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SUOMALAISEN YHTYMIEN VIIMEAIKAINEN KEHITYS
Katsaus kehitystrendeihin ja kysymyks|a jatkotutkimukselle

Artikkelissa luodaan katsaus suomalaisten suuryritysten
viimeaikaiseen strategiseen ja organisatoriseen kehitykseen.
Tarkoituksena on kehlitelld kysymyksenasetteluja jatko-
tutkimusta varten. Kaytettavissa olevat empiiriset havainnot
paijastavat joltakin suomalaisille yrityksllle eritylsia

piirteita. Suomessakin voidaan havaita kehitys kohden
diversifioltumista ja divisionallsoitunutta organisaatiota,
joskin nama tendenssit ovat eslintyneet taalla mydhemmin
kuin plsimmalle kehlttyneissa teolllsuusmaissa. Suhteellisen
suuri osa suomaiaisista yhtymista on diversifioitunut
tolslinsa llittymattdmillle lilketoiminnan aiollle. Talle
kehitykselle esitetaan alustava selitys, joka nostaa eslin
keskeisia puutteita suuryrityksia koskevassa empiirisessa
tietamyksessamme. Nain voidaan tasmentaa tehtavia jatko-
tutkimukselle.

Keljo R4sédnen

Saap. 19. 9. 1987, hyv. 23, 9. 1987

1. INTRODUCTION

Today "structural change” is one of the key
words in political and economic discussions.
Although the exact meaning of this term has re-
mained vaguely obscure, an anticipation of
drastic changes has spread throuhg the Fin-
nish society. Signs of new times are visible
throughout society and various interpretations
of the observations are provided by politicians,
sociologists, economists and other prophets.
Some people have also experienced concrete
discontinuities in their work life in the form of
layoffs, new tasks and diminishing or enlarge-
ning political constituency.

This paper proposes to shed light on the na-
ture of this "structural change” by reviewing
actual changes within one central sphere of the
Finnish society, namely the largest Finnish cor-
porations and their management. If there is
going on a structural change in the Finnish
economy, then it should be visible in these
companies. The largest corporations can be ex-
pected at least to mediate, or even initiate, the
changes.

The purpose of this paper is, however, not to
offer any normative conclusions concerning
the management of the potential structural
changes, or to evaluate their effects. The re-
view of existing evidence serves here mainly
the purpose of setting an agenda for future re-
search on the management of Finnish corpora-
tions.

It is evident that we know little about the do-
minant enterprises relative to their significance
as economic and political actors. There are on-
ly a few theoretically focused, empirical stu-
dies on the largest firms. The present study
concentrates on their growth strategy and or-
ganizational structure. Studies of strategy and
structure have been conducted earlier in seve-
ral advanced capitalist countries and these stu-
dies provide a basis to compare Finnish firms
with their foreign competitors (see Scott, 1973).
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Our major source of data is a survey of stra-
tegy and structure of the largest Finnish manu-
facturing firms in 1973 and 1983 (Tainio et al.,
1985), but these observations are complemen-
ted with findings from other studies.

2. STUDIES OF CORPORATE STRATEGY
AND STRUCTURE

Along the emergence of the modern, diversi-
fied and multidivisional corporations a whole
new subdiscipline of management studies has
been developed. Corporate level management
processes and corporate growth strategies are
studied under the heading of "strategic mana-
gement” (Andrews 1971; Schendel & Hofer
1979; Ansoff 1979).

The extensive literature on strategic mana-
gement includes studies of strategy formulati-
on and strategy implementation (for reviews,
see Schendel & Hofer 1979; Jauch 1981; Galb-
raith & Nathanson 1978; Hofer & Schendel
1978). In these studies strategy formulation is
typlcally regarded as an analytical process ai-
ded by such techniques as portfolio analysis,
while strategy implementation is viewed as a
question of designing organization structure
and administrative systems to fit the strategy
chosen in the former process.1

In this literature frameworks and arguments
are usually grounded empirically on case stu-
dies. "Strategy and structure studies” form an
exception, because they produce observations
on larger sets of firms. The surveys of the lar-
gest firms have documented the spread of the
modern corporation in several advanced capi-
talist countries. These studies have their ori-
gins in Harvard research program on "Industri-
al Development and Public Policy”. The major
ideas and findings of this project have been
summarized by B.R. Scott (1973).

Similar basic trends towards diversification
and multidivisionalization were observed in the
project among the largest industrial firms in
the lU.S. (Rumelt 1974), UK. (Channon 1973), Ita-
ly (Pavan 1976), and France and Germany (both
reported in Dyas & Thanheiser 1976).

In later studies more attention has been paid
to the differencies between countries in timing,
paths and forms of development. Differences
behind the overall similarities have become es-
pecially pronouced as attempts have been ma-
de to specify how strategy, organizational
structure and financial performance are related

to each other.2 The observations have also ge-
nerated attempts to develop theoretical expla-
nations for diversification (e.g., Rumelt 1982;
Teece 1982) and adoption of a multidivisional
structure (see e.g., Fligstein 1985).

