are being developed. 

2012 The company's business expanded significantly, especially due to growth in telecommunication and 
electricity service businesses. 
The task of Development and Human Resources was set up in the company's management team. 

2013 The company received new service contracts with new customers and was able to continue existing 
agreements with old customers. With these agreements, the company's business increased 
moderately. 

2014 A subsidiary merged with the company. 
2015 The company acquired a measurement and data management service business. 

2016 The company’s revenue increased due to the growth in existing customer contracts in the 
telecommunication business.  
The company acquired a new business. The company became a multi-talent of critical 
telecommunication networks, offering its customers wider service packages from design, 
construction and maintenance to network management and optimization across network life cycles.  
Due to acquisition, the company became a multinational company and is now one of the most 
advanced service provider in critical telecommunication networks. 

2017 Acquiring telecom network construction and maintenance service company from one teleoperator, 
125 persons. Revenues growth is 10% as well as profit increases to 3,3% (2,8%). 
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4. Company COM4  

The Company COM4 delivers versatile services and solutions from the customer's 
needs in the electrical and telecommunications industry. Company is owned by 
two Finnish energy companies and operates only in parts of Finland.  

Table 7. Remarks on performance of the case company COM4 in 2006 – 2016. 

2006 The construction network business was expanded to a new area. The workload in the new area has 
been good, but the launch of the unit was hampered by the shortage of skilled labor. 
The result of the company was burdened by the costs of setting up a new unit and the shortage of 
skilled labor.  

2007 The company started the powerline line business with a few employees. The powerline operation 
got a quick start by entering into a first contract with a large electricity network company and project 
planning began in the end of year. 
The result was burdened by the new business as revenue was not yet generated.  

2008 The company’s revenue was boosted by the powerline construction business and the additional 
volume gained from the launch of the new are unit. The volume of completed projects was also 
higher than in the previous years. 
The most significant event of the year was the launch of a new unit when the energy company 
transferred its network construction business to the company and became a partial shareholder of 
the company. As a result of the transaction, the number of personnel grew by 14. 
Another new area unit started as a new service contract with the electricity network company was 
agreed.  

2009 No annual report 
2010 The company’s revenue was strongly boosted by the areas established in recent years. 

Also, volume development in powerline construction was achieved, although budget targets were 
not met and profitability was low. 
Partial ownership of a company in construction and maintenance of wind power plant creates new 
business opportunities. 

2011 The company acquired a business specializing in industrial electrification and building services, 
bringing a significant boost to the electricity services. 
The company decided to abandon the construction of powerlines and continue inspection and 
maintenance activities and project monitoring services of powerlines. Its office was terminated and 
the remaining functions transferred to another branch office. 
The company's operating result was weakened by the weak market situation. 
The mobile work control system and the vehicle tracking system enables new and more efficient 
modes of operations. 

2012 The company signed major maintenance and construction contract to change air wiring to 
underground cabling. 
The company reorganized its area units by creating bigger service areas. 
The company acquired a business to strengthen the electrical and maintenance supplier role of 
industrial and public construction projects. 

2013 The new construction contract was the most significant revenue generator during the year. 
The management of the new maintenance area required new investments to procurement of 
equipment and tools and to the recruitment of new employees. 

2014 The same construction contract was the most significant revenue generator during the year. 
The company renewed a maintenance contract to an existing area for a period of two years. 
During the contract period, the customer terminated the new maintenance contracts with all of his 
contractors. 
A tele operator outsourced its construction business to the company. 

2015 The large decrease in the company's revenue was due to the exceptionally high number of projects 
earned in 2014. 
Expectations for revenue growth are moderate, due to two major customers. In the future, the 
material will be procured by buyer, which will impact on the revenue. 

2016 The revenue was impacted due to the fact that the customer is making the procurement of materials. 
The company signed significant construction contract with an electrical network company to 
improve network reliability.  
The electrical network company will emphasize quality and customer satisfaction more in the 
future. 

2017 Revenues dropped a little but profit turned strongly negative -9% (+2%). Project management 
competencies were delopped. 
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5. Company COM5 

The Company COM5 offers its customers a comprehensive range of services 
related to the design, construction and maintenance of electronic infrastructure 
networks and systems as well as data networks. The Company has been 
established when two electric companies outsourced the construction and 
maintenance of electrical networks to it.  

