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Chapter 1 

 
 

Introduction 
 
 
 
 
 

Esbjörn Segelod 
 
 
 
Why this Book? 
 
Swedish economic growth stagnated in the late 1960s. At the time, the country 
was one of the OECD countries with the highest per capita GNP, but it has since 
been overtaken by an increasing number of countries, while Switzerland for 
instance has been able to stay at the top. Many industries faced difficulties and 
some were closed down during the 1970s. Growth returned in the 1980s and 
many of the major companies managed well but divested new ventures and 
peripheral parts of their business, focused on strengthening their core 
competencies and moved more and more of their production abroad. The 
increased unemployment that followed was initially mitigated by expanding the 
public sector and competitiveness was restored by devaluing the currency. The 
latter however lessened the pressure on companies to move towards more 
knowledge intensive production. This has meant that although many Swedish 
companies do well, too many of their products are still to be found in low 
growth markets, and too few new firms in growth markets have managed to 
grow large. The fundamental structural problems have thus not yet been 
resolved. 
 A few years ago this reality prompted a group of researchers at Mälardalen 
University to focus on research on industrial renewal. The purpose of this book 
is to provide a picture of ongoing research at Mälardalen University in order to 
create a point of departure for future research on industrial renewal. 
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 So, what do we mean by industrial renewal? Let us start with renewal. The 
verb renew is, according to the Merriam-Webster Online Dictionary 2011, ―to 
make like new‖. Synonyms include restore, refresh, renovate, and rejuvenate. 
Renew does not only imply change but ―implies a restoration of what had 
become faded or disintegrated so that it seems like new‖. The noun form is 
renewal, which can mean ―the act or process of renewing‖ (act or process), ―the 
quality or state of being renewed‖ (content), or ―something renewed‖ (outcome). 
Thus, renewal is concerned with the act, process, content, and outcome of 
renewal. 
 The word industry is derived from the Latin word industrius, meaning 
diligent, i.e. ―characterized by steady, earnest, energetic effort‖. Industry was 
later used to denote ―a department or branch of a craft, art, business, or 
manufacture; especially: one that employs a large personnel and capital 
especially in manufacturing‖. The adjective form, industrial, has several 
meanings in English. It can denote ―of or relating to industry‖, something 
―derived from human industry‖, somebody ―engaged in industry‖, something 
―developed for use in industry‖, or relate to industrial nations. We will use the 
term to mean of or relating to industry. Synonyms are business and commerce. 
 The use of the noun industrial to denote ―a company engaged in industrial 
production or service‖ is relatively recent. The Merriam-Webster Online 
Dictionary 2011 gives the earliest date of this usage as 1865. Earlier authors 
usually used the term manufactures, as did Charles Babbage (1832) who sang 
the praises of the machine and mechanization, and has therefore been referred to 
as a forerunner of scientific management. Andrew Ure (1835), whose account of 
work conditions in the textile industry has been seen as a forerunner of the field 
of work psychology, also used the term manufactures. The replacement of 
manufactures with industrial is linked to the transition from craft production to 
standardized mass production.  
 
Two Examples 
 
The importance of industrial renewal becomes easy to see when it is placed in a 
historical context. Mälardalen University has two campuses, one in Eskilstuna 
and one in Västerås, and we will illustrate the importance of industrial renewal 
using an example from each town.  
 The transition from craft to mass production necessitated the production of 
parts to such fine tolerances that they became interchangeable without being 
individually fitted. This was important to keep the assembly line running 
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smoothly. The US weapons industry was a pioneer in this area, and Chandler 
(1977) identifies the state owned Springfield Armory in Massachusetts as the 
most sophisticated US manufactory in the early 1840s from which modern 
manufacturing techniques spread to other American armories and subsequently 
to other industries.  
 The advantage of this so-called American system of manufacturing was 
discussed in Sweden, and in 1867 the Swedish army entered an agreement with 
Remington to adopt its rolling block rifle. The first 10,000 rifles were to be 
manufactured by Remington in the US, who then helped start production under 
license at Carl Gustafs Stads Gevärsfaktori (Carl Gustaf Stad‘s Rifle Factory) in 
Eskilstuna in 1868 using American machines and methods of serial production 
of components to high precision, quality control, and division of labour. In the 
1870s, the employees of Carl Gustaf Stad‘s Rifle Factory spread the new 
knowledge to other manufacturing companies in Eskilstuna and Sweden (De 
Geer, 1978; Fagerberg, 2006), and the implementation of American machines 
and methods of production became important not only to manufacturing at Carl 
Gustaf Stad‘s Rifle Factory, but also to bringing Swedish industry into the era of 
mass production.  
 In 1888 the same rifle factory employed Carl Edvard Johansson, an emigrant 
who returned from the US where he had been working and studying. He would 
subsequently perfect the manufacturing techniques imported from Remington by 
refining the measuring techniques used. His gauge block sets for precision 
measurement used, for example, to calibrate workshops‘ and suppliers‘ 
measurement instruments became essential for the reduction of re-work at 
assembly lines and for the economics of mass production, and he would later 
return to the US to work for Henry Ford. 
 Asea – the A in ABB since 1988 – was founded by Ludvig Fredholm in 
1883, and in the 1890s the company moved to Västerås. In 1891 Jonas 
Wenström, the younger brother of one of Fredholm‘s business partners, patented 
his three-phase electrical power system, the most common electrical generation 
and transmission system. The patent was only recognized in Norway and 
Sweden and the company faced tough competition from its much larger German 
competitors AEG and Siemens who saw the Swedish market as their backyard, 
and other Swedish manufacturers of electro-mechanical equipment, often in co-
operation with larger foreign firms. 
 The company faced serious economic difficulties and risked bankruptcy 
during the economic recession of 1900-1903 due to an inefficient production 
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structure and a lack of standardization. One of the company‘s major financiers 
was Stockholms Enskilda Bank (SEB) and in 1902 the management requested 
the bank‘s assistance to reconstruct the company. The bank supplied equity and 
loans, and its vice-president, Marcus Wallenberg, identified and recruited J. 
Sigfrid Edström as the new Managing Director in 1903. The company resumed 
paying dividends on its preferred stocks in 1907 and had regained its leading 
position in the Swedish market by 1910, when Wallenberg withdrew and 
became president of the bank (Glete, 1983). 
  Edström had worked for Westinghouse from 1893 to 1897, and for a shorter 
period also worked for General Electric. He immediately recruited a classmate 
from Chalmer‘s Technical Institute (CTI) and colleague from Westinghouse, 
Emil Lundqvist, as Technical Director of the workshops. Lundqvist introduced 
American methods of mass production to Asea, a system that was used until the 
1950s, and turned losses into profits. In the coming years Edström would 
systematically increase Asea‘s technical and management knowledge and skills 
by recruiting engineers with experience from leading industrial firms, 
particularly General Electric and Westinghouse. From 1890 to 1902, 50.0% of 
engineers in leading positions at Asea had worked abroad. Between 1903 and 
1910 this proportion had grown to 92.6% (Grönberg, 2003). The company had 
1,186 employees in 1903, 5,052 in 1918 and 73,000 in 1988 when it became part 
of Brown Boveri. The story is well described in the accounts by Helén (1955, 
1956, 1957), Glete (1983), and Grönberg (2003). 

 
Technology, Economy, and Society  
 
Our two examples are taken from the time when Sweden took the step from craft 
to mass production. Sweden was drawn into the industrialization process in the 
late 19th century during an upswing in which electrification, heavy engineering, 
and chemical industries played a key role. 
 Economic growth took off in the late 18th century in Great Britain with new 
techniques to produce cotton and iron products at low cost (Landes, 1969; 
Freeman & Louçã, 2001; Perez, 2010). A second upswing followed in the mid-
19th century with more effective steam engines and railroads opening up new 
markets, and a third followed with electrification, chemicals, and cheap steel, in 
which Germany and the US took the lead. This third upswing has often been 
called the second industrial revolution as it radically transformed not only 
industrial production but also working life and society, and there is much 
evidence that we have once again started to undergo a similarly far-reaching 
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transformation, this time driven by rapidly increasing capacity and decreasing 
cost of integrated circuits, and new methods of programming. This process 
involved decreasing costs of core inputs, such as steel, copper and metal alloys, 
and the present upswing involves integrated circuits, programming, and 
decreasing costs of bringing new products to the market, innovations and 
improvements that have opened up new markets and technologies for 
exploitation. Some of these more important traits of the second and third 
industrial revolutions are summarized in Table 1.  
 
Table 1.  Industrial renewal in the second and third industrial revolution 

 
 

The second industrial revolution:  
The age of steel, electricity and 

heavy engineering 

The third industrial revolution: 
The age of information and 

telecommunications 

New 
technologies 
and new or 
redefined 
industries 

Electrical equipment 
Heavy chemicals and civil 

engineering 
Steel production (the Bessemer 

technique) 
Canned and bottled food 

Computers, software 
Telecommunications equipment 
Control instruments 
Computer-aided biotechnology and 

new materials 

Transport and 
communication 
infrastructure, 
and new 
markets 

Steel railways, and ships 
National telephone and worldwide 

telegraph 
Industrialization is spread 

throughout Continental Europe 

Digitalization and optical fibres 
Worldwide telecommunication, 

internet connects buyers and 
sellers 

Industrialization is spread to China 
and India 

Managerial 
and 
organizational 
principles 

From local firms to oligopolistic 
giants 

Economies of scale of plant and 
vertical integration 

Inventions through in-house R&D 
Mass-production based on 

standardization (scientific 
management) 

Specialized professional 
management using administrative 
control, and improved cost 
accounting for control and 
efficiency 

Focusing on core capabilities, 
adaptability, what to perform 
inside the company, shorter lead-
times, the role of the company in 
its network, and worldwide 
sourcing 

Sourcing new ideas from outside, in 
global collaborations, and 
independent start-ups 

Knowledge as capital, higher 
service content 

Administrative control replaced by 
market and social control 

Work and  
social life 

Farmers and farm workers living in 
families of several generations 

Women enter all types of 
professions, and the nuclear 
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became factory workers with 
nuclear families 

Electric light turned night into day 
and made shift work possible  

Work life became regulated and a 
social security system developed 

Commuting to work was made 
possible by bicycles, electric-
powered tram cars, and railroads.  

family was dissolved 
Internet connects people 

worldwide, supplies an 
infrastructure for networking and 
social media 

Increased flexibility requires a 
more flexible work force, 
mastering several trades, and 
temporary employment 

The computer and innovations in 
telecommunication have made 
distant work possible 

Politics and 
institutions 

Revivalist, temperance, labour, and 
sport movements, and a rebirth of 
nationalism. In addition, the new 
industry, and state, created a large 
number of associations to channel 
the interests of various groups. 
The new Marxist labour 
movement created trade unions 
associated with political parties, 
an initially very turbulent labour 
market, and different images of 
how the industrialized society 
should be organized. There was 
compulsory military service, 
universal suffrage, and a welfare 
system.  

We have seen the birth of a new 
social movement in the form of 
networking through the internet 
and social media. National 
governments have been 
weakened, services privatized, 
markets deregulated, as capital 
and people have been allowed to 
move freely across borders. The 
importance of international 
cooperation through transnational 
organizations has increased. 
Membership in political parties 
and participation in national 
elections have decreased. Only 
with regard to environmental 
issues have new political parties 
been successful.  

Sources: based on Freeman and Louçã (2001), Perez (2002) and Perez (2010). 
 