The core argument in the studies of strategy
and structure has been that structure follows
strategy. Strategy is proposed to follow chan-
ges in market demand and technological deve-
lopments. In particular, diversification is as
sumed to lead to certain administrative prob-
lems within the functional organization and
these are alleviated by a transformation to the
multidivisional form. These are Chandler's
(1962) major conclusions in his case studies on
the history of large American enterprise (see al-
so Chandler 1977 & 1981). Scott (1973) comple-
ments this reasoning by arguing that structure
follows strategy if the firms face sufficient
competitive pressure, that is, "misfit” is main-
tained to the extent that the large firms are pro-
tected from competition.

In these studies, the terms strategy and
structure are used with specific meanings. The
extent and type of diversification is considered
the core issue in corporate growth strategy.
Rumelt (1974, Ch. 1; see also Wrigley 1970) has
elaborated a classification with four main cate-
gories:

— single business,

— dominant business,
— related business and
— unrelated business.

The categories are defined by the proportion
of a firm’s revenues that can be attributed to its
largest discrete business and by the existence
and nature of connections among the busines-
ses. For instance, single business firms earn
less than 5 percent of their revenues from ot-
her thar; iheir largest discrete business. Domi-
nant business firms earn at least 5 percent, but
not more than 30 percent, outside this major
business. Related business and unrelated busi-
ness firms earn less than 70 percent of reve-
nues from any single business. In the former,
businesses are connected by common skills,
resources, or market, while in the latter there
are no relationships between new and current
businesses. Rumelt (1974) divided these main
categories further to subcategories forming al-
together nine classes.

The strategy categories account for the rela-
tionships between the businesses of a corpora-
tion wich are not recugnized by simple indexes
of diversification. The subjectivity of category
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assignments has been criticized (e.g. Vancil
1978), and, in some cases, it Is certainly diffi-
cult for an outside observer relying mainly on
published documents to determine whether
and how businesses are related to each other.

Corporate structure is defined in these stu-
dies as the way by which the managerial work
organization is divided into main units. Rumelt
(1974) has defined five structural categories:
the functional, functional with subsidiaries,
product divisions, geographic divisions and
holding company. It is obvious that this is an
overly simplistic conception of managerial
work organization in large firms. Behind these
crude categories — for example, the organi-
zation by product divisions — one can find an
extensive range of different institutional arran-
gements and managerial processes (cf. Allen
1978; Hill & Pickering 1986). The need for furt-
her analysis to complement these categories is
undeniable, especially as today a large majori-
ty of the largest capitalist firms falls into one of
these classes — the product divisional structu-
re.

The conceptual framework of strategy and
structure studies allows the identification of
the stages of corporate development as snap-
shots at distinct points of time. To capture the
processes by which these states have been ac-
hieved, a conceptualization of managerial work
processes Is needed. Corporations do not
change or even remain as they are without
managerial work. It would be impontant to
know how managers accomplish the outcomes
observed as corporate development.

3. THE DEVELOPMENT OF FINNISH
CORPORATIONS FROM THE 1960’s
TO THE 1980's

Empirical studies of the largest Finnish firms
will be surveyed below in order to discover the
major trends of development during the time
period from the 1960's till the 1980’s. Two ques-
tions will be focused upon. First, how have cor-
porate strategies developed? Second, how ha-
ve managerial organizations developed?

Identification of development trends is ba-
sed on previous published studies, the review
of which resuits in outlining tentative findings
concerning the speciflc characteristics of Fin-
nish corporations. An attempt to account for
these features will provide points of departure
for further research. However, this task Is

complicated by the fact that genuine compara-
tive studies of Finnish corporations and other
corporations are rare.

The Virtuous Circle of the Finnish Economy

Finland's economic performance has recent-
ly been relatively high in comparison to other
OECD countries. No one explanation has risen
above all to account for this fact. One of the
few solutions offered for this explanatory prob-
lem will be utilized below in order to localize es-
sential changes in the Finnish economy since
the 1960's.

Raimo Lovio (1984 & 1986) presents one
answer which is grounded in the history of in-
dustrial develoment in Finland. He describes a
"virtuous circle of the Finnish economy” upon
which Finland’s success is based. The most re-
cent developments regarding the virtuous circ-
le can be seen as modifications and deviations
from this earlier model. It consists of the fol-
lowing elements:

— Due to late industrialization, all problems of
maturity have not yet appeared in Finland.
Instead, Finnish firms have been able to ta-
ke advantage of the technological gulf bet-
ween Finland and the more advanced count-
ries.

— The reiatively well-developed scientific and
educational institutions, and "the forest in-
dustry complex” together with some state-
owned enterprises have provided a basis for
the development of indigenous applications
for the Western technology.

— The Soviet and Swedish markets have offe-
red the grounds for the manifestation of a
stringboard effect for the exporting firms.
The wood processing Industry has been the

core of the Finnish economy (and society) sin-

ce Finland was "forest industrialized” in the la-
te nineteenth century (e.g. Koskinen 1985). The
forest industry formed a complex which provi-
ded developmental impulses for several related
branches. It was only after World War Two that
other industries, especially the metal industry,
gained a prominent position. The effects of this
wave of Industriallzation on the Finnish society
have been well documented by sociologists

(e.g. Valkonen et al. 1980). It was a "structural

change” in many senses.