Table 5. Remarks on performance of the case company COM5 in 2006 – 2016. 

2006 The scope of operations was at the previous year's level as expected.  
Profitability was weakened by the price development of raw materials. 

2007 The scope of operations was at the previous year's level as expected.  
Profitability was weakened by the price development of raw materials. 
As a new product area, the company started designing street lighting, with its operating volume and 
human resources being transferred from an energy company. 
The company's goal is to increase profitability by focusing on the best areas of expertise. A focused 
product portfolio and focused operation areas support the development of quality of service and 
competitiveness, which can be expected to continue to be successful in the future. 

2008 The scope of operations was at the previous year's level as expected.  
Profitability was supported by the declining cost of raw materials and productivity improvements. 
The focus of business development has been to continuously improve cost efficiency and quality 
management. Particular attention has been paid to the management of human resources and the 
enhancement of customer quality. 

2009 Demand for company services has remained fairly stable. 
Raw material prices have been significantly lower than in the previous year. Due to the strong price 
competition in the industry, this positive cost development has a minor impact on company’s 
operating result. 
Customers take advantage of market offerings and distribute procurement to multiple suppliers. 
This combined with the increasing number of service providers and high competition puts 
challenges on the company's sales, delivery methods and competitiveness. 

2010 No annual report 
2011 Revenue decreased due to decline in the contract portfolio and the tightening of pricing.  

As a result of the tightening of pricing and the rise in costs, operating result declined steeply. In 
particular, the cost of tools and subcontracting services has increased significantly. 
The markets are in a strong transition phase, where electricity network companies seek to improve 
cost efficiency and service providers actively market shares. In the tighter competitive environment 
of the industry, the price factor is emphasized. At the same time, production costs are upward. These 
together generate a challenge for maintaining profitability. 
The company suffers from seasonal fluctuations resulting in layoffs for employees. 
There was significant turnover in the middle management, which affected the implementation of 
construction projects and the development of new services. 

2012 The company's revenue grew due to the stable orders and contract portfolio and previous year’s 
unfinished project were invoiced. 
The demand has risen due to recent storm damages that have triggered investments aimed at 
improving operational reliability of the electrical network. 
Due to the significant loss in 2011 and the weak performance in the first half of the year, the 
company's liquidity weakened and the owners granted the company a capital loan to improve the 
financial position. 

2013 Revenue fell slightly, although operations in one area ended. Revenue was boosted by big projects.  
Keeping the level of revenue at the previous year's level, improving the profitability of the contract 
portfolio and improving productivity boosted the operating result positive. 
The company's billing cycle was further improved and the financial position and liquidity were better 
than in the previous year. 
The development of revenue depends to a large extent on the realization of project sales. 

2014 Most of the company's revenue consisted of longer-term seasonal contracts, in addition to which the 
sales of the project had a significant share.  
The company’s operating result increased due to the growth in revenue and productivity 
improvements.  
In service procurement, the price is still the most significant, unless the only selection criterion, 
which is a challenging situation for the development of the business. 

2015 The company’s revenue decreased due to changes in the contract portfolio.  
Operating result was better than anticipated due to improved efficiency. 
In the construction of underground cable networks, ground construction companies have 
increasingly taken on a foothold as a main contractor besides the traditional subcontractor. 
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2016 Revenue decreased due to changes in the contract portfolio.  
Due to operational development actions, the operational result was in line with the budget. 
In addition to the traditional construction work, service demand has increased the overall 
construction contracting and the use of project management contracting. 
Ground construction contractors coming from outside the electricity sector are a major contributor 
to the construction of electricity network, both as subcontractors and as main contractors. 

2017 Revenues dropped slightly but profit by was 1/3 of previous year. 

 

6. Company COM 6 

The Company COM6 is responsible for the construction, maintenance and 
servicing of infrastructure, such as electricity, heat and data transmission 
networks. In addition to these, the company also constructs and maintains street 
lighting. The Company COM6 is a subsidiary for a Finnish energy company but 
serves private and corporate customers all over Finland.  

Table 9. Remarks on performance of the case company COM6 in 2006 – 2016. 

2006 35 % of the revenue was generated outside the group. 

2007 34 % of the revenue was generated outside the group. 
2008 35 % of the revenue was generated outside the group. 