The computer is not a new idea. The previously mentioned Charles Babbage 
(1832) is considered to be the inventor of the programmable computer even 
though he never managed to get the machine he designed to work. It was when 
integrated circuits were invented that the computer was able to quickly become 
faster and cheaper, information could be digitalized, and software could be used 
to control machines and processes, and as a tool to develop new industries. This, 
together with the simultaneous increase in transmission capacity in copper 
cables, fibre optics, and the mobile phone connected companies and people 
worldwide, and brought a second wave of globalization.  
 In the 1850s a company with a few thousand employees was a large 
company. By 1914 there were several companies with more than 50,000 
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employees. The telegraph, telephone, typewriter, the carbon paper based 
copying machine, punch cards, and new cost accounting systems made it 
possible for a central staff to coordinate production (Yates, 1989), and large 
vertically integrated firms with internal R&D departments were created through 
mergers and internal growth. Many of these firms that came to dominate their 
industry still do so, but they have disintegrated during the last 50 years, as they 
divested themselves of peripheral businesses and focused on developing their 
core capabilities, one being the ability to bring new innovation to the world 
market. Corporate staffing levels have been diminished and internal corporate 
governance is now more dependent on market and social control. External 
sourcing of parts, services and new ideas has become more important. Small 
firms have become important for the development of new innovations and job 
creation. For example, it has been estimated that about two thirds of all new jobs 
in the US (Birch, 1981) and three out of four new jobs  in  the Swedish economy 
(Davidsson, Lindmark, & Olofsson, 1996) have been created in small 
businesses, and that about 79% of all new jobs in China (Chen, 2006) have been 
created in new private firms. 
 Urbanization and the socialization of farm workers to now work at the 
assembly line implied a radical change for those involved. The changes we see 
today have thus far not been as radical, although contingent and remote work 
has become a reality for more and more people. The nuclear family is dissolving 
and the Internet has become important as a means of communication. 
 Industrialization was associated with the formation of social movements and 
political parties, investments in schools and communication infrastructure, 
compulsory military service, universal suffrage and the welfare state. We might 
think of these innovations as the modern state but they were equally an 
adjustment to the new technology of mass production. As social change lags 
behind technological change, it is still difficult to foresee which institutional 
changes the digital era will bring. A weakening of national governments and a 
more pluralistic society has been noticeable. 
 It is important to note that there is a link between technical and social 
change. Major new technologies can sometimes not be fully exploited unless 
social and institutional changes support their commercialization. There is also a 
connection between the material world and dominant systems of ideas. Several 
of the major innovations that paved the way for the industrial revolution, such as 
the printing press, paper making, gunpowder, the compass and ocean going 
ships had already been invented in China, but were not exploited. The cultural 
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context was not supportive to their exploitation. This makes industrial renewal 
by necessity a multidisciplinary area of research. 
 This applies not only to major new technologies such as the Bessemer 
technique and the integrated circuit, but also to the introduction of new 
technologies and strategic changes in companies. There has to be a fit between 
market demand, the idea, and production systems within the company. If this fit 
is not present, companies have to reorient themselves to better align with market 
demand in order to remain profitable and survive.  
 
An Outline of the Book 
 
This book consists of six sections covering such diverse aspects of industrial 
renewal as the renewal of companies‘ strategies, distribution channels, 
management accounting and control, and the institutions of society, 
entrepreneurship for industrial renewal, and renewal within the energy sector. 
The first section consists of three chapters which deal with the renewal of firms‘ 
strategies, with examples from ABB, Ericsson, Saab, and smaller engineering 
companies. These examples stretch over 30 years and illustrate both how the 
renewal of firms‘ product portfolios has changed over time, and the long time, 
often ten years or more, that it takes to reap the benefits of new strategies and 
ventures in new areas. 
 The second section deals with the renewal of market channels. Market 
structures and market processes are always in a state of flux as new consumer 
needs are identified and current preferences fade away, new production 
technologies are developed making previous states of the art obsolete, etc., 
necessitating modification and partial replacement of existing market channels. 
The papers in this section show the intimate connection between the renewal of 
market channels and the renewal of production systems. Examples are taken 
from the software industry, the music industry, from the organization of 
intelligence work, the use of IT in business relationships, and the problems 
whereby a traditional dependence-oriented cultural context can obstruct the 
renewal of market channels. 
 Entrepreneurship is a necessary prerequisite for industrial renewal. There has 
to be an individual who has a vision and drives the process forward. The third 
section deals with how to understand the relationship between industrial renewal 
and entrepreneurship in the light of an increasing interest in support for 
entrepreneurship and innovation. The section consists of six chapters which 
elucidate entrepreneurship in established firms, general and project specific 
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support to entrepreneurs and the formation of new firms, and present new 
perspectives on entrepreneurship as a phenomenon in contemporary society. In 
one way or another, these chapters all address the need for support to foster 
entrepreneurship and innovation. 
 Three of the chapters in section four deal with the decline of the Swedish 
employment model, and the development of a new institutional policy for trade 
unions in Sweden. As the ability of the state to pursue an industrial policy has 
been drastically reduced, politics has changed from promising the fulfillment of 
dreams to historical determinism. The ability to create national solutions has 
diminished and both industry and the political sector have had to adjust to 
changes in industry and working life in other parts of the world. This has led to 
changes in the Swedish labour market and has brought about a new balance 
between the actors in the labour market. The papers presented in this section 
give their perspectives on the need for a renewed agenda for the development of 
working life and competitiveness of Swedish industry. The section concludes 
with a chapter discussing the role of universities for industrial renewal and 
central challenges to co-producing universities. 
 The fifth section deals with the role of management, accounting and 
management control in the process of industrial renewal. It commences with 
three chapters which apply a historical perspective on the control of product 
development, capital investment and cost accounting, and illustrate how new 
means of management and accounting have evolved closely linked to industrial 
renewal. The following three chapters deal with implementation of lean 
production, the changing role of managers, and ways of mobilizing forces for 
change in management accounting, and illustrate how the boundaries between 
management and accounting and control are currently being challenged and 
moved in a thus far unidentified direction. Management control is not static but 
is constantly changing. New techniques are introduced and old means of control 
take on new roles. The management accounting and control area is highly 
nuanced, and the section concludes with an analysis of the contradiction 
between management accounting and control, and control as it is perceived in 
communities of practice. 
 The final section deals with the renewal of the energy sector and commences 
with an account of the composition of the Swedish energy system and the 
evolution it has undergone over the last 100 years. Coal has been a core input for 
the industrial system since the late 18th century, when James Watt reduced the 
amount of coal needed in his steam engine by 75% compared to the earlier 
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Newcomen engine by cooling the steam in a separate condenser outside the 
engine. Oil has played a similar role since the petrol engine proved to be a more 
efficient engine for vehicles. However, coal and oil are limited resources which 
give rise to harmful emissions when mined and burned. As a result there is now 
a general consensus that their role in the energy system has to be replaced by 
renewable energy, and that this transformation has to come very quickly to 
avoid global warming. Considering the huge amount of capital invested in fossil 
fuel production and distribution, and the long technical life of such investment, 
it is a transformation that will require enormous investment in renewable energy 
systems and destruction of capital invested in fossil fuel systems. It is without 
doubt the largest industrial renewal project faced by mankind today. The 
remaining three chapters in this last section deal with so-called green companies, 
i.e. companies that claim to act in a way that minimizes damage to the 
environment. We get accounts of the way green companies portray themselves 
on their web pages, of support to entrepreneurship within the green sector, and 
of a company‘s delicate balance between being green while engaging in a 
business that is not considered green. 
 The book ends with a jointly written chapter in which the editors draw some 
important conclusions based on the research presented here with regard to 
directions for future research on industrial renewal.  
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PART I 
 

THE RENEWAL OF FIRMS‘ 
BUSINESSES AND STRATEGIES 

 
 
 

Esbjörn Segelod 
 
 
 
For a long time Swedish companies were able to renew their product portfolios 
and businesses by copying foreign and especially US companies. New business 
concepts and products that could be implemented in the Swedish market could 
be found by studying the US market. This worked because American companies 
focused on first establishing themselves in the US market before entering 
foreign markets. This gave Swedish entrants time to establish themselves in the 
Swedish market before they faced competition from foreign firms. However, as 
trade barriers and transportation and distribution costs declined new needs 
would be quickly met by imports, reducing the profitable timeframe for 
domestic imitation of new foreign ventures. As the Swedish economy caught up 
with the most advanced economies, its companies were increasingly compelled 
to evolve from imitating to innovating. 
 Sweden emerged from the Second World War with its production capacity 
intact and with high demand for many of its products, making many Swedish 
companies focus on production capacity and cost. However, it did not take too 
long for the war-torn countries to rebuild their industries. Capacity would yet 
again exceed demand and everyone tried to solve this by exporting their 
products. This increased the pressure for restructuring industry, and in the 
1970‘s we saw a decline in growth and investment. This caused great concern 
because fixed investment had long been seen as an indicator of future economic 
growth. Studies were initiated showing that funds had been reallocated from 
fixed investments towards increased investment in new markets, marketing and 
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R & D. Increased competition had forced industry to reorient and shift its focus 
from production to marketing and innovation. 
 The 1970s was characterized by low growth and high inflation, or stagflation 
as it became known. Swedish inflation exceeded by 9% per year, which helped 
to pull the stock market down. The broad US SP500 index fell by an average of 
5.4% per year in real terms while US inflation stood at 7.4% a year (Shiller, 
2005). The Swedish shipbuilding industry was shut down, as were several old 
industrial companies, the so called ―bruk‖ founded in the pre-industrial age. 
These structural changes instigated many studies of declining firms and the 
reorientation and development of new business areas. Leading these were the 
action research-oriented school SIAR (Scandinavian Institutes of Administrative 
Research) (Lindh & Rhenman, 1989; Carlsson, 1998) and the Gothenburg 
School (Hedberg & Jönsson, 1989), which tried to build theory by inductive 
reasoning. An exponent of the former (Norman, 1975, 1977) wrote the book 
"Management for Growth" which would became Sweden's best selling 
management book, and his concept of a business became widespread in Swedish 
industry. 
 After the second oil shock in 1978 when Swedish industry as a whole 
showed losses, it quickly became clear that it was time for back-to-basics. New 
ventures were divested or wound up and companies turned their attention 
towards developing core competencies and their marketing side. Major groups 
that had previously acquired their subcontractors were now selling businesses 
and outsourcing parts of their operation, focusing on the part of the value chain 
that they judged as most important and their company most qualified to handle. 
 A study by Granstrand and Sjölander (1990) showed that each new 
generation of products is based on an increasing number of technologies. This 
leads to an increasing need to acquire external knowledge to develop each 
generation of products, spurring companies to form alliances. Other researchers 
(Palich et al., 2000) showed that it is often easier to achieve high profitability by 
international diversification than by product diversification. This may explain 
why since 1970, major Swedish firms have concentrated their product portfolios 
and expanded their internationalization (Bengtsson, 2000). 
 Swedish firms have traditionally renewed their businesses through internal 
business venturing. However, as companies got rid of much of their staff and 
other slack resources and pressure from the stock market increased, this was no 
longer a viable option. Firms have become increasingly dependent on acquiring 
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external knowledge to develop new business areas. This dependency has not 
occurred overnight but is the result of a gradual evolution. 
 The focus on developing areas of competency in which the company could 
become a leader has made firms focus on strategic control. What does not fit 
into approved strategies has been liquidated, sold off, or put on the stock market. 
This specialization has led to an increasing number of Swedish inventions that 
have not been exploited within the country, and an increasing need to acquire 
foreign patents and external knowledge.  
 The development is partly due to better functioning markets (Jensen, 1993). 
As a result, an increasing number of new inventions were marketed, not in big 
business, but as independent start-ups. The allocation of resources to develop 
new inventions – which had to a large extent been handled by the internal capital 
market of major firms during the previous 100 years – has increasingly been 
transferred to external capital markets. 
 Asea, the A in ABB since 1988, had been engaged in developing a few 
smaller heavy water reactors since the 1950s, and was later involved in a 
commercial boiling water reactor of which nine were built in Sweden from 
1966-1985, and two in Finland since 1969 through its subsidiary Asea Atom. By 
this time, nuclear power met popular resistance and a national referendum in 
1980 on the future of nuclear power led to a decision to build the 12 reactors that 
had been approved, only to decommission them just 20 years later, and to issue a 
ban on further research on nuclear technology in Sweden. As a result, Asea 
Atom was forced to seek new applications for their knowledge and skills. One of 
those involved in the process was Erik Dahlquist who, in the first chapter of this 
section, describes his experiences of the Asea Atom venture in the off-shore 
engineering market, a venture which had reached an annual sales of about 3 000 
MUSD when ABB sold its oil and gas engineering in 2005. 
 The Asea Atom case follows a traditional pattern (Segelod, 1995a, b, 2001). 
When Asea Atom perceived a threat to its core business, top management 
stimulated the development of new venture ideas in order to focus at a later 
stage on a few of these and set a new strategic direction for the company. It is 
usually possible to distinguish one of these processes in which new venture 
ideas are generated and developed and one business strategy process on a higher 
level in the organization in which some of these new venture ideas are integrated 
and a new strategy developed and approved. Strategy in this context is a 
response to the relationship between the firm and its environment. 
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 Attention to strategy can, as Chandler (1962) found, either be assured on a 
continual basis through special organizational arrangements, or remain dormant 
until triggered by some major event inside or outside the firm. Concerns with 
strategy therefore tend to follow an ―on-off‖ cycle. Strategic periods of changes 
in a firm's products are followed by periods when management's attention is 
focused on operating and administrative problems created by strategic change. 
The reorientation of Asea Atom is an example of the latter. However, as product 
life cycles have shortened and industry has increasingly moved from competing 
on price towards competing on innovations manifested in features new to the 
customer, it has become almost necessary to always have strategic attention 
turned on. In our next chapter Netz and Iveroth show how the development of 
Ericsson Multimedia and Saab Training System ventures present both 
incremental and radical elements.  
 Normann and Ramírez (1993) define strategy as the way a company defines 
its business and the way it links its competencies and customers to create value. 
In the age of mass production this made a central issue of how to position the 
firm in a value chain and pass on a product to the next actor in the value chain. 
Normann and Ramirez argued that this does not suffice in a fast changing 
innovation driven economy. Actors in the chain have to be aligned to co-
produce value. They termed this constellation of actors a value constellation. 
Constantly reconfiguring relationships and roles in the firm‘s value 
constellations, mobilizing new constellations and constantly improving fit 
between competencies and customers become key strategic tasks. Based on their 
two cases Netz and Iveroth identify three different modes of renewing value 
constellations which they term maintenance, re-configuration, and extension, 
and they show how these processes of renewal involve both incremental and 
radical elements. 
 The development of a radical new technology or business is a long drawn out 
process. To establish oneself in a new market can take ten years and the time 
and resources needed are often underestimated. A study by Agarwal and Bayus 
(2000) of major product innovations in the United States during the last 150 
years showed that it took on average 28.1 years from invention to 
commercialization, an additional 6.3 years to firm takeoff, and 8.0 further years 
to sales takeoff, i.e. when the growth curve of the new product reaches its 
highest growth rate. Major innovations are not commercialized overnight, and 
neither is strategic change and the development of new business ideas. 
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 In the final chapter of this section Jim Andersèn further exemplifies this in a 
longitudinal study of 15 manufacturing SMEs in Eskilstuna between 1975 and 
2001. Two of these achieved superior performance in their industries throughout 
the 1990s which could be attributed to a process of renewal that started ten years 
earlier. Nothing radical had happened. The renewal of their business ideas and 
strategies had been a process of incremental steps and gradual refinement whose 
benefits could be seen ten years after the process had been initiated. It is true 
that both firms had acted in a proactive and innovative manner, but without 
patience, hard work and stubbornness, they would not have had the time it took 
to refine a winning business concept. 
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Chapter 2 