Trough the virtuous circle Finland has avol-
ded direct technological dependence on speci-
fic Western corporations and countries. As an
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only limited options for corporate growth. The

largest Finnish companies are still relatively
small in corparison to the largest corporations

in the world (see Table 1).

open and small economy, Finland has, nevert-
heless, been highly dependent on international
meant that domestic markets have provided

trade and its fluctuations. Smaliness has also
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Table 1. The twenty largest firms In Finland and Sw_eden and the twenty largest manuvafacturing firms in the United States
(by sales in 1985). )

Rank | FINLAND SWEDEN USA
Firm Industry Sales Flrm Industry Sales Firm Industry Sales
(billlon ’ ' (bllllon (billlon
. FMK) FMK) FMK)

1 Neste Chemicals 35 Voivo Metal 62 General Motors Cars 599
2 Kesko . Wholesale 21 Asea Metal 29 Exxon Oil company - 538
3 Eka : Diversit. 16 Electrolux Metal 29 Mobi! Oil company 348
4 SOK Wholesale 12 Ericsson Electronics 23 Ford Cars 328
5 Nokia Diversit. 1" Saab-Scania Metal PX] IBM Electronics 3an
6 Rauma-Repola Diversif. 8 KF Diversif. 21 Texaco Oil company 288
7 Hankkija Wholesale 7 ICA ) Wholesale 18 Chevron Oil company 259
8 Kemira Chemicals 7 SKF Metal 14 AT&T Electronics 217
9 Enso-Cutzelt Forest 7 Sabafdretagen Retalling 14 DO Pont Chemicals 183
10 Vaimet Metal 6 A.Johnson & Co. Commerce 14 General Electric Electronics 176
1" Valio Wholesale 6 SAS Avlation 14 Amoco Oil company 169
12 Perusyhtyma Building 6 Nordstjernan Diversit. 13 Atiantic Richfleid Oil company 139
13 Kymi-Strdmberg Diverslf. 6 Televerket Communication 11 Chrysler Cars 132
14 Wartsila Metal 6 Skanska Building 1 Shell Oif company 126
15 Ahlstrom Diversif. 5 Vattenfall Energy 11 U.S. Steel Oif and Metal 114
16 Outokumpu Metal 5 Stora Kopparberg  Forest 9 United Tecnhologles  Aviation ind. 97
17 Kone Metal 5 SSAB Metal 9 Philips Petr. Oif company 97
18 Tukkukauppojen Oy Wholesale 5 SCA Forest 9 Tenneco . Oli company 96
19 Yht. Paperitehtaat Forest 5 Sandvlk Metal 9 Occldental Petr. Oli company 90
20 Imatran voima Electricity 4 Procordla Diversif. 9 Sun Oil company 86

Source: Talouselama 20, 1986, 34, 102—103.
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The group of the largest Finnish firms is
small and it has been rather stable from the ni-
neteeth century onward (Hjerppe 1979). The
roots of the companies are in the few dominant
industries and their ownership Is typically in
Finnish hands. The increasing openness has
not so far led to significant foreign ownership.
With only a few execptions, the top one hun-
dred companies are owned by Finnish families
or institutions.

Altogether, there are more than one thousand
companies with significant foreign ownership
(Ulkomaansijoitustolmikunnan mietintd 1985).
However, only in nine firms among the top one
hundred is the proportion of foreign ownership
at least 50 percent: Shell, Teboil, Esso and Suo-
men Petrooli in petroleum retailing; Ford, Scan-
Auto and Volvo-Auto in car retailing; Saab-Val-
met in car manufacturing; and 1BM in electro-
nics wholesale (Talouselama 20, 24/1986).

Corporate Strategy

During the 1970's and 1980’s, the above virtu-
ous circle has been changing somewhat as the
largest firms have sought for growth opportuni-
ties from new directions. These developments
in corporate growth strategies can be surveyed
with respect to three interrelated Issues invol-
ving major strategic choices for the largest Fin-
nish firms:

(1) diversification,
(2) Investment in R&D and
(3) internationalization.

Diverslfication

A general trend towards increasing diversifi-
cation can be observed among the largest Fin-
nish firms during the period covered by the pre-
sent study. Several multibusiness corporations
were formed already before the Second World
War, especially through the merging of the
wood-processing and metal industry (see Kont-
tinen 1977). However, in the 1960’s and the
1970’s many large firms diverslfied further into
new bussinesses, and in some cases this pro-
cess has contlnued in the 1980’s. In the middie
of the 1980's there appears to exist a dual
structure: there are many vertically oriented do-
minant business flrms alongslde a set of highly
diversified firms.

Table 1 shows that, in spite of the smaller si-
ze of Finnish firms, five of the top twenty fall in-
to the "diversified” category while only three
Swedish firms fall into this category. In the
classification of the Finnish journal Talousela.
ma& "diversified”” means that more than 40 per-
cent of earnings are obtained outside the major
field of business.