The owner of the company sold its operation and maintenance of hydropower, no major impact to 
the operating result. 
The company made a material logistics agreement with the supplier to jointly develop cost-
effectiveness, quality and security of supply. 

2009 35 % of the revenue was generated outside the group. 
The growing economic difficulties of municipalities are also reflected in the network construction 
industry. There are uncertainties about the start-up decisions of new projects. 
Maintenance generates around 50% of the revenue. 

2010 34 % of the revenue was generated outside the group. 
The group's construction, operation and maintenance services of heating were centralized and 
installation staff was moved to under the company. As a result, the company’s expertise expanded 
to construction, maintenance and control of heat and gas networks. 

2011 No annual report available 
2012 29 % of the revenue was generated outside the group. 

The growing economic difficulties of municipalities are also reflected in the network construction 
industry. There are uncertainties about the start-up decisions of new projects. 

2013 28 % of the revenue was generated outside the group. 
Network companies are expected to increase their investments in their networks.  
On the other hand, the financial difficulties of municipalities are reflected in network construction, 
creating uncertainty. 

2014 30 % of the revenue was generated outside the group. 
Network companies are expected to increase their underground cable investment in their networks. 
Underground cabling employs considerably less network construction companies than air wiring, 
which creates uncertainty in the field.  
On the other hand, the transformation of municipal street lighting networks gives the opportunity 
to grow business. 

2015 35 % of the revenue was generated outside the group. 
Network companies increase their underground cable investment and the construction of 
weatherproof networks. 

2016 38,6 % of the revenue was generated outside the group. 
The operating result was burdened by the abundant amount of unfinished work. 

2017 Revenues increased by 15,5% because of increased ground cablings, weatherproof networks. In the 
autumn big storm repair works. Most of given service to group companies. 

 

7. Company COM 7 

The Company COM7, established in 2006, specializing in the construction, 
operation and maintenance of electricity, street lighting and other cable 
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networks. The Company COM7 is a subsidiary for a Finnish energy company and 
operates only in parts of Finland.  

Table 10. Remarks on performance of the case company COM7 in 2006 – 2016. 

2006 Company’s operations expanded significantly. 
The company signed a partner agreement with an electricity network company. 

2007 The company expanded to a new area due to new contract. 
In the spring, the company purchased its material business from its sister company. This change in 
practice meant that the previously conducted sales of the work developed towards a more holistic 
contracting.  
A tendering round for material suppliers were performed and the company made a three-year 
framework agreement, containing all network building materials, with the selected supplier. 
The company implemented an electronic location and logbook system for vehicles as well as an ERP 
system that enhances the company's business processes, customer service and operating result. 

2008 Part of the substantial growth in revenue is explained by organic growth and some of the better 
workflow and cash flow management allowed by the ERP system.  
The company continued and completed the development projects initiated in the previous year, the 
most important of which was the introduction of an ERP system. The system now manages and 
reports all project activities, including outsourced subcontracting. Enhancing processes has been 
reflected in lead times, billing and cash flow. 
The group's internal network construction work is now under competition. The importance of 
continuous development of operations as a basis for competitiveness. 
In the spring, the company lost the maintenance of governments’ road lighting contract. 

2009 During the two bidding rounds, the company won annual contracts extending the territorial 
coverage of network construction. As a result of the agreements, it was decided to establish a new 
area unit. 
The replacement of lighting to reach energy saving targets set by the EU’s energy service directive 
were implemented in several areas during the year.  
The lighting business was integrated into a new ERP system that brings new efficiency and 
contributes to the monitoring of quality indicators and customer-specific reporting. 
Significant contracts will increase the company's business and expand its scope. 

2010 Significant change occurred in orders received outside the Group as they doubled. 
The company acquired a new contracting business of the distribution network. 
The company's operating result was lower than in the previous year, due to increased cost related to 
the establishment of a new area unit and the business transaction. 
The bidding of material agreement was performed. 

2011 The sister company outsourced its maintenance business to the company which approximately 
caused half of the revenue growth, the other half of the growth was due to increased orders mainly 
from contract customers. 
The level of operating result decreased slightly from the previous year, mainly due to higher material 
prices. 
Remote terminals were introduced to effectively extend work control to the installation staff. 
New material stores maintained by the supplier were established next to the local units and enhances 
and speeds up operations especially with regard to maintenance work. 
Following the bidding, a part of the sister company’s operations was transferred to another 
contractor for a three-year contract. 