 
 

New Product Development in Response to 
Shrinking Markets – Asea-Atom and Non-

nuclear Products 
 

Erik Dahlquist 
 
 
 
Off-shore – Market Opportunities and the Barriers to Entry 
 
The off-shore project came about from a wish to develop a second area of 
business within Asea-Atom, a company specialized in nuclear power. After the 
1980 referendum on nuclear power in Sweden, the Swedish parliament decided 
to close the country‘s nuclear power plants when their technical lifetime had 
been reached. This decision brought into question the future of companies that 
worked exclusively in nuclear power. A number of new technologies were 
evaluated before the decision was made to start the off-shore business. These 
included integrated gasification with combi-cycles for power and heat 
production, and chemical production, which were discussed and prospected in 
Nynäshamn. Pressurized combustion in a bubbling fluidized bed was discussed 
with Stockholm Energy and later implemented, but only after a transfer of the 
business responsibility to ABB Stal.  
 In the 1970s there was a strong development of the off-shore business in the 
North Sea. Many companies jumped onto the off-shore bandwagon. One of 
these was Asea, which formed Asea Oil and Gas in 1984. The strategy was to 
make use of the existing expertise in Asea-Atom, the nuclear power company. 
Two major areas were identified as especially interesting: water treatment and 
robotics. Water treatment was the key factor of the success of the Asea nuclear 
reactors, where Asea-Atom had proved to be one of the very best in the world, 
and was therefore thought worthy of further development in this new area. 
Robots were used to handle nuclear fuel and to conduct underwater inspections 
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in radioactive environments, and had proved very successful for Asea-Atom. 
This robotics expertise would be very useful for servicing underwater equipment 
on off-shore platforms. 
 Asea Oil and Gas was formed in 1984 with a main focus in the areas of water 
treatment and subsea robotics. There was also early interest in activities such as 
development of a gas sensor and a few other areas, but the focus settled on the 
two main areas.  
 As we did not have much experience in off-shore technologies learning was 
paramount, and I started a PhD in off-shore separation to study the technology 
of separation in depth. Other staff studied other areas, and we recruited a 
number of staff with experience in the industry. 
 We arranged visits to off-shore platforms to get to know the current 
technology, and made contact with universities, consultancy companies and 
suppliers. We predicted that there would be problems in separating small oil 
droplets from the water extracted from the oil-water mixture in the future. The 
pressure drop during pumping to the surface causes emulsions to be formed, and 
increasing the magnitude of the pressure drop results in smaller oil droplets in 
the emulsion. Implementation of Enhanced Oil Recovery (EOR) also results in 
more difficult emulsions. This meant that technologies such as membrane 
filtration and centrifuges would be needed to separate the mixtures. 
 Contacts were made with all the universities in Sweden and Norway, and 
others such as UMIST in the UK. The aim was to identify new technologies that 
could be of interest to develop or acquire as key components.  
 It is interesting to note that one of the contacts was with Southampton 
University and an Australian garage door manufacturer who had a licence from 
the university. The garage door manufacturer was offering a new type of hydro-
cyclone for removal of oil from water that had been developed by Southampton 
University. We did not realise the full potential of this device when we first 
evaluated it. Everyone was focused on separating the very fine oil drops formed 
in the water as the pressure from the oil well was released, whereas this device 
performed the separation before the pressure release in the separator train in 
which pressure is released in three stages, thereby releasing gas from the oil. By 
separating the oil before the pressure release only large droplets and not small 
droplets have to be removed, as the small droplets are only formed during the 
pressure release. This later turned out to be a key factor in the design, and the 
garage door manufacturer was sold several years later to the oil company 
Conoco for 200 MUSD. Starting in a new area or being too fixed on the normal 
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technology always sets limits that are difficult to see beyond. We heard later that 
Alfa-Laval had a patent on the same principles for dairy use, but had never 
thought of using the system for off-shore separation, even though they were 
trying to enter this area. They focused instead on centrifuges, their other product 
line. 
 Instead we focused on other technologies: coalescence filtration, membrane 
filtration and a British technology where a ‗waterfall‘ effect was used to separate 
oil from water. The inventor had the technology evaluated by the group at 
Southampton University and had sold 40 plants, primarily in England and South 
East Asia. When we tested the technology, it turned out to not work at all. The 
researcher from Southampton University had taken samples of the feed and just 
after the waterfall, but not of the outgoing, cleaned water at the outlet pipe. He 
had come to the wrong conclusions because of the error in sampling positions. 
We had to say ‗no, thank you‘ to this technology too. 
 Meanwhile Asea had formed a joint venture to do development work 
together with Statoil. The top managers from both companies were meeting 
frequently and decided on the projects to develop. The president of Asea Oil and 
Gas, Fredrik Segerberg presented our membrane filtration plant for separation of 
emulsions. This technology would be very interesting in the long term for 
removing the small oil droplets that could not be separated in hydro-cyclones or 
flotation technology, the most common technologies at the time. We planned a 
schedule of 1.5 years to make a prototype that could be tested at a platform. The 
vice executive president responsible for Asea‘s off-shore activities, Sune 
Carlsson (later president for SKF) then said we could make it in half this time. 
We therefore decided to do the development work in half the time we originally 
estimated, and started work immediately. Jan Molin from Asea-Atom became 
overall project manager and I was made responsible for the technology 
development, representing ABB Corporate Research.  
 Our first design of the CR-filter was with parallel flat, circular membranes 
with rotors between each pair of membranes. We got Gunnar Molund, a design 
engineer, to do the drawings. Asea Tooling made tools for producing the filter 
plates in plastic. Asea Plast manufactured the plates and in the meantime we 
built the rest of the system ourselves, including drives, membrane selection, etc. 
The technology we chose was a cross flow membrane filtration system that we 
had taken over from Alfa-Laval. Alfa-Laval got the original idea from a 
researcher in Hungary from the 1960‘s, and had been working with steel plates 
which were far too expensive. Making the system in plastic was a very big step.  
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After eight months we had the unit ready. We were very happy and the board of 
the Asea corporation visited us at the lab, where we were able to demonstrate 
the technology. The chairman, Curt Nicolin and Peter Wallenberg, one of the 
main owners, said that it was a very interesting project, and it resulted in a 
number of patents (Dahlquist & Teppler, 1986; Dahlquist & Enekull, 1987; 
Dahlquist, 1988; Dahlquist, et al., 1988; Dahlquist & Teppler, 1989; Dahlquist, 
1990). 
 Unfortunately and to our great surprise we heard that Statoil were not at all 
interested in testing the technology. The lower level technical staff had not taken 
part in the decision and were focusing instead on hydro-cyclones. We therefore 
had to approach other oil companies. Several were very interested, including 
Conoco, BP, Hydro, and Saga, and within six months we had another company 
interested in testing off-shore. A plant was sent out and Milan Teppler and Clas 
Karlsson went out to perform the field tests at a production platform in the North 
Sea. 
 Unfortunately we did not have time to perform detailed selection of the 
membrane, and after several days one of the membranes broke and some oil was 
leaking through. After fixing the membranes we started a development project to 
find ways to block cells with leaking membranes. This resulted in a couple of 
new patents. Unfortunately we did not convince the oil company to buy a plant. 
By this time the price of oil had fallen to below 15 and then below 10 USD per 
barrel. Nobody was interested in buying new equipment as the oil companies 
were suddenly losing money. Our commercialization project had run into a very 
severe problem. There was no longer a market for our technology in the off-
shore industry. At this very point in time our sales manager Sören Stridsberg 
heard about a project at MoDo Husum. They wanted to buy an ultrafiltration 
membrane system to remove high molecular weight substances, mostly 
substances containing chloro-organics (AOX), in a bleaching plant. This 
prompted a shift in focus towards the pulp and paper industry. This will be 
discussed in the next section. 
 Meanwhile, in 1985 Asea bought 20% of the off-shore engineering company 
Aker Engineering. We started a number of cooperative projects together with 
their engineering department, which seemed like the right thing to do at the 
time. We got very experienced cooperation partners who knew the off-shore 
business. However, after some time we learned that they did not have that much 
hands-on experience of products, and definitely lacked experience of product 
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development. However, they were able tell us about the background and the 
conditions that had to be fulfilled, etc., which was very useful. 
 In 1987 when the oil price dropped Asea decided to get out of the off-shore 
engineering business and sold off their shares in Aker engineering, making a 
rumored 100 MUSD profit in the process. Asea was still performing a number of 
other off-shore activities such as selling drives and electrical equipment after 
buying EB, the biggest electro-technical company in Norway. Asea merged with 
BBC in 1988 and became ABB, and ABB bought the US company Combustion 
Engineering in 1990. This company owned a large engineering company, 
Lummus Crest, which was reorganized to form ABB Lummus and after some 
time was absorbed into ABB Norway. As a result ABB was back in off-shore 
engineering. The old ideas about production systems were brought up again, and 
in 1993 I became part of the newly formed technology development and 
business development group. The focus of this group was to build subsea 
platforms for off-shore production. The off-shore platform costs roughly ten 
times as much as the separation equipment and subsystems when the platform is 
anchored at the sea bottom 350 m below the surface. 
 This time there were considerably more resources than on the previous 
occasion with Asea Oil and Gas. The field engineering company had several 
hundred employees and the research team at ABB Corporate Research in Oslo 
grew to around 50 people. A Norwegian researcher called Rune Stromback 
became the project manager, and reported to Marcus Bayegan, technology 
manager for the off-shore business, who was also the vice executive president of 
ABB for Technology in Zurich from 1997 to 2005.  
 As the research group was formed as a project with specific targets to make a 
concept for a sub-sea platform, different people were needed during the different 
phases of the project. Norway has very good project leading capabilities as 
shown clearly in the production of off-shore platforms. They produced a 
platform valued at 1000 MUSD in three years from order. Compare this to the 
14 years it takes on average to produce a nuclear power plant costing the same 
in the US to fully appreciate this feat. Between Bergen and Stavanger there were 
manufacturing sites at Stord where up to 17,000 workers worked simultaneously 
for three months in the most intensive period. The staff slept in shifts on ships 
that had been brought in for the purpose. A number of the people involved in our 
project had previous experience of this way of working and introduced it to the 
project. 
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 A number of sub-projects were created. One focused on the subsea platform, 
and another was on equipment for remote control of production and 
performance. Was it possible to develop a sensor to detect whether water was 
leaking in through one of perhaps ten wells, which all lead up to the same 
separation system?  
 We had another project on the separation system. Fossil water is not like 
today‘s sea water. It contains a lot of BaCl2, whereas sea water contains a lot of 
sulfate. Mixing these causes BaSO4 precipitation, which can clog fish gills and 
block the well if re-injected. 
 It is therefore better to treat the fossil water and re-inject it directly after 
removing the oil. The focus was therefore on finding an efficient system to do 
this that could operate for 30 years without servicing. It should also be able to 
withstand the conditions at 350 m below the sea level, a pressure of 35 bars.   
 The work was split between separate smaller groups with some doing the 
engineering, and others focusing more on the principles, such as selecting the 
technology to use. I was working primarily with the separation system, and my 
PhD thesis on the topic came in very useful when we went out to sell the 
concept. It was evidence that we had in depth scientific experience in the area. 
Within a few years we sold two subsea platforms to Saga petroleum and Hydro 
for around 100 MUSD each. 
 ABB ran into problems in the late 1990s. They had run a huge project to 
develop the most advanced gas turbines in the world, and commercialized 
turbines with 58% electric power efficiency for combined cycles using natural 
gas. Unfortunately, these levels of efficiency turned out to be difficult to reach 
in practice, and ABB was in a difficult position as more than 100 turbines had 
already been sold. A decision was therefore made to try to get rid of the power 
plant business, resulting in the French company Alstom taking over the 
products.  
 The board also wanted to float ABB on the New York Stock Exchange. In 
order to do so the US financial accounting system GAAP had to be adopted. 
This system made it look as if the profit had been halved. One of the main 
owners, Ebener, did not want to lose his relative influence, and thus demanded 
that ABB should buy back shares for 3,000 MUSD, and then sell them back 2 
months later in the US. Unfortunately the US rules also require disclosure of 
possible risks, hence the introduction of the asbestos claims in the annual report. 
The value of the shares sank like a stone, it was not possible to sell shares at a 
reasonable price, and solidity dropped dramatically. Because of this ABB 
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decided to concentrate its activities more on Automation and Power products 
like HVDC, cables, transformers, etc. This meant that the segment that included 
the off-shore business was up for sale. ABB's boiler and fossil fuel businesses 
were bought by Alstom, and the nuclear business was purchased by 
Westinghouse Electric Company, both in 2000. The events have been vividly 
described by Carlsson and Nachemson-Ekwall (2003). 
 Vetco was subsequently established in July 2004 and operated through its 
subsidiaries Vetco Gray and Vetco Aibel. Vetco was the result of a takeover of 
ABB's Oil and Gas division and ABB Offshore Systems with combined sales of 
around 3,000 MUSD by a consortium consisting of the private equity firms 
Candover, 3i and JP Morgan Partners. This company was taken over by GE Oil 
& Gas in 2007. Chicago Bridge & Iron Co NV (CBI.N) bought ABB‘s Lummus 
Global business, a provider of process technologies used in the oil and gas and 
petrochemical industries, for 950 MUSD in 2007. Since then ABB has 
concentrated solely on electrical equipment for the oil and gas industry (Metso 
web page 2010, Reuters (2007), Wiki (2010a), Wiki (2010b)).  
 