More precise numbers are depicted In Table
2. Data on the strategies of manufacturing
firms among the top one hundred in Finland for
the years 1973 and 1983 can be compared to
Rumelt's observations on U.S firms for the
years 1964 and 1974. Because the flgures for
the American flrms are time wise from an ear-
lier time period, their interpretation must be
approached cautiously. Nevertheless, some
comparative conclusions can be drawn becau-
se the figures are based on the same strategy
categories.

Table 2. Strategies of the Largest Finnish (in
1973, 1983) and U.S. (1964, 1974) Manufacturing
Firms (percentage in each category).

Categories of FINLAND' USA®
Strategy: 1973 1983 1964 1974
% % % %

Singie .

Business 24 22 22 14

Dominant

Business 28 25 33 23

Related

Business 27 22 a7 42

Unreiated

Business 21 32 9 21
100 100 100 100

*Finland: Manufacturing firms among the top 100
USA: Sampie of manufacturing firms among the top 500

Sources: Tainio et ai. (1985, Tabie 3.1, p. 50);
Rumeit (1981, Table 1, p. 361)

In Finland the share of firms which have di-
versified beyond one dominant business has
increased from 48 percent in 1973 to 54 percent
In 1983. In the U.S. the respective proportions
were 46 percent in 1964 and 63 percent in 1974.
If differences In firm size are not taken into
account, the data indicates that the diversifica-
tion trend has appeared In Finland later and
with less intensity than in the U.S.

However, a closer examlination of the catego-
ries shows that Finnish corporations have di-
versified much more often to unrelated busl-

i

e
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ness fieids tahn their larger American counter-
parts. In 1983 one third of the manufacturing
firms among the top one hundred were in the
unreiated business category. The pespective
proportion in the U.S. was 21 percent in 1974, If
this observation is valid, then one night conclu-
de that Finnish firms have for some reason
been partleularty eager to diversify to areas not
iinked to their core businesses.

Investment in R&D

Investments in R&D, new patents and hich-
tech products are concentrated in the chemical
industry and some branches of the metal in-
dustry. These industries have been relatively
underdeveloped in Finiand. Therefore, Finland
is technologically one of the medium-level
countries in international comparlsons. Other
small countries In this group are Austria, Den-
mark and Norway. These countries import tech-
nology from the more advanced OECD count-
ries; in Finland’s case from Germany, Sweden
and the U.S.

Finland exports technology to the Soviet Uni-

on, other Nordic countries and the developing
countries. For example, Finland’s share of the
total amount of forest Industry machinerg im-
ported to the Soviet Union in 1981—1985 was
about 50 percent (Eronen 1987, 19). Typically,
the products of Finnish metal industry (e.g.
wood-processing machinery and ice-breakers)
are technologically simple and their global
markets are limited. (Lemoia & Lovio 1984; see
also Airaksinen & Tammisto 1982; Vayrynen
1985.) -

Since the early 1970's, when the Finnish
structural policy started to emphasize state
support for R&D activities, reasearch expendi-
ture has increased, on the average, faster than
in other OECD-countries: in 1971 it was 0,91 %
and in 1983 1,32 % of the GNP (Lovio 1986, 11).
The largest firms have aiso increased their R&D
investments substantially. Airaksinen (1985) re-
ports in a study on 47 large manufacturing
firms that the total amount-of R&D expenditure
almost doubled in real terms during the period
of 1978—1983. The annual growth rate was on
the average 11,6 percent. He also depicts R&D -
intensities for each of the firms in his sample
(Figure 1). (See also Lovio 1986, 12—13.)

Figure 1: R&D Intensities of Large Finnish Manufacturing Companies.

20

18 T

16 — * L.M..Ericsson
)
8 14
£ 12
8 * Orion
8 10 —] " Sisu
<
w R .
Y og_ Nokia
2

* Valmet
S & — * Partek o
. ' Instrumentariu * Kemira :
% . * Amer ° uhtqma i Wartsila
. . * A.Ahlstrdm * Neste
22, Yoo « . e * Rauma-Repola
e, .. . * Koge
0 * . '. [
I | | I [ I I [ !
0 200 400 600 800 1000 1200 1400 1600 1800 2000

Source: Airaksinen (1985, Figure 5, p. 22)

VALUE ADDED IN 1983 (AT 1978 PRICES)



166

ARTIKKELIT ¢ KEIJO RASANEN

The direction and results of Finnish R&D
work are today mainly determined by such large
diversified corporations as Nokia, Parket, Wart-
sil&, Huhtamaki, Amer, Ahistrém, Rauma-Repo-
la, Kone, Orion and Instrumentarium. Some
state-owned companies, for example Vaimet,
Kemira and Neste, are also prominent having
alsodiversifield to an increasing extent beyond
their original lines of business. According to
this indicator, forest industry is nolonger cent-
ral in this respect. There are no pure forest in-
dustry -based companies among those named
in the figure. Perhaps one indication of possib-
le future trends is the fact that the most R&D
intensive company is the Finnish subsidiary of
L.M. Ericsson, the Swedish multinational cor-
poration in electronics.