2012 The revenue decreased due to losing the maintenance of sister company’s operations. 
New business transaction included industrial electrification solutions and district heating remote 
control installation works. 
The design of the electricity network increased significantly as network customers increased the 
amount of overall construction contracting. 
Co-operation with the subcontractors works efficiently through established partnerships and 
practices 
After the bidding, the road and street lighting maintenance contract of a city was transferred to 
another contractor by a five-year contract.  
CEO has announced that he will be employed by another company. 

2013 Successful adjustment of the costs enabled the operating profit to remain at the same level as in 
2012. 
The company made the first major contract with the telecom operator to implement the fiber 
network. 
A new company was merged to the Group and four employees started to work for the company and 
six people were put on retirement. 
The design of the electricity network increased significantly as network customers increased the 
amount of overall construction contracting further.  
A subcontracting network for terrain planning was developed, which contributes to improving ability 
to implement overall construction contracting. 
The project management of telecommunications contracting tried to utilize new IT solutions that 
achieved significant benefits both in project management and customer satisfaction. 
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A major customer has reduced the volume of its network construction as it is preparing the sale of 
its network business. 

2014 Successful overall construction contracting increased the company’s revenue. 
The company made the first major contract for the construction of a wind power cable and fiber 
network. 
The movement from air wiring to underground cabling decreases the amount of work. 

2015 The revenue decreased due to increased price competition for overall construction contracting. 
2016 The profitability of the contracting business is in the crisis as the air wiring construction has changed 

to underground cabling and the major network operators have changed the rules of competition in 
the industry to favor large contractors. 
Operating result decreased due to the loss of a significant customer and the resulting adjustment 
costs. 

2017 Revenues dropped by 23% and profit was more negative. Network construction works reduced. 
Personnel reductions. Tendering processes and project management were developed. 

 

8. Company COM 8 

The Company COM8 is a multinational service company that offers for electricity 
and lighting network, substations, transformers, railway system and electricity 
safety construction, operation and maintenance services. 

Table 4. Remarks on performance of the case company COM8 in 2008 – 2016. 

2008 The company’s revenue increased due to organic growth in infrastructure business, despite minor challenges in security business 
that were due to strategic shift in customer segments. Services to group companies increased. Personnel redections. Tendering 
processes and project management were developed. The company made staffing reductions in security business due to weak 
performance and the company is identifying next improvement actions. 
The company acquired the electrical network construction business from a large energy company. 

2009 The company’s revenue increased due to the acquisition and growth in security business, despite the challenges in infrastructure 
business. Infrastructure business struggled due to stable weather conditions and customers’ investment decreases. 
The profitability was weakened due to focus on integration, financial crisis and weaker performance of infrastructure business. 
The company’s integration processes were completed throughout the business. The most important measures are the 
implementation of a shared ERP system, the establishment of a group-wide IT platform and the creation of separate accounting 
and payroll departments in all countries.  
The company sold part of its security business to focus on its core businesses.  

2010 The company’s revenue increased due to good performance in infrastructure business despite challenges in security business due 
to low investment rates.  
The company made partial acquisition to a technical security business and established operations in Sweden and Finland. 
The company discontinued its traditional installation business as it was not core business for the company.  

2011 The company’s revenue increased due to organic growth in infrastructure business. 
The company’s operating result decreased due lower activity levels and losses on some projects within the regional grid segment 
and lead to staffing reductions.  
The company’s business areas are experiencing significant competition.  

2012 The company’s revenue declined slightly primarily due to the discontinuation of operations in an area.  
The company’s operating result stayed on the same level due to efficiency improvements, still the company made project losses in 
medium-sized projects in the regional grid segment.  
Staffing adjustments were made due to the changed market and discontinuation of operations in an area.  

2013 A capital investor acquired the company from the two energy companies.  
The company’s revenue increased slightly due to rise in activity within central grid projects and the railway business.  
The company’s operating results declined due to implemented accounting assessments of assets and liabilities, and restructuring 
expenses.  
Staffing adjustments were made due to the changed market and discontinuation of a contract. 

2014 The company’s revenue declined due to divesting a part of security business and losses on fibre projects. 
The company’s operating result increased due to success in Norway and Finland despite the losses on fibre project in Sweden. 
The fiber business in Sweden will be closed in 2015.  