Lessons Learnt from Oil Price Fluctuations and Externally 
Determined Changes in the Company Structure and Environment 
 
What this example shows is that it is easier to take a development project all the 
way to a commercial product and a successful business if the organization is 
functioning well and has clear goals, good contacts with customers and enough 
resources.  
 However, the perspective needs to be long term. It is relatively easy to ensure 
the success of a short term project, but the success of the full product develop-
ment cycle depends on a long-term perspective, strong drivers and a dedicated 
organization. It is often necessary to gather experience first to properly identify 
the requirements of new products. Unforeseen events can mean stepping back 
for a while, but these factors can ensure a return with a much stronger drive. 
More experience also increases the probability of success. 
 The decision to proceed with the areas in which Asea-Atom was already 
strong was not very successful in the short term, but in the long term it resulted 
in ‗revolutionary‘ new subsea technologies at 350 m below sea level. 
 When we started in 1984 we were small and inexperienced. Our establish-
ment led to reprisals from the giant Schlumberger, who bought an institute Asea 
had invested in and closed it, to avoid competition. We also missed the chance 
to commercialize hydro-cyclones, as we did not understand their potential at the 
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time. After purchasing a number of companies, Asea Oil and Gas slowly became 
stronger, and 10 years later was able to capitalize on the development performed 
5-10 years earlier. 
 From a long term perspective everything may be possible, but one has to be 
prepared for setbacks along the way. The final product was not exactly what was 
originally planned, but a refined concept became commercial. The primary 
application of the membrane filter turned out to be in the pulp and paper 
industry, rather than the oil industry – a completely different area. 
 
CR-filter – The Need for Market Flexibility to Minimize the Risks 
 
As mentioned above Asea Oil and Gas started in the off-shore water treatment 
area in 1984. Membrane filtration had been identified as very promising from a 
technical point of view, but because of the collapse of the off-shore oil 
production market in 1987, we had to look for alternative markets. 
 We developed the first generation of the cross flow membrane filter, the CR-
filter. Cross flow filtration has the advantage of high flux rates and limited 
fouling even at high concentrations. We contacted Jacob Murkes, who had been 
working with cross flow technology at Alfa-Laval. They had been closing down 
work on this type of product because it was too expensive, as they were making 
everything in stainless steel. We acquired the technology and started our own 
development, making use of Asea‘s expertise in plastics at Asea Plast.  
 At this point we started discussions with Swedish pulp and paper mills. It 
appeared that one of the mills – MoDo Husum – was just about to buy filters for 
removal of chloro-organic substances from their bleach plant effluents. The 
timing turned out to be perfect. The board for the non-nuclear division thus 
decided that we should focus on pulp and paper applications. We believed that 
there would also be a market outside this specific application.  
 After some negotiation with MoDo Husum, we got the order in competition 
with Japanese and UK companies, but under the condition that we increased the 
diameter of the membranes from 0.5 to 1 meter. This may sound trivial, but it is 
a big deal when the units are made in plastic with high tolerance requirements. 
A unit consisted of forty stacked cells, and a deviation of 0.1 mm could add up 
to 4 mm for the stack. Nevertheless, we succeeded in doing this and were able to 
deliver on time. 
 This became the start of an application development directed primarily 
towards the pulp and paper industry. As we already had a good reference 
installation at Modo Husum, we began discussions with a number of other pulp 
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and paper mills. Our second project was to close a complete board mill at 
Svaneholms Bruk. All high molecular weight organics were separated from the 
back water system of the board machine where the same amount of water that 
was removed by the membrane filter was replaced to maintain a balance. The 
concentrate from the filter was evaporated and then combusted. In this way all 
the emissions of waste water from the board machine were eliminated. At the 
same time pH dropped from 5.5 to 5, resulting in a higher retention, but the most 
important feature was that the amount of chemicals that had to be added dropped 
significantly, and the energy balance was significantly improved, as the cold 
fresh water requirement fell. As the board machine was already made to 
withstand a pH of 5, the lowered pH did not cause any problems. 
 The next installation was for recovery of paint at a liquid board mill at Frövi. 
The mill had received a request to treat all effluents with a combination of 
chemical and biological treatments. The cost for such a plant was estimated at 
100 MSEK (approximately 13 MUSD) and previous experience from a similar 
installation in Austria was not very encouraging. The mill therefore wanted to 
test membrane filtration. We performed a field test, and the flow rate was 
sufficient for the application. The mill staff then came up with the idea of 
reusing the separated paint, which was 10 % of the total. This turned out to be 
feasible, and the recirculation of the paint meant that the plant paid for itself 
within about six months. Instead of incurring a cost, this environmental action 
turned out to be a financially profitable installation. 
 After that a number of CR-filter plants were installed for this application and 
a co-operation was established with the coating supplier Jylä-Raisio, who 
included ABB‘s CR-filter as part of their range of products. 
 In 1990 ABB decided to integrate the Fläkt-group within their divisions. The 
water treatment did not fit into the new structure and was sold to Jylä-Raisio, 
and was later integrated into the Finnish Metso group (Membransysteme (n.d.), 
2010). Several other applications have been implemented since, such as treating 
the back water in the paper machine. Two installations in Finnish paper mills 
each included 15-20 full scale filters. The driving force here was to increase the 
productivity of the paper machine by having hot water with the right chemical 
composition (pH, etc), not cooling the water during the wash, and making better 
use of the chemicals. Applications of membrane filtration in the forest industry 
are described by Menttari and Nystroem (2008). 
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Lessons Learnt from the Strategic Decision to Make a More 
General Product 
 
By having a more general technology, we were able switch to a completely 
different process domain where there was a short term demand. It often happens 
that the primary basis for a decision is no longer applicable by the time a 
product is ready. A flexible attitude is therefore advantageous, so that all the 
invested money is not lost. Figure 1 shows how the business developed for 
Asea/ABB. 
 

 
 
Figure 1. The chronological development of the new off-shore business with the 

membrane filter 
 
It is often difficult to identify a market need directly, but when one starts to 
work with different problems needs become apparent, and it is even possible to 
get a ―series production‖ for quite exclusive products or applications within a 
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 When the membrane filter project was started in 1985 it was to the result of a 
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dropped even a giant like Statoil was frightened off and withdrew from R&D 
activities for several years, until they started to make money again after the 
crisis in 1987. 
 In this case the focus on the product rather than the application was positive. 
Had we focused solely on the off-shore application we do not know where we 
might have ended up. Focusing on the product allowed us to switch easily to 
other applications where the technology was already directly applicable. 
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Chapter 3 

 
 

A Value Constellation Perspective on 
Strategic Renewal 

 
 
 

Joakim Netz and Einar Iveroth 
 
 
 
Introduction 
 
This chapter extends our understanding of strategic renewal by introducing the 
concept of value constellation. A value constellation is an organization‘s 
particular setup of actors who perform social transactions to extract value from 
existing and emerging business. For instance, when Ikea execute their role to 
create value, the customer expects Ikea to deliver products with superior 
function in their homes for the price they pay. In this value constellation 
customers are expected to play a role in creating this value. As Ikea customers 
they know their role is to assemble their purchased furniture. This exemplifies 
how actors not only participate in the value creation (Normann & Ramirez, 
1993; Ramirez, 1999) but also do this aligned to a role. Thus in this chapter we 
illustrate how the firm‘s understanding of its own role is critical if managers are 
to master strategic renewal, and how this understanding influences others (i.e. 
suppliers, partners etc) to align to a particular role (cf. Floyd & Lane, 2000).  
 We develop and propose a model scenario that explains how the value 
constellation is linked to strategic renewal and how this phenomenon plays out 
in the field. Using empirical examples from previous scholars and from our own 
research on growth initiatives within Ericsson and Saab 1 , we show how 

                                                      
1  Acknowledgement: We thank Professor Esbjörn Segelod (Mälardalen University) and 
Professor J.P. Eggers (New York University) for reviews of earlier drafts. Indeed, we are 
grateful to all helpful executives and managers at Ericsson and Saab. In particular, Niklas 



32 
 

managers have to cope with dualities in the renewal process. For instance, 
managers have to maintain the firm‘s existing role in one business while 
simultaneously proposing and driving a changed role for the firm in the new 
emerging business. This complicated duality requires managers to implement 
internal and external processes if they are to successfully maintain and change 
roles aligned to the value constellation. Through our model and empirical 
scenarios, we emphasize a social and less aggregated perspective to 
understanding strategic renewal than earlier research. 
 The chapter is organized as follows. We begin by introducing the key 
theoretical tenet of the strategic renewal phenomenon which explains why the 
concept of value constellation may capture a less aggregated perspective on 
strategic renewal. We then relate this to the debate on incremental and radical 
strategic renewal which forms the theoretical foundation of our model. 
Secondly, we outline our model and describe dualities in the firm‘s renewal 
process and how these dualities require managerial attention. In doing so, we 
show how details of social and practical aspects of the renewal initiatives can be 
captured, which ultimately have long term implications for the firm. Finally, our 
simple model allows us to discuss dualities within strategic renewal initiatives 
and how strategic renewal may be guided by value constellation thinking.  
 