Internationalization

In the 1980’'s Finland has become a net ex-
porter of capital. There has been a singnificant
increase in direct foreign investment. Although
previously exports had an important role in the
Finnish economy, only a few firms made signi-
ficant investments abroad. A notable exception
was Kone Corporation. It was the only corpora-
tion in the mid 1970’s whose major share of
operations was abroad. Now the conviction of
the need to internationalize operations has
spread throughout the corporations. "Strategic
programs” towards that end are either under
formulation or implementation in almost all of
the largest Finnish firms. (Luostarinen 1982; Ul-
komaansijoitustoimlkunnan mietintd 1982, ch.
3; Tainio et al. 1985, 97—103.)

The forest industry companies made previ-
ously most of the direct foreign investments,
but the leading role in this respect has now
been passed on to the metal industry. Large in-
vestments have been made also by some state-
owned chemical companies (Kemira and
Neste), by Huhtamaki (originally in food-pro-
cessing) and by several companies in the elect-
ronics industry. Four companies earned at le-
ast 50 percent of their revenues from abroad in
1985: Kone earning 65 %, Nokia 60 %, Fiskars
59 % and Huhtam&kl 50 %. In ten corporations
foreign turnover exceeded one billion Finnish
marks. In addition to those mentioned above,
this group includes Ahistrém, Kymi-Strdmberg,
Partek, Valmet and Wartsila. (Talouselama 20/
1986; cf. Lovio 1986, 27—32.)

The virtuous circie of the Finnish economy

has recently been changing because of the de-
velopments described briefly above. There are
still several Iimportant dominant-business
firms, but some of the largest firms have diver-
sified outside the previous core, the forest in-
dustry. In many cases they seem to have inves-
ted In businesses unrelated to this original
area. The increased investment in R&D Indica-
tes that they aim at a more active utilization of
technological change in building corporate
growth strategies. Involvement in the so-calied
hich-tech industries requires balancing the pre-
viously one-directional stream of technological
knowledge from the more advanced OECD-
countries to Finland. At the same time new
growth potential is sought for from outside the
small domestic markets and the slowly
growing trade with the Soviet Union.

Management

The strategic changes of Finnish corporati-
ons are produced by the management. What
exactly is known of its recent deveiopment?

Professionalization of Finnish managers
took place mainly only after the Second World
War (Laaksonen 1962; Ahistedt 1978; Hajba
1982). Today most general managers working in
large companies have university degrees either
in engineering or business economics. They ha-
ve also access to several training institutions:
JOKO, INSKO and SEFEK for junior managers,
and LIFIM for senior managers. Several large
firms have also increased investment in inter-
nal general management training courses (e.g.
Nokia, Wartsila and Rauma-Repola).

Such avenues as supply of training, expan-
ding management consulting services and di-
rect contact with foreign institutions provide
Finnish managers access to recent internation-
al developments in management techniques.
One would expect this to lead to "internationa-
lizatlon” of Finnish management practice. Un-
fortunately, it is undetermined whether a speci-
fic "Finnish management cuiture” exists and if
so, there remains uncertainty concerning its
precise features. These features should be vi-
sible in the criteria used in recrultment, rewar-
ding and promotion of managers (cf. Gunz &
Whitley 1985), but data on these issues is
scant.

The survey conducted by Talouselama (29/
1986, 28—32) on the characteristics of CEOs Iin
the largest manufacturing firms, banks, insu-
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rance companies and public enterprises resul-
ted in the following observations: 84 percent of
top managers had an academic degree, the na-
ture of educational background was most often
commercial (43,3 %), or technical (26,3 %), the
most important factor influencing their nomi-
nation was their experience within the firm (44
%) or elsewhere (43 %), and the most important
part of this experience was gained most often
(52 %) in marketing. On the average, these ma-
nagers were 48 years old, worked 52 hours per
week and earned 37 000 FIM per month. Hig-
hest salaries were paid in the metalindustry, 60
% of CEOs earning more than 40000 FIM.
About half of them would have voted for the Na-
tional Coalition (conservative) Party.

Virtanen (1984) has studied the control of
profit centers in 46 manufacturing corporations
which are all among the fifty largest ones. He
concludes that today most of these firms fol-
low the principles of profit responsibility in
their managerial processes. They have usually
a two-level profit-centere organization with a
corporate office, divisions and profit-centers.
Operational decision-making is usually delega-
ted to profit-center managers in such issues as
marketing, production and purchasing, while
investment and financing decisions are made
centrally by the corporate headquarters. Busi-
ness units and their managers are evalnated
primarily according to their short-term econo-
mic results calculated with relatively advanced
management accounting systems. In these res-
pects Finnish companies are similar to U.S.
-based corporations. Virtanen (1984, 98—100)
observes some differences, too. Profit-center
organization was adopted later in Finland,
accounting methods are somewhat different
and in Finnish firms salaries of managers are
not usually bound directly to the economic per-
formance of their units as they are in the U.S.