2015 The company’s revenue declined slightly and operating result improved a bit, no causes explained. 
The company initiated negotiations regarding the acquisition of the Finnish electricity network service company. 

2016 The company’s revenue increased due to new acquisition and higher volume of project.  
The company’s operating profit increased due to changes in pension plans. 
The company acquired a leading service provider on the central grid market in Finland. 
The company initiated negotiations to acquire electrical maintenance business that employs 30 people. 

2017 Revenues decreased slightly and profit dropped to 5% (9%), substation projects received 
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9. Company COM9  

The Company COM9 is a long-term company specializing in the construction and 
maintenance of electricity networks, substations, street lighting, traffic lights and 
portals. The Company COOM9 is a subsidiary for a Finnish municipal energy 
company and operates only in parts of Finland.  

Table 8. Remarks on performance of the case company COM9 in 2006 – 2016. 

2006 The capacity utilization rate in 2006 was high.  
The development projects in the company were slightly decreasing the positive impact of high capacity utilization.  

2007 A major change in the industry was the reform of the collective bargaining system that slightly impacted on the operating result. 
2008 No annual report available 
2009 The economic recession reduced some of the construction and maintenance work of electrical and street lighting networks and 

increased competition among the industry. 
During the year, new business was sought for expert services, specializing in electricity quality measurements and magnetic field 
measurements, was further developed and the opportunities for outdoor lighting provided by LED technology were actively 
monitored. 
The company's operations are labor-intensive, which leads to a significant impact on the company's result by varying demand and 
capacity management. 
Increasing productivity and competitiveness are ways to respond to tightening competition. The company's business is also supported 
by new product and customer segments and partnership agreements. 

2010 In the last autumn, bidding competition was lost and it significantly reduced revenue in the construction of electricity networks. 
Temporary layoffs had to be performed due to the low capacity utilization. 
To reduce the cost structure and improve competitiveness, a number of actions are in progress relating to company’s and partners’ 
operations and will continue throughout the year. 
In the industry, price competition is tightening and, on the other hand, performance and security of supply are further emphasized 
as a result of the storms experienced. 

2011 The company's revenue grew and profitability improved significantly due to the improved market situation, the realized business 
transaction and the winning new projects. 
The co-operation negotiations resulted to reduce the number of employees by nine due to weak business performance in the company. 
The business transaction carried out shifted the traffic light business to the company. 
The labor productivity is further enhanced by harmonizing and streamlining project management and operations in accordance with 
the processes. 
Preliminary project planning and utilization of information systems will be improved and availability of resources will be ensured 
during holiday periods.  
Flexibility and rapid responsiveness to changes in workload will be sought by utilizing subcontractors. 

2012 No annual report available 
2013 No annual report available 
2014 Due to the fierce price competition in the industry, the company's profitability in the electricity grid business decreased considerably. 
2015 Due to bankruptcy of the contractor, a loss was recognized in the financial statements and it directly impacted on the operating 

results. 
Competition of contracts is mainly based on price, and the prices continue to pressure downward, especially in the basic business. 

2016 The restructuring of the organization during the current and previous operating period and other development work improved the 
operating result of the business, despite the losses in revenue. 

2017 Some growth (17%) achieved and new services for 110kV and 400kV substation project and first projects in Sweden and Denmark. 
New CEO appointed, previous retired. 

 

10. Company COM10 

The company COM10 is modern network solution service provider including 
telecom, electrical and district heating and cooling networks. Services mostly in 
the southern part of Finland. Original the company was owned by the 
management. 

2014 Main daughter company stabile development profitable growth, profit 10%. 
2015 The company acquire distribution network service company in the middle of Finland. Revenues increased 10%, profit still 15% 
2016 The company acquire district heating, cooling and steam network service company, majority of shares. Group structure formed. High 

topline growth.  
2017 Private equity fund purchases the majority of the company from management owners. Revenues growth strongly near 100%, profit 

dropped to 1% (10%) 
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Appendix 3.4 

Service companies’ in-depth interviews, summary 
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Appendix 4. Summary of electrical distribution network regulation 
methods 

Energy authority, 30.11.2015 

  



Acta Wasaensia     167 

Appendix 5. Critical competence analysis by the VRIO method in an 
example service company 

 

 