Theoretical Background 
 
We view strategic renewal as related to the overall business of the company but 
also connected to other less aggregated business attributes. The reasons for this 
view are found in Agarwal and Helfat‘s (2009, p. 282) definition of strategic 
renewal as including ―the process, content, and outcome of refreshment or 
replacement of attributes of an organization that have the potential to 
substantially affect its long-term prospects‖. As these researchers‘ note, their 
definition is broad and the types of organizational attributes that are relevant 
depend on the situation. Hence, there are many different possible approaches to, 
and avenues of strategic renewal. Put differently, the term attribute may help 
renewal research to detect other less aggregated renewal effects than just those 
linked to corporate strategy, which were often the focus in earlier research.  
 Having such a broad definition as a point of departure requires a decision on 
which attributes to study when exploring the concept of strategic renewal. These 

                                                                                                                                                                      
Nieminen (Saab Training Systems) and Claes Ödman (Ericsson Multimedia) deserve special 
thanks for helpful guidance and providing in-depth access to strategic renewal initiatives. 
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may include attributes such as objectives, business portfolio, business process, 
relationships, or other attributes identified as important for a company. In this 
paper we have chosen to focus on the attribute of a firm‘s value constellation for 
doing business (Christensen, 1997; Normann & Ramirez, 1993; see also Pfeffer 
& Salancik, 1978). Before showing how the value constellation can be renewed 
(in Section 3) we outline some recent advances in strategic renewal research that 
this chapter adds to.  
 As Normann (1971) noted, the seminal work by March and Simon (1958), 
Burns and Stalker (1961), and Lawrence and Lorsch (1967) can be viewed as 
approaches where innovativeness, e.g. level of technological change and product 
innovation, is seen either as variation of existing business or re-orientation 
towards new businesses. In his appreciated later work, Normann (1975) 
suggested that these variation and re-orientation patterns were significant for the 
strategic renewal of an organization during its life cycle. These seminal works 
all relate to technological change, and strategic renewal seems to been 
transferred to what strategy research refers to as incremental versus radical 
renewal (Agarwal & Helfat, 2009). Hence, the strategic renewal literature 
focuses on either one of these patterns of renewal, where we also find that 
research tends to be highly aggregated in nature.  
 In a simple but clear cut example, Nokia‘s strategic renewal from the 
business of rubber boots into the telecom businesses can be assessed as radical, 
whereas ABB‘s recent strategic renewal into general business firmly attached to 
―sustainable environment‖ can be classified as incremental. In this respect, 
radical renewal denotes renewal which generates profound changes in the firm‘s 
organizational structure, i.e. changes to the deep structure (Agarwal & Helfat, 
2009). Such renewal can stem from factors such as mature or declining markets, 
change in customer demand, or technology. These types of factors force an 
organization to change all or part of their corporate strategy, which in turn 
affects the long-term prospects of the corporation. Incremental renewal on the 
other hand refers to renewal that consists of small steps of alteration to the 
organization‘s business, which enable the organization to build new future 
business at the same time as it operates the current mature business. Agarwal 
and Helfat (2009, p. 283) note that the advantage of incremental strategic 
renewal is that it ―may enable firms to cope with changes in the external 
environment as they take shape, and thereby reduce the need for a much larger 
and more difficult transformation later on‖. 
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 Both radical and incremental strategic initiatives tend to be difficult to 
manage and consequently there is a high failure rate On the one hand, radical 
renewal initiatives often fail because they are too drastic and profound compared 
to the firm‘s current business (Christensen, 1997; Ahuja & Lampert, 2001; 
Burgers, Volberda, & Van den Bosch, 2006). On the other hand, incremental 
renewal can fail because its long term prospects are difficult to foresee and 
because of insufficient adaptation and impact on the external environment (e.g. 
Normann, 1971; Agarwal & Helfat, 2009). Research into ideal types of renewal 
i.e. radical or incremental, is commendable for abstract and aggregated 
theorizing on the nature of strategic renewal. However, what is problematic is 
that such classification informs us less about the practice of strategic renewal. 
This chapter responds to this omission by providing insights into what managers 
actually do when they engage in radical and incremental activities within 
strategic initiatives. In the next section we take advantage of these theoretical 
insights and use the concept of value constellation to grasp and model the social 
and practical aspects of strategic renewal. 
 Agarwal and Helfat (2009) suggested recently that strategic renewal within 
the same firm can be both radical and incremental depending on when it is 
observed. For example, IBM renewed incrementally between 1999 and 2004 
when it used business model innovations to ―make small, frequent investments 
and learn from them‖ (Agarwal & Helfat, 2009, p. 285). However, at the same 
time the company also renewed radically from hardware-based computing with 
a substantial personal computer business to become a business computing 
services company. Agarwal and Helfat argued that radical and incremental 
renewal alternate, with one always being more dominant than the other. In other 
words, it is not a question of either/or, as the dominant body of research 
suggests, but rather both-of. As a result, to succeed in the long term, firms need 
to master the balance of both radical and incremental renewal. Nevertheless, 
studies that take the both-of perspective on the strategic renewal phenomenon 
are rare, but are required if we are to improve our understanding of the 
phenomenon (cf. Agarwal & Helfat, 2009). To our knowledge this is the first 
research report that explicitly models the link between the concepts of value 
constellation and strategic renewal while addressing this duality.  
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The Mastery of Three Scenarios when Renewing the Value 
Constellation 
 
Firms have a specific setup of actors (e.g. suppliers and partners) who take on 
specific roles in the value constellation of their businesses. In so doing they 
create specific interdependencies between the role of the firm and the role of 
each actor. We refer to role here in the sense of both social self-awareness and 
the social action taken to accomplish related tasks in this state of mind. Looking 
back at the example from Ikea and the discussion about incremental and radical 
forms of renewal, this definition allows us to view a value constellation as a 
social phenomenon where actors‘ roles can change2. We argue that as that the 
value constellation can change, the appropriate balance of this change requires 
managerial attention and action. In turn, we will describe different scenarios as 
to how such renewal takes place in practice.  
 
Maintenance 
In our research we have found three different scenarios, depicted in Figure 1, of 
how a firm may undergo strategic renewal through its value constellation. The 
first scenario is incremental in nature because the roles are maintained in the 
value constellation. We therefore label this situation maintenance (alternative 1a 
in Figure 1). The roles might of course be shaped or strengthened (but are still 
kept stable) and contribute to the new business growth (i.e. renewal). In this 
sense, each actor can expect income streams from the value constellation to 
remain3. 

                                                      
2 This definition is our own, and we do not claim that the definition is completely novel nor 
that we require all premises that follow from different theoretical schools that use similar 
concepts. What we do add explicitly is what the component ―role‖ – as a building block in the 
value constellation – contains, namely both a state of mind and an observable behavior from 
the actor (see Mead, 1934). 
  
3 Clayton Christensen (1997) uses a similar term – value network – and links that to the 
specific strategic renewal phenomenon ―disruptive technology‖. However, the concepts value 
constellation and value network are similar and the logical implication of sustained income 
streams follows if roles remain stable, since the expectations and engagement to perform 
should continue to produce current income stream. According to Christensen, by using the 
existing value network the firm avoids spending money on building a new value network and 
if the new business does not fit the existing roles, the firm may benefit most by divesting.  
 



36 
 

 For example, the former giants Polaroid had to maintain their income streams 
from the existing value constellation in the instant photography business while 
seeking to develop new business in digital imaging. During the critical 
technological transition phase 1990-1998, Polaroid maintained prior beliefs that 
value was tied to roles that contributed to instant print and photographic quality. 
Thus, the company‘s management maintained their belief in its existing role and 
the roles of others to create value which in turn enabled income streams to 
continue while they invested in digital technology to build new business (cf. 
Tripsas & Gavetti, 2000, p. 1151). However, Polaroid may have maintained this 
belief for too long or simply did not manage the radical change of roles later on 
(which we outline as the second and third scenario), because today the company 
is no longer a key player. Nevertheless the Polaroid story indicates that it is 
important to maintain existing value constellations while the firm tries to 
strategically renew itself, something we have observed in our empirical studies 
of Swedish industrial firms. 
 
 
 
 
 
 
 
 
 
 
Figure 1. Conceptual model of three renewal scenarios within the value 

constellation 
 

A Vignette on How Ericsson Maintained Roles in the Value Constellation  
Ericsson released their multimedia business unit in 2007, but had already partly 
developed multimedia related business in the late 1990s through revenue 
management solutions. These revenue management solutions came to enable the 
telecom operators to secure novel payments from their customers, i.e. prepaid 
subscriptions. The revenue management business was organized in different 
places within the Ericsson structure post 2000, and despite being considered as 
non-core business these minor groups built value constellations with defined 
roles for Ericsson and the telecom operators.  
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 However, in 2005-2006 Ericsson began a focused initiative towards the 
multimedia industry. The minor revenue management groups engaged in the 
practice of everyday communication with the telecom operators. They did so to 
secure their existing value constellation because other multimedia businesses 
shared the telecom operators as customers but not necessarily with the same 
role. Managers in the revenue management business communicated the key 
roles in the value constellation with telecom operators – ―Ericsson should 
continue doing revenue business but now as part of the emerging multimedia 
business‖. In this way the revenue management managers understood the role of 
Ericsson as both maintaining the previous role to sustain profits from revenue 
management, and at the same time enabling possibilities for the new multimedia 
business to establish new multimedia business with the telecom operators.  

 
Reconfiguration  
The second scenario is radical and occurs when established roles are 
fundamentally changed but the actors remain the same. Because the actor‘s role 
is replaced rather than refreshed (cf. Agarwal & Helfat, 2009) we designate this 
situation reconfiguration (see Figure 1b). For instance, the strategic renewal of 
the banking sector towards internet banking exemplifies this type of change in 
the value constellation. The key actors are still the same, i.e. customers, 
financial institutions and the bank office itself, but the roles of the customers and 
the bank itself have changed radically because customers are performing a large 
part of the role that the bank employee used to perform. In this way, the bank 
has not only changed its understanding of its own role but has also influenced 
others, e.g. customers, to undergo role reconfiguration.  

 
A Vignette on How Ericsson Reconfigured the Roles in Their Value 
Constellation 
When it is clear that a business partner is critical for future profits from the 
strategic renewal initiative the company is targeting, how do you get them to 
accept a new role when it is uncertain whether that role will be profitable? 
Ericsson struggled with this situation post-millennium when they realized that 
the telecom operators were sitting on ―golden eggs‖ due to their ownership of 
mobile broadband networks. Simply put, the telecom operators‘ previous 
dominant role as key customers for hardware required reconfiguration towards 
mutual engagement in multimedia services. 



38 
 

 To enable the reconfiguration Ericsson organized yearly meetings over three 
weeks where the corporate executive team traveled to meet their counterparts 
among the telecom operators. This activity was sustained for several years and 
expanded quickly as middle managers‘ expertise was needed which in turn led 
to meetings between different levels. The main objective was to try to influence 
and change the role of the telecom operators, and this was achieved through 
multilevel communication. Not all telecom operators reconfigured into the new 
role but Ericsson succeeded in influencing the majority of their key customers to 
reconfigure. This was a critical aspect when deciding to reorganize the 
corporation and launch the multimedia business unit in 2007. 

 
Extension 
The third scenario is also radical and occurs when a new role is added to the 
value constellation. We term this situation radical because the added role affects 
the firm‘s social relationships within the value constellation since the existing 
constellation is replaced rather than refreshed. We refer to this situation as 
extension (Figure 1c). For example, the American fashion apparel company Liz 
Claiborne maintained the role of customers but replaced their small suppliers 
and overseas supplier by adding better capitalized large suppliers, and shifted 
toward Western hemisphere suppliers during their renewal in 1990-1997. The 
change of roles in the value constellation was radical because the change 
affected other social relationships within the Liz Claiborne value constellation 
(cf. Siggelkow, 2001, p. 848 and p. 854).  
 Scenarios 1b and 1c are radical because the interdependencies among roles in 
the value constellation are affected. The rationale is that each actor needs to 
fundamentally rethink how they derive money from the value constellation4. 
However, maintaining existing roles (incremental) and changing them (radical) 
can both be successful for attaining strategic renewal in the long term, given the 
right circumstances. 