Our findings on the top management of the
largest Finnish firms are similar to Virtanen's
observations (Tainio et al. 1985). The trend ob-
servable in the development of unitary, functio-
nally organized firms into divisionalized organi-
zations with more decentralized management
of distinct businesses can be seen among the
largest Finnish manufacturing firms (see Table
3).

This first experiments with organizations
where the main units are divided according to
the different business fields were launched in
the late 1950’s. This organizational model was
adopted by most firms in the late 1960’s and

Table 3. Structures of the Largest Finnish
(1973, 1983) and U.S. (1959, 1969) Manufactu-
ring Firms (percentage in each category).

Categorles of FINLAND® usa*
Structure: 1973 1983 1959 1969
% % % %
Functlonal 54 27 49 21
Multl-
divisional 48 73 51 79
100 100 100 100

* Finland: Manufacturing firms among the top 100
USA: Sample of manufacturing firms among the top 500

Sources: Tainio et al. (1985, Figure 3.1, p. 52);
Rumelt (1974, Table 2-11, p. 65).

1970’s. In 1973 and 1983 the proportion of the
largest manufacturing firms having a multi-divi-
slonal structure were 46 % and 73 % respecti-
vely.

The trend is thus similar to that observablein
the other Western countries in which structural
change has been mapped (Scott 1973, cf.
though for Japan Cable & Yasuki 1985). There
is, however, a clear time lag between Finland
and the other countries. The multi-divisional
form was inrented in the U.S. shortly after
World War |, first by Du Pont de Nemours & Co
and General Motors (Chandler 1962). It has sin-
ce become anincreasingly widespread charac-
teristic of most large American firms. As early
as 1969, 79 percent of the largestindustrial cor-
porations had adopted it (see also Fligstein
1985).

Adoption of the multl-divisional form and the
principles of profitresponsibility have involved
an essential transformation in management
processes. Data on the work histories of fifteen
Finnish CEOs reveals the major issues on
which these top managers have been working
during the recent years (Tainio et al. 1985, ch.
4). There has happened a gradual, but relatively
fast, transfer from such operatlonal issues as
arranging production or improving sales activi-
tes to solving problems of competitiveness in
particular lines of business and tackling such
corporate level problems as diversification, in-
ternationallzatlon, utilization of organized R&D
for the creation of new business opportunities
and procuring funding for the bigger strategic
moves like acqulsitions, merges and joint ven-
tures. Designing a functioning multi-divisional
organization has been one necessary condition
for the differentiation of corporate level strate-
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gic management and management of distinct
businesses.

4. DISCUSSION

The above review proposes to determine how
the recent development of largest Finnish firms
can be characterized with respect their growth
strategies and management. The available evi-
dence is limited, but it evokes some important
questions. How can we account for the "Fin-
land-specific” features observed? What do the
changes mean with respect to the logic by
which the Finnish corporations operate and are
governed?

Accounting for the Finland-Specitic Features

The general trends towards diversification
and multidivisionalization are common to firms
in Finland and In other Western countries In
which comparable data has been collected.
The same trend appears in Finland, but some-
what later than in the other countries.

Another "Finland-specific" feature appears
to be the tendency for a large proportion of cor-
porations to have diversified to unrelated busl-
- nesses. Presently, there seem to exist two ma-
jor strategic types: vertically oriented domi-
nant-business firms and unrelated business
firms. A large proportion of Finnish corporati-
ons fall into one of these two categories.

The observed changes in the organizational
structure of the Finnish firms do not contradict
Chandier’s thesis that structure follows strate-
gy. The-muiti-divisional form was adopted du-
ring a period of increasing diversification. The
tardy adoption of the new structure in Finland
is also understandable in the light of later di-
versification. The smaller size of Finnish com-
panies adds one further element to the expla-
nation (cf. Virtanen 1984).

If the dominance of forest industry and, re-
cently, that of some branches of the metal in-
dustryis taken into consideration, the timing of
the organizational change becomes even more
understandable. Chandler (1962) has observed
differences across Industries In the timing of
the adoption of the muilti-divisional form.
According to him, certain industries (e.g. mac-
hine, chemical and transportation) have tech-
nological reasons to diversify, and they adopt
the muiti-divisional form earlier. The vertical in-

tegration being the typlcal growth strategy for
some Industries resuits In adoption of the new
form to a lesser degree. These industries inclu-
de lumber and paper, metal mahing and mi-
ning. The analysis corres punds well the Fin-
nish case as the Industries, especially wood-
processing, have been central. ‘

Another Important issues concerns the ten-
deney for firms to so often diversify into unrela-
ted businesses and not to some related line of
business. One potential answer can be found Iin
the technology used and developed by such co-
re industries as wood processing.

in the U.S. Rumelt (1974) found that in his
sample none of the "dominant-verticals” In
such mature Industries as paper and primary
metals managed to move into the related busi-
ness category. One major barrier was their
technoiogy which was based on the process
rather than the product function or science.
Their technologies were not transferable to
new fields of business. This, together withlarge
reinvestment needs and lack of experienced
general managers in an organization built
around production sub-units and respective
specialists, limited thelr opportunities. Produc-
tion of paper and steel depends on scientific
knowledge and complex technologies. Howe-
ver, this large knowledge base has not been
transferable to other areas as is the case with
those of the chemical, electrical, electronic,
and internal combustion engine industries.