                                                      
4 We are inspired by Normann and Ramirez (1993) and their explicit use of the term value 
constellation when they discuss reconfigurations of whole business systems. However, we 
add their conceptual thought to narrow our model and argumentation to the role of the social 
actor as part of the value constellation. Siggelkow (2001) uses the term reconfiguration of 
business systems but does not relate it to the social dimensions of roles or the concept of 
value constellation. However, the mainstream literature used by Siggelkow is tightly coupled 
to the conceptual thinking of Normann and Ramirez (1993), but derives mainly from Porter 
(1996). 
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A Vignette on How Saab Extended Roles in Their Value Constellation 
The Saab Corporation and their subsidiary Saab Training Systems decided in 
1997-1998 to strategically renew their business by widening the technological 
core from optical laser technology to include software and radio communication 
technology. Historically, Saab Traning Systems had created value in distinct 
roles with governmental purchases and independently manufactured solutions 
for the customer. However, renewing into software technology created the 
possibility of change to the value constellation when they were awarded major 
business contracts in the new technologies. 
 When the contract negotiations were about to close one of the customers was 
approached by the new actor, a consultancy firm who offered their services. The 
new actor was attractive to both the customer and Saab because they had 
experience and knowledge that they both lacked. Adding the new actor into their 
value constellation prevented the emergence of technological problems. In turn, 
this radical change in the value constellation soon became an issue for Saab in 
that they had to not only rethink how they would act towards this third actor but 
also consider how the change in roles would affect future profits. While the 
middle managers met regularly to implement the new processes that the changed 
value constellation now required, the board of directors engaged for several 
years after the millennium on this matter. Simply put, advice was needed on 
how to handle the extended value constellation to sustain the strategic renewal 
of the firm. 

 
Conclusions 
 
Our findings suggest that the three renewal scenarios depicted in Figure 1 may 
appear in combination when firms undergo strategic renewal. This means that a 
firm‘s organization has to continue to manage an already existing value 
constellation (1a) and simultaneously manage any of the two radical reforms (1b 
and 1c). 
 We have outlined the banking sector as an obvious example of 
reconfiguration of roles within the value constellation. However, the banks 
managed (and are still managing) to maintain customers that did not accept the 
role reconfiguration so as to not lose existing income streams. We saw a similar 
situation in our example from Ericsson‘s multimedia initiative, where the 
revenue management required continuity and at the same time additional 
multimedia related businesses forced the telecom operators into reconfiguration 
of their role as part of a value constellation. These different examples indicate a 
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duality in the very nature of the strategic renewal – a process of both-of, where 
the firm‘s mastery is highly dependent on managers‘ ability to handle the 
existing and the new simultaneously.  
 However, simply demonstrating that incremental and radical scenarios in the 
value constellation require a certain ability that enables their co-existence does 
not mean that it is an easy task for management. Our example of a radical 
scenario from Saab Training Systems illustrates this duality. The external 
pressure that changed the value constellation required attention from both top 
and middle management, but in different ways. Simply, the issue of driving 
businesses growth simultaneously in a maintained value constellation and a 
business situation of extended value constellation affects the company‘s own 
understanding of its role, i.e. the ‗being‘ as well as the appropriate ‗strategic 
action‘ of this state of mind.  
 In this chapter we propose that the critical task if managers are to master 
strategic renewal is to frame how the firm understands its own role and how the 
understanding influences others to align to a particular role. We explore this 
understanding of roles by revisiting the concept of value constellation, relate it 
to earlier strategic renewal theory and argue that the concept requires attention 
because the value constellation has long-term effects on competitiveness. Our 
model scenario explains how the strategic renewal attribute of value 
constellation plays out in practice and in the field. In addition, we show how 
both radical and incremental renewal can co-exist and how internal and external 
processes are both significant in the renewal initiative. Next we turn to discuss 
our core argument in terms of potential contributions, future research and 
managerial implications. 
 
Discussion  
 
Previous research has contended that strategic renewal is either radical or 
incremental (March & Simon, 1958; Lawrence & Lorsch, 1967; Burns & 
Stalker, 1961; Normann, 1971; Allaire & Firsirotu 1985; Baden-Fuller & 
Volberda, 1997; Agarwal & Helfat, 2009). Indeed, this view has served well as 
ideal types of strategic renewal and in so doing has increased our understanding 
of renewal up to now. However, this earlier research has to a large extent treated 
radical and incremental renewal as mutually exclusive and, in a Weberian sense 
– ideal types is all they are (e.g. Carlsson et al., 2000). What is problematic is 
their aggregated and abstract nature, since they fail to capture the practice of 
strategic renewal. In response, in this paper we have tried to shed some light on 
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the question of what managers actually do when they engage in radical and 
incremental strategic renewal. In doing so, this paper brings forth four important 
points that add to the present strategic renewal debate. 
 First, we used the key attribute (Agarwal & Helfat, 2009) of value 
constellation to show how both radical and incremental renewal play out 
simultaneously in practice. In this sense, radical and incremental renewal should 
be seen as two different dimensions of the same phenomenon rather than two 
ideal types (cf. Henderson & Clark, 1990). This is what we refer to as the both-
of approach to strategic renewal. The case studies illustrate how roles within a 
value constellation are both kept stable (incremental) but also change at the 
same time (radical). The key point is that to succeed in the long term a firm 
needs to master the balance of both radical and incremental renewal to 
strategically renew the firm. 
 The duality of the both-of approach (as opposed to the either/or approach) to 
strategic renewal has connotations in a wide range of disciplines and studies. In 
a broad perspective, social science has been dominated by an either/or 
perspective. However, an increasing body of research now underlines that 
driving forces such as technology and globalization require organizations to be 
flexible enough to handle both-of situations instead of either/or situations. For 
example, in strategy some argue that organizations today have to be flexible 
enough to have both a low cost and a differentiation strategy, and sometimes 
two organizations have to compete and cooperate at the same time (Calori, 
1998; Hamel & Prahalad 1994; Collins & Porras, 1994). Similarly, studies in 
international business show that multinational corporations need to be and act 
both on a global and local level (Bartlett & Ghoshal, 1989).  
 Second, we argue that the concept of value constellation contributes to 
strategic renewal because it affords a more social and practice-driven 
perspective than previous works. Earlier research has largely been preoccupied 
with an abstract and aggregated theorizing of strategic renewal that has 
amounted to an asocial account of the phenomenon. By using the concept of 
value constellation we have shown that one of the most important tasks for 
managers is to drive and balance both incremental and radical renewal in their 
everyday work. Such a social and practice oriented perspective of strategic 
renewal has to a large extent been unrecognized in previous strategic renewal 
research. This dearth is somewhat worrying because the social element that is 
included in value constellation is of central concern when a firm engages in 
strategic renewal and our proposed model supports and extends this claim.  
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 Third, this chapter confirms that both middle managers and top managers‘ 
influence and are directly engaged in renewal initiatives (Floyd & Lane, 2000). 
However, prominent studies suggest that middle managers are the ones who are 
directly engaged in the business development inside the renewal while corporate 
managers primarily design the new organizational structure (see for instance 
Burgelman, 1983a, 1983b). Others have proposed that in some types of strategic 
renewal the business development is driven by the corporate managers (e.g. 
Baden-Fuller and Volberda, 1997). Our examples indicate that managers from 
several levels of the organization need to be engaged because the renewal 
process is a balancing act of duality, and who does what may change during the 
renewal process. Perhaps a more fruitful way forward would be to recognize the 
social dimensions beyond the particular task of the single manager and what 
strategic renewal research recognizes but addresses poorly, namely the identity 
of the firm (see for instance Burgelman 1983a; Siggelkow, 2001; Tripsas & 
Gavetti, 2000), or its character, as it was originally labeled (Selznick, 1957)5. 
 Burgelman (1983a) provides an interesting notion by viewing strategy (and 
thus strategic renewal) as an endogenous process of the firm where managers are 
shaped into different roles to overcome problems in technological change. 
Drawing on in depth empirical studies of Intel, he observed how top managers 
are occupied in designing appropriate organizational structures and deriving 
value while the middle managers act relatively autonomously because they are 
presented in the strategic context close to the operating business and customers 
(Burgelman, 1983b). This process of strategy informs us that strategic initiatives 
are driven by strategic actors at the operational and middle levels, even though 
strategic initiatives are selected through the given structural context at the 
corporate level (Bower, 1970; Burgelman, 1983a). This internal process defines 
the firm‘s identity at any moment in time (Burgelman, 1983a, p. 66) and just as 
it enables capabilities to emerge, it is a source of rigidity because it is based on 
values that are difficult to change (e.g. Leonard-Barton, 1992). In this way, 
strategic renewal is an endogenous process that plays a part in defining the 

                                                      
5  The former Scandinavian tradition in strategy and strategic renewal research – SIAR 
(Scandinavian Institute for Administrative Research) have developed commendable insights 
based on the use of the theoretical concept of character, inspired by the sociologist Philip 
Selznick (1957). We suggest the concept to be fruitful for strategic renewal research since the 
concept of identity is tightly coupled to internal processes, while the concept of character 
links the internal processes of the firm and the fits into the competitive environment when 
viewed as a ―system of business‖ (cf. Carlsson et al., 2000; Normann, 1975).  
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character of the firm, but few studies have addressed this issue recently (Tripsas, 
2009), which in turn leads us to our fourth point. 
 Fourthly, the literature has up to now been preoccupied with internal roles 
and processes to examine strategic renewal. However, our research suggests that 
external processes and roles are at least as significant for firms who aim to 
strategically renew. In this way, this chapter adds to the present body of research 
by showing how strategic renewal is influenced by both endogenous (e.g. how 
different managerial levels and functions such as marketing or R&D affect the 
strategy) and exogenous (external actors e.g. consultants or customers who 
affect the strategy) forces. The concept of value constellation underlines the 
importance of understanding a firm‘s own role and how its role influences others 
in the process of strategic renewal (cf. Mead, 1934; Pfeffer & Salancik, 1978). 
However, how external roles such as customers affect the firm and create 
rigidities in the renewal process is still an unanswered question (e.g. Christensen 
& Bower 1996; Danneels, 2002).  
 If strategic renewal is enabled by changes to the value constellation of a firm 
then it pinpoints some of the practices that managers need to take on to achieve 
renewal. There are many such practices, but first and foremost managers need to 
proactively take on and reflect on their current and future roles in their value 
constellation. Since changes to roles in a value constellation essentially happen 
when people physically meet, it would be wise to create arenas where the actors 
can discuss and interact. It is precisely when they meet and exchange ideas that 
the ground work for alterations to value constellations is laid. This is when 
creativity flourishes and ‗sparks fly‘, which in the long run can trigger changes 
to value constellations. In this respect, managers who engage in the practice of 
strategic renewal can do so by acting as facilitators, gatekeepers and boundary 
spanners (i.e. people who connect different social networks; Burt, 2005; Cohen 
& Levinthal, 1990).  
 In summary, how a firm understands its own role and how its role influences 
others (i.e. suppliers, partners etc) is significant in strategic renewal. It is in 
precisely these practices that we can find a deeper understanding of what it is 
that managers actually do in their ongoing work of engaging in incremental and 
radical strategic renewal processes. This paper provides insights into these 
activities by revealing that they may comprise of three different renewal 
scenarios within the value constellation of a firm. 
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Strategic Resources: Hard Work and 

Stubbornness 
 

Jim Andersén 
 
 
 
Renewal is indisputably a necessity for long-term survival and success in the 
market. The ability to absorb new knowledge (Cohen & Levinthal, 1990) and to 
implement (Kogut & Zander, 1992) or develop new technologies (Knight, 1989) 
has always been and will always be important success factors for companies. 
Firms with outdated processes and an unwillingness to renew in order to adapt 
to (or to initiate) changes in the environment will always be replaced by other 
more adaptable or proactive firms. When the need for renewal and change 
amongst companies is discussed, it is often argued that today‘s business 
environment is extremely volatile and dynamic. According to this logic, shorter 
product life cycles, highly competitive product markets, and the increasing 
fluctuations in consumer behaviors require companies to constantly change 
strategies and renew their resources. According to several scholars (e.g. 
Eisenhardt & Martin, 2000; Thomas, 1996), these conditions of so called hyper-
competition are present in most industries today (D‘Aveni, 1994).  

In order to explain differences in firms‘ abilities to maneuver in these 
asserted newly highly competitive markets, concepts such as dynamic 
capabilities (Eisenhardt & Martin, 2000; Teece, et al., 1997) and entrepreneurial 
orientation (EO) (Covin and Slevin, 1989; Lumpkin and Dess, 1996) have been 
used. Dynamic capabilities refer to the ability to continuously change the 
resources of the company in order to adapt to changes in the business 
environment (Teece et al., 1997). Thus, firms have to continuously change e.g. 
their resources or processes in order to adapt to the ever changing environment 
(e.g. changes in consumption behaviors, customer demands or new technology). 
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Entrepreneurship is a broader concept and has numerous definitions. However, 
in contemporary entrepreneurship research, the concept of entrepreneurship is 
generally defined as the breaking of industry patterns. In other words, it is doing 
things in novel ways. When operationalized into measureable scales in 
contemporary studies, entrepreneurship or the level of EO is often seen as a 
firm‘s level of innovativeness, pro-activeness and willingness to take risks 
(Covin, et al., 2006; Covin & Slevin, 1989). Thus, EO is often regarded as an 
important strategic posture and dynamic capabilities are often seen as the most 
important resource in order to survive in highly dynamic markets. 