Channon (1973) has made similar observa-
tions In relation to British firms. Dominant pro-
duct concerns were Idenfiflable In industries
without transferable technology or sklils.
Among the diversified corporations, the group
with unrelated businesses originated from a wi-
de range of Industries Including paper. A low le-
vel of technology led to a low level of new pro-
duct generation which, In turn, led to limited
opportunities for technologically-related diver-
siflcation. These firms achieved diversification
mainly by means of acquisition; and this strate-
gy was originally adopted due to the increased
competition In the original domestic markets.
Rumeit (1974) called this group the "unrelated-
passive”. Typically they had administrative
problems concerning the few unrelated busi-
ness clusters which were diversified but Inter-
nally related. This situation had developed
through the evolution of a holding company,
through the merger of two or three already lar-
ge and often diversified companies or through
a strategy of expansion into both related and
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unrelated areas, usualiy undertaken in order to
diversify away from some major business area.

These observation of firms in the strategy ca-
tegories ''dominant-vertical” and ’unrelated-
passive’” are interesting as a large proportion
of large Finnish firms fail into either of these
two groups. Moreover, Rumelt (1974) has analy-
sed these two groups in detail, because in his
sample they were the two most poorly perfor-
ming categories with respect to financial per-
formance.

In the case of Finland there appears to be an
interesting paradox requiring further research:
many Finnish corporations follow growth stra-
tegies which have been observed to lead to
poor performance in the U.S., and yet Finland’s
economy has performed relatively well accor-
ding to marcoeconomic indicator. Either these
strategies have led to better financial results in
the Finnish context or the higher performance
of companies following other strategies has
compensated for the more moderate success
of the corporations utilizing these strategies.

The Finnish corporations have only recently
begun to invest in R%D. This may result in
changes transforming Finnish corporations
into the most succesful firm type in Rumelt’s
(1974) analysis — the science-based corpora-
tion”. The "dominant-constrained” and "rela-
ted-constrained” groups were the best overall
performers. These firms entered only those bu-
sinesses that built on, draw strength from, or
expanded some central strength or competen-
ce. According to Rumelt, science-based rese-
arch is one of these core skllls. Another directi-
on in which Finnish firms attempt to grow is in-
dicated by their increasing investment in inter-
nationalization. Investment in R&D is often lin-
ked to the need to build a new basis for corpo-
rate growth at the global markets.

To summarize the iogic of the overall deve-
lopment, Finnish firms sought first growth op-
portunities from vertical integration and expan-
sion in the original businessfields. The phase
was followed by a diversification wave and con-
sequent organlzational change. Increasing in-
ternational openness and saturation of Finnish
markets forced the growing firms to adopt new
strategies. Diversification was probably consi-
dered more easler than internationalization in
terms of direct foreign investment, which has
actively been attempted only in the early
1980's. Both the diversification to high-tech
fields and the need to develop new aspects of
strengths in respect to international operations

emphasized the importance of investments in
R&D.

Through the above summarized logic one
can account for the overall trend toward multi-
divislonalization and for its timing. At the same
time, the trends in strategic changes are linked
to the historical context of Finnish industry.
The reasoning involves, however, several weak
links. The manner and seguence of actual res-
ponses to the developments by different firms
remains unknown. What followed what and
why? For instance, empirical knowledge of the
actual competitive situation in different busi-
nesses is not avaiiable. The claim that "compe-
tition has become more intensive” is a phrase
with egual analytical depth as the observation
of the actuality of structural change”. Furthe-
more the financial performance of corporations
following different growth strategies is also
unknown.

The changing and Muitiple Logies of
Management

One major advantage of the strategy and st-
ructure studies is that they explicitly acknow-
ledge the versatility of modern corporations. in
this respect the framework functions well in
the case of corporate strategy. The categories
of organizational structure, however, are too
broad to depict adequately difference and de-
velopments in corporate management. Moreo-
ver, cross-sectional data is not very helpful in
discovering how strategy, structure and perfor-
mance are related to each other (Galbraith &
Nathanson 1978, 140; Donaldson 1986).

The conceptuai framework and the methods
of strategy and structure studies allow for the
Identification of the stages of corporate deve-
lopment only as snapshots at distinct points in
time (see Scott 1973). This approach does not
provide a genuine historical understanding of
the mechanism generating corporate transfor-
mation. Chandler's (1962) historical findings
should not be elaborated or tested in an ahisto-
rical way.

Such approaches are needed which will cap-
ture the historically specific and multiple lo-
gics of management in reproduction and trans-
formation of business organizations (Teulings
1986; Lilja et al. 1987; Rasanen 1986a, 1986b).
Examples of theorlzation along these lines can
already be found.