I do not dispute the importance of renewal, nor do I argue against the 
importance of the ability to change resources in order to adapt to or initialize 
changes in the environment. However, accepting these neither new nor 
controversial ideas does not necessarily mean that one accepts the notion that all 
markets are hyper-competitive, or that they require companies to continuously 
renew their business processes and constantly change or replace their resources 
in order to be successful (McNamara, et al., 2003). On the contrary, in this paper 
I will argue that renewal of companies can be a highly complex and long-term 
issue. In fact, a company can make one specific decision of renewal and then 
hold on to this decision or strategy for years or even decades in order to renew 
their businesses. In this chapter, I will describe two such processes in terms of 
the success stories of two manufacturing firms located in the municipality of 
Eskilstuna, Sweden. I will focus on how and why the owner/managers of the 
successful firms managed to maintain a long-term strategy for several years, and 
how these strategies resulted in superior performance. 
 
Static Resources and Dynamic Capabilities 
 
In order to describe these stories of renewal, I will mainly use a framework of 
resource-based theory (Barney, 1986; 1991; Peteraf, 1993; Wernerfelt, 1984). A 
key research strategy in strategic management research is to analyze differences 
in performance between firms. Where evolutionary approaches for instance 
often focus on non-survivors and business failures, strategic management 
research often focuses on high performing companies in order to e.g. identify 
best practices.  Resource-based approaches seek to identify and analyze strategic 
resources, i.e. resources that can generate sustainable competitive advantages. 
Thus, in strategic management research, the focal point of analysis is on 
activities, strategies or resources that make some (successful) firms stand out 
from other companies in the industry. Consequently, the key question is not 
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whether continuous minor changes are important, or whether a few important 
investment decisions in specific resources are necessary in order to survive. All 
these activities are most likely crucial at one time or another. Instead, the 
important question in strategic management research is how more successful 
firms distinguish themselves from their competitors. In resource-based theory, 
the main area of interest is how the resources of successful companies differ 
from average or low-performing companies. Barney‘s seminal contribution to 
resource-based theory lists several criteria that a resource has to fulfill in order 
to enable a company to implement a value creating strategy, and to ultimately 
achieve a sustainable competitive advantage (Barney, 1991). For example, 
strategic resources have to be valuable and rare in order to enable a firm to 
achieve a competitive advantage. Moreover, in order for the competitive 
advantage to be sustainable, the resource has to be impossible or difficult for 
competitors to acquire or imitate. As well as the criteria identified by Barney, 
other scholars have identified additional criteria that have to be fulfilled in order 
for a resource to be strategic. For example, the development of the resource 
cannot result in other competitive disadvantages, the company must possess the 
necessary managerial and marketing capabilities to utilize the resource, the 
resource must fit with the other resources of the company, and other 
stakeholders cannot appropriate the rent the resource generates (Andersén, 
2011). Thus, by using the resource-based framework, strategic resources are 
used to explain performance differences between companies in the same 
industry.  

An important stream of resource-based theory is the previously mentioned 
dynamic capability approach. Dynamic capabilities were initially introduced 
mainly to combine two streams of research in strategic management – resource-
based theory and the industrial organization school of thought (Teece et al., 
1997). Later studies (Eisenhardt & Martin, 2000) elaborated on the concept and 
nowadays it is often regarded as a dynamic version of the resource-based view. 
According to this logic, resources quickly become obsolete and competitive 
advantages are never sustainable. Thus, in order to achieve superior performance 
on a long-term basis companies have to constantly renew their resources. 
Dynamic capabilities have been defined in several different ways. However, 
most definitions include the ability to change resources (or processes, ordinary 
capabilities, or routines) in order to adapt to, or to initialize, rapid changes in the 
environment (Eisenhardt & Martin, 2000; Teece et al., 1997; Zahra & George, 
2002).  
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The traditional resource-based view (Barney, 1986; 1991; Peteraf, 1993; 
Wernerfelt, 1984) and the dynamic capability approach (Eisenhardt & Martin, 
2000; Teece et al., 1997) have much in common, and the dynamic capability 
view is often regarded as a sub-theory of resource-based theory. In both 
approaches, resources are seen as the foundation of competitive advantages but 
the explanation of firms that achieve long-term profitability differs. In resource-
based theory this is explained by resource attributes, i.e. barriers to imitation 
(Barney, 1991) or mobility (Wernerfelt, 1984). According to the dynamic 
capability logic, competitive advantages are always temporary but by 
continuously renewing or acquiring new strategic resources, firms can achieve 
new competitive advantages over and over again.   

Whereas dynamic capabilities are used to explain the renewal of resources in 
highly dynamic markets6, there are no established concepts that explain the 
procurement of the more static resources that are the focus of traditional 
resource-based theory. Resources can for example be acquired by direct 
investments (e.g. the hiring of new personnel), organizational learning (to build 
knowledge-based resources and capabilities) or by actions undertaken in the 
product market (e.g. to launch a new product at an early stage thereby 
developing relational resources) (Andersén, 2007). However, irrespective of 
how strategic resources are acquired, the strategic resources acquired always 
have to be novel in the industry. If not, the strategic resource will not be unique 
and will not result in a competitive advantage. Thus, by the traditional 
Schumpetrian definition of entrepreneurship – i.e. the creation of disequilibrium 
in the product market, a company must break industry patterns in order to 
acquire a strategic resource. Doing so requires the company to be proactive, 
innovative and risk-taking. For SMEs, these strategic postures can generally be 
traced to different traits of the owner/managers7 of the company, i.e. the owners 
of entrepreneurial companies are likely to be more proactive, innovative and 
risk-taking than their less entrepreneurial counterparts. However, in order to 
combine resource-based theory with entrepreneurship research, other 
characteristics of management must also be considered. The description of the 
development of two SMEs that follows illustrates this point. 
                                                      
6 Eisenhardt and Martin (2000) describe how dynamic capabilities can be used to explain 
renewal of resources in stable as well as in dynamic environments. However, dynamic 
capabilities in more stable environments have not gained much attention since the Eisenhardt 
and Martin publication.  
7  The owner and manager/CEO was the same person in all companies analyzed. 
Henceforward, this person will be referred to as ―owner‖.  
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The Story of Two Successful SMEs 
 
This analysis is based on an investigation of 15 manufacturing SMEs. The data 
consists of annual reports from about 1975-1980 to 2001, and interviews with 
the owners conducted in 2003-2004. Interviews with the owners of the firms 
conducted around 1984 have also been used. These data have been analyzed and 
discussed in previous studies conducted at Mälardalen University (Andersén, 
2005; 2007). These earlier studies focused on how to make resource-based 
theory more dynamic (Andersén, 2005) and provided a holistic approach 
towards acquisition of strategic resources (Andersén, 2007). This chapter 
discusses the long-term perspective of developing strategic resources and how 
this can complement entrepreneurship research.  

The companies in focus here are designated Alpha and Beta. These two 
companies distinguished themselves from the others in the analysis by achieving 
a superior performance for a long period of time. Alpha is a mould tool 
producing company that achieved great success during the period 1993-2001. 
The company doubled its turnover over this period and consistently achieved a 
return on assets (ROA) of over 30%. It had 8 employees in 1993 and 16 
employees in 2001. Beta mainly produces battery connectors and had between 
15 and 20 employees during the period analyzed. Their ROA over this period 
never fell below 20%. The average ROA in both companies‘ industries was 8-
10% during 1993-2001. Alpha and Beta had industry average ROAs during the 
equivalent period immediately prior to the analysis period (i.e. 1980-1993).  
 Approximately ten years before reaching the long period of superior 
performance, the owners of Alpha and Beta began to act in an entrepreneurial 
manner (for the respective industries). At this time, the owner of Alpha 
expressed the idea of applying serial production principles on the production of 
unique products (mould tools). Unlike other companies in the industry, the 
owner of Beta believed in combining intense product development with strong 
efforts in international marketing in order to build strong relational resources. 
The opinions of the owners were expressed in interviews both in the early 
1980‘s and twenty years later (the companies did not change owners during this 
period), and the strategies they expressed differed from those of the mainstream 
companies in their industries. This was be confirmed by interviews with the 
owners of the 13 companies with average performance. Neither strategic 
decision resulted in an immediate payoff. On the contrary, the owners had these 
ideas before the interviews were conducted in 1984 and it took several years for 
these efforts to result in superior performance. In order to achieve its goal of 
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serial production of unique tools, Alpha had to invest heavily in new technology. 
For example, the company was a pioneer among SMEs in investing in CNC 
technologies. Alpha also recruited highly educated employees in order to 
develop the applications of the technology. Beta on the other hand developed 
new products over a number of years, but was dependent on a strong and 
established network of customers in order to achieve superior performance. 
These crucial relations resources (i.e. the customer relationships) required the 
owner to travel around the world for a number of years in order to establish and 
strengthen the relationships. Thus, the innovative ideas of Alpha and Beta did 
not result in superior performance for a period of at least 10 years (pre-1983 to 
1993/1994). Nevertheless, Alpha continued to develop its knowledge-based 
resources and the owner of Beta had approximately 100 travelling days a year in 
order to develop and strengthen the relational resources. 

At the beginning of the 1990‘s, Alpha differed from other mould tool 
producing SMEs in that it possessed an advanced machine park, and more 
importantly it had highly qualified human resources. These knowledge-based 
resources made it possible for Alpha to change its product market strategy. 
Around 1990, the company dropped most of its customers in order to focus on a 
few highly profitable customers. These customers demanded highly complex 
tools that few tool producing companies were able to deliver. Thus, the 
customers were less price-oriented and margins were higher. By the end of the 
1990‘s, the company had reduced its total number of customers from 55 to 8. 
Alpha had abandoned its earlier strategy which according to the owner could be 
summarized as ―selling everything to everybody‖.  

It also took several years for the renewal of resources to finally pay off for 
Beta. At the beginning of the 1990‘s the established relationships made it 
possible to quickly launch new products or introduce refinements of existing 
product lines. As a result of conducting numerous meetings and maintaining 
close contacts with mainly foreign customers, Beta sold its products through 
renowned retailers such as Wal-Mart. In 2001 exports represented 82% of total 
sales, an increase of 30 percentage points over 1984. The owner of Beta regards 
this increase in exports as the most important factor for the high profitability. By 
having several marketing options for its new products, Beta was able to launch 
them in the most profitable markets. Most other SMEs in the study mainly sold 
their products in the local or domestic markets and were restricted to a limited 
number of marketing channels.  
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Thus, after the long process of renewal of resources both companies 
experienced a long period of superior profitability. As previously described, 
both companies achieved an ROA of over 20% each year over a period of at 
least eight years. The key question is how this period of superior performance 
can best be explained. In order to do so, the actions performed by Alpha and 
Beta must be compared to those of companies that showed a more average 
performance. In other words, in order to identify how companies with superior 
performance break industry patterns, we need to know patterns of behavior that 
constitute the norm in the industry. It was mainly the early decisions and the 
actions that followed from these decisions that distinguished the high achievers 
from the other companies. In terms of smaller continuous decisions (Barney, 
1994), such as monitoring competitors‘ actions or catching on to new 
managerial practices, the viewpoints of the owners of Alpha and Beta did not 
differ from those of other owners.  

An obvious and important question is why the owners of Alpha and Beta 
were able to implement the successful strategies. Their strategies were clearly 
highly entrepreneurial, i.e. innovative, proactive and risk-taking. However, they 
were also characterized as extremely persevering. Both owners expressed that 
many other owners of SMEs and other actors regarded them as ―crazy‖ or 
―stubborn‖ in their efforts and beliefs. Their entrepreneurial and persevering 
actions can be explained at least to some extent by motivation and perception.  

The level of motivation can help explain the proactive nature of the EO. In 
contrast to the owners of the other SMEs, the owners of Alpha and Beta 
displayed a higher level of motivation. For example, representative quotes from 
the less profitable companies include ―we are most likely in the wrong industry, 
but what are you going to do?‖, ―our ambition is to never have more than twelve 
employees‖, and ―our primary goal is stability‖. Whereas the owner of Beta said 
―you have to travel a lot in order to be successful, I am travelling approximately 
100 days a year‖ and ―I don‘t care about the number of employees, we employ if 
we have to and our goal is to maximize our long-term profits‖.  