Ansoff (1987) sketches a picture of historicai
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development In which single-function orienta-
tions of "production-driven”, "product-driven”,
"market-driven” and most recently, "technol-
ogy-driven” firms have began to converge to a
multifunctional "strategic orlentation”. Karpik
(1978) has outlined contours of socio-historic
analysis of the "logics of action” in the gover-
nance of large corporations under an emerging
form of society, called Technological Capita-
lism. He has also carried out concrete research
on how corporate strategy, organizational

structure and the operating principles of thein-,

dustrial elite are related in the French context
(Karpik 1987).

With respect to the organization of mana-
gerial work processes, there are grounds for a
conviction that a major transformation In the
logic of managerial action has been going on in
the largest Finnish firms (Tainio et al. 1985).
The logic and tasks of "'strategic management”
are differentiated from the management of dis-
tinct businesses along the introduction of the
multl-divisional organization form. This has led
to many changes at all levels of the managerial
hierarchy. Relationships between corporate
management and business unit level manage-
ment, on the one hand, and between business
level general managers and functional mana-
gers, on the other, have been under reorganiza-
tion simultaneously. This means that one can-
not expect the Finnish corporations to have
any single, dominant logic of action in their
management processes, nor can they be
expected to be totally in the control of top ma-
nagement.

5. CONCLUSION

The purpose of this survey of available evi-
dence on the recent strategic and organizatio-
nal developments in the largest Finnish firms is
primarily to specify questions for further re-
search. It also proposes to provide a perspecti-
ve concerning the topic of "structurai change”
in the Finnish economy.

Future research needs to proceed on two dis-
tinct empirlcal fronts. First, the survey of stra-
tegy and structure has to be replicated in order
to increase the reliability of observations on
the development of the largest firms. Descrlp-
tions of different corporate types can be enrlc-
hed by broadening the measures of corporate
strategy to include such varlables as interna-
tlonalization and R&D-Investments. By collec-

ting data on the financlal performance of these
firms, it Is possible to study how these dlfferent
corporatlons have succeeded in their strategic
and organizatlonal cholces.

On the secondtfront, case studies on the his-
tory of Finnish corporatlons would provide un-
derstanding of the work processes by which
strategies and managerial work organlzations
have been produced. The hypothesis that the
process of "strategic management” Is at the
moment being Introduced to the corporations
can help in focusing these studies. One Impon-
tant focus will be on the level or "business ma-:
nagement’ where some stable forms of organl-
zation can already be found. This level is also
crucial, because new corporate strategies are
usually initiated and implemented by managers
at the business level (Burgelman 1983; Moss
Kanter 1984).

Such a focus would also allow for the identifi-
cation of different business management types
and their historical determinants. In Finnish
firms the differences in the process and the
context of management between forest indust-
ry business units and the newer hich-tech units
might be one fruitful point of comparison. The
relations between business managers and co-
porate managers as they become manifest in
the "stuggle for strategic control” form an Im-
portant issue of inquiry.

Although the list of open questions for fur-
ther research is long, some prellminary conclu-
sions concerning the alluded "structural chan-
ge” In the Finnish soclety can already be drawn
from the existing evidence. The studies re-
viewed here include Informatlon of what is hap-
pening to the core organizations of the Finnlsh
economy. This Informatlon Is necessary If stuc-
tural changes are to be discussed In concrete
terms. These organlzations are essential in the
determinatlon of the directlon and speed of the
transformations.

The dliversity of Finnlsh corporations is evi-
dent. It is not useful to speak about the strate-
gy or the logic of management In the large cor-
porations. There are different flrm types with
specific problems. Morover, strategies and
managerial organizatlons are not transformed
overnlght. These changes take time and require
a lot of managerial effort and skill. Therefore,
one cannot assume that the corporations ope-
rate today according to a unifled logic under
the total-control of top management. A neces-
sary conditlon for managing structural change
within a corporation Is first the ratlonallza-
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tion” and coordination of its processes of stra-
tegic management and business management.
This state of affairs cannot be assumed a piori.
It provides an empirical question for further re-
search.

NOTES:

1 This mainstraim perspective on the process of strategic ma-
nagement has, of coure, been questioned by many researc-
hers. They have pointed out the political nature of the pro-
cess (e.g. Pettigrew 1984), the appearance of several modes
of strategic management, not just the "planning mode”
(Mintzberg 1973; Quinn 1976), and the influence of structure
on strategy. The emergence of a growing literature on ''stra-
tegic control” indicates that the transiation of corporate
strategy Into structural modeis in highly problematic (e.g.
Haspesiagh 1986; Prahalad & Doz 1981; Schreydgg & Stein-
mann 1987). Even the idea that management is abie to make
genuine strategic choices Is debated (Hrebinlak & Joyce
1985).

See Rumelt (1974 & 1982), Amour & Teece (1978), Steer &
Cabie (1978), Grinyer et al. (1980), Cabie & Dirrheimer (1983),
Lecraw (1984), Cable & Yasuki (1985), and Hitt & ireland
(1986).
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