Regarding perception, the owners of Alpha and Beta displayed a much more 
dynamic approach to their resources and to the business environment. The 
owners of less profitable companies often stated that they were ―forced to 
automate their production due to changing customer demands‖, that ―reality 
caught up with us, and we had to invest in new technology‖ or that ―our sales 
curves are identical to those of SKF‖ (a mayor customer). Whereas the owner of 
Alpha stated that ―we invested In CAD/CAM in 1986, whereas our competitors 
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invested in this technology in the early 90‘s‖, ―we were ahead of our 
customers‖, ―we have deliberately focused on more complicated products‖ and 
the owner of Beta stated that ―our internationalization efforts were a deliberate 
move, and it was no coincidence that we conquered market after market‖.  
 
Conclusions 
 
In the stories of the companies, the decision to renew and the aim of the renewal 
were sustained for decades. Following the initial decisions, the focus was on 
refining the resources and not on wholesale change. Thus, the processes of 
refinement incrementally renewed the resource bases (Alpha‘s production 
capabilities and Beta‘s relational resources). This is most likely an important 
explanation of the companies‘ long period of profitability. Resources that 
require a number of years to develop are obviously more likely to result in more 
sustainable competitive advantages than resources that are easily acquired or 
developed. In resource-based theory this barrier to imitation is often referred to 
as unique historical conditions (Barney, 1991). There has been a shortage of 
resource-based illustrative cases that describe these evolutionary processes.   

The histories presented in this chapter raise questions of how 
entrepreneurship is operationalized in contemporary entrepreneurship research. 
The successful companies did indeed act in an entrepreneurial manner, as 
defined in the conceptual descriptions of the EO construct. Both firms were 
proactive, innovative and risk-taking in their actions. However, when EO is 
operationalized, it is measured as a highly dynamic feature of management. The 
most established and applied scale to measure EO was developed by Miller and 
Friesen (1982) and refined by Covin and Slevin (1989). This scale consists of 
nine questions, several of which concern different indicators of dynamism. For 
example, the number of products developed during the last five years and 
dramatic changes of product lines. The successful companies did not 
continuously develop new products, nor did they make any major changes to 
their product lines. Using the established scale to measure EO, the owners of 
Alpha and Beta would most likely be regarded as non-entrepreneurial. Thus, the 
established method of measuring entrepreneurship has some shortcomings in 
that it does not consider the longitudinal elements of strategic renewal (see 
Andersén (2010) for a detailed discussion regarding other shortcomings of the 
EO construct).  

Few scholars would argue against the notions put forward in this paper, i.e. 
that it takes hard work and a certain degree of stubbornness in combination with 
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an entrepreneurial posture to be successful in business. However, these ideas 
have not gained the same amount of interest as concepts such as entrepreneur-
ship, innovation or dynamic capabilities. This raises some important questions. 
For example, how many entrepreneurial initiatives have failed due to a lack of 
patience? When analyzing the identified antecedents to the successful strategies 
(high motivation and more dynamic views of resources and the business 
environment), one can ask oneself how many good ideas have been abandoned 
because the entrepreneur did not want to stand out from his colleagues or be 
regarded as odd or different (or ―crazy‖ and ―stubborn‖, as expressed by the 
owner of Alpha)? Thus, in order to understand strategic renewal in SMEs, 
especially in more stable business environments, we have to apply a longitudinal 
approach which considers the long-term EO as well as the perseverance of the 
entrepreneur.  
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PART II 
 

THE RENEWAL OF MARKET 
CHANNELS 

 
 

 
Lars Hallén 

 
 
 
Market structures and market processes are always in a state of flux. New 
consumer needs are identified and current preferences fade away, production 
technologies are developed making previous states of the art obsolete, new 
business actors enter the market and put competitive pressure on established 
actors, new or modified products are launched or relaunched, and business 
relationships between market actors get strengthened, weakened or dissolved. At 
the same time, however, the market system is characterized by high stability. 
The normal case of doing business is ‗business as usual‘. Most products on the 
shelves of department stores are the same as they were before, produced by the 
same manufacturers, and delivered by the same suppliers. Although textbooks 
often focus on the need to acquire new customers, the typical marketing 
situation deals with handling current customers. The profitability of keeping 
customers is usually greater than the gains from winning new ones. 
 Evolution rather than revolution is typical for marketing. Dramatic changes 
created by technological breakthroughs get a lot of attention and there are of 
course many examples of how such shifts have profoundly changed both the 
industrial landscape and the world of consumers. Change is a word with positive 
connotations, suggesting new ideas, new ventures, new actors and new 
combinations. Still, all such processes take place within existing structures, and 
the change processes have to adapt to these structures, while at the same time 
they may profoundly influence them and make them partly obsolete. The term 
renewal, implying building on existing structures by modifying and partly 
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replacing previous parts, is a term that captures the essence of these market 
processes. 
 Like the other parts of a market system, market channels are subject to 
renewal. In classical marketing theory (e.g. Alderson, 1965), market processes 
are made up of transformation processes and sorting processes. These processes 
can largely be seen as being carried out within market channels and within firms 
connected to each other through such channels. Building on Alderson and 
connecting his reasoning to exchange theory, Prenkert and Hallén (2005) expand 
the functions specified by Alderson with transfer of ownership and summarize 
sorting and transformation processes as shown in Table 1.  
 
Table 1. Sorting and transformation processes in exchange systems 

Process type  Characteristics 

Sorting Assorting The process of organising a homogeneous subset of 
resources into a heterogeneous set. 

 Assigning The process of organising a heterogeneous set of resources 
into a homogeneous subset. Selection is a special case of 
assigning. 

Transformation Form The manipulation of the resource in terms of reshaping its 
form. 

 Time The manipulation of the resource by linking it to various 
points in time. 

 Place The manipulation of the resource by linking it to various 
points in space through transportation. 

 Ownership The manipulation of the resource by linking it to various 
owners through a process of exchange. 

Source: Prenkert and Hallén (2005) 
 
Further, the combination of market exchange theory and social exchange theory 
(Cook & Emerson, 1978) makes it possible to introduce the human element into 
market channel processes not only as consumer preferences but also in terms of 
relationships between producers and users and between middlemen and 
producers/users. This is illustrated in Figure 1. 
 The papers in the present section focus on the renewal of various processes 
and structures in market channels and in firms that are connected to each other 
through channels and business relationships. The processes are captured by the 
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terms transformation and sorting. The papers deal with several of the processes 
and structures in the market, especially the connections between stages in 
production and distribution systems.  
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
Figure 1. A multidimensional concept of interaction 
Source: Prenkert and Hallén (2005) 
 
In the paper Capabilities for renewal of software firms Laxmi Rao focuses on 
the role of internal resources, such as programmers and technology, and 
capabilities such as production methods and project management techniques. 
Access to external resources is also found to be crucial. In terms of Alderson‘s 
terminology, renewal can be seen as requiring internal capabilities for renewed 
modes of production and development (transformation). Capabilities for 
handling external resources are also required, e.g. for selecting suitable products 
and partners (sorting) as well as in terms of social exchange by networking. In 
addition to networking capabilities, absorptive capacity and innovative 
capabilities are also stressed as important for renewal. 
 Magnus Hoppe deals with market intelligence in his paper New vistas for 
intelligence. He makes a distinction between business intelligence (or more 
generally ―organized intelligence work‖) and market research by defining 
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intelligence work as more future oriented and strategic, and focusing on the 
whole business environment. Based on empirical data from four companies 
where intelligence professionals were interviewed, he finds that intelligence 
work is performed in ways other than those traditionally described. Instead of 
working on the command of high ranking decision makers the intelligence 
mission has become an active internal agent for better business. It fulfils 
dispersed needs from different parts of the organization, moves away from 
creating ―intelligence artefacts‖ to analytical conversations, and becomes more 
personalized and adapted to the actual situation and to individuals. Hoppe‘s 
paper thus draws attention to intelligence work as an independent function in the 
market system. To some extent, market intelligence can be seen as a production 
system in its own right, where information is sorted and transformed into useful 
knowledge. The justification of its function however, is subject to the 
requirements of the market exchange system, where it contributes to renewal of 
market channels by providing information about the dynamics both inside and 
outside the current exchange relationships of a firm. 
 The music industry provides a striking example of the interrelationships 
between production and distribution. Digitalization, computerization and 
internetization strongly influence the production, products, distribution, and 
consumption of music. In the terminology of market exchange, new modes of 
transformation open up new ways of assorting and assigning which involves 
new actors and new channels. This is described by Johan Kask in the paper 
Evolving market channels in the legal Swedish music industry: a dominant 
design approach, where a previously dominant design based on the sales of 
physical phonograms was exposed to competition from digital sales. The 
technological shift had profound effects on market channels as new modes of 
distribution such as downloading and streaming opened the way for new actors 
operating under new conditions. Changes in products and production technology 
were intimately connected to changes in the design of market channels. 
 Cecilia Lindh, Peter Thilenius and Cecilia Erixon also focus on the impact of 
digitalization and computerization in their paper Industrial business 
relationships and renewal through integration of information technology. The 
widespread use of information technology means that it is no longer something 
used for a specified unique need in a firm, but something that can be used in 
almost any business situation. Applications of information technology range 
from using email to direct links between computers exchanging real-time 
information about distribution and production processes, and the integration of 
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such systems and practices in business relationships by both parties implies 
technological as well as behavioural renewal. Built on an extensive study of 
Swedish small and medium-sized companies the authors find that active use of 
information technology is self-increasing in the sense that it contributes to 
information technology competence, commitment to the technology, and 
increased efficiency in information management in the business relationships. It 
was also found to strengthen business relationships in terms of trust and 
commitment. However, integration of information technology may lead to 
reductions in other means of interaction such as social gathering. In terms of the 
terminology used here, integration of information technology seems to 
strengthen business relationships in terms of market exchange expressed as 
transformation and sorting but it may have the opposite effect on social 
exchange. The net effect on specific business relationships may be hard to assess 
but it is clear that the integration of information technology is an important 
factor in the renewal of market channels. 
 The conditions for social exchange and its impact on industrial renewal are in 
focus in the paper by Eklinder-Frick, Eriksson and Hallén entitled The impact of 
social capital on renewal through cluster initiatives. Designed network 
cooperation in the form of cluster initiatives (regional strategic networks) is 
often seen as a tool to bring firms together in regions where industrial renewal is 
needed, and efforts are made to strengthen relationships between firms. The 
characteristics of social capital in a region influence the possibilities of 
establishing such relationships, and it is often taken for granted that strong 
interfirm relationships contribute to the possibilities for business development. 
However, as shown by a case study of a regional strategic network in a small 
Swedish municipality hit by the loss of two major employers, social capital is a 
two-sided coin. In the context of a traditional dependence-oriented culture it can 
obstruct the renewal of market channels. In terms of the terminology in this 
section, social exchange and market exchange have a complicated 
interrelationship. 
 The papers in this section show the intimate connections between renewal of 
market channels and renewal of production systems. Renewal of market 
channels is connected to new production conditions, as in the music industry, 
where it can be seen as an effect of new technologies exploited in different ways 
by different actors. In the software industry, production renewal requires access 
to external resources that might also require new market channels. Moreover, in 
industrial markets the market channel concept is not always the most relevant 
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aspect of the links between producers and users. The paper dealing with the 
impact of information technology in small and medium-sized companies focuses 
on the individual business relationships rather than market channels, as does the 
paper on renewal through cluster initiatives. The renewal of market channels is 
consequently a topic that requires a holistic view of production, products, 
relationships, actors and business culture.  
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Chapter 5 

 
 

Capabilities for Renewal of Software 
Firms: Lessons from the Literature 

 
 
 

Laxmi Rao 
 
 
 
Dynamics of the Software Industry  
 
The software industry is important for today‘s economy in terms of job creation 
and product development. Software has become a focal part of new product 
development and in Sweden it is estimated that around 50% of exported 
products are critically dependant on software (Swedsoft, 2010). The renewal of 
this fast changing industry in terms of emergence of new companies and new 
types of goods, services and working methods that are developed is important 
for growth in innovation across many industries, e.g. the use of open source 
methods in software development and integration of software development with 
other technologies like telecommunications to create new products such as 
Facebook and Spotify.  
 The challenges faced by software companies are prime examples of 
challenges faced in the other high-tech industries. Software firms compete in a 
dynamic industry, where the ability to continuously develop business processes 
in order to stay competitive is fundamental. Companies that produce software 
are characterized by knowledge intensity, as the focus is on codification of 
knowledge and information where the inputs and outputs are virtually 
immaterial. For example instructions, programs or rules are embedded into 
hardware such as telephones and cars, etc. (Hoch et al., 1999). Software requires 
very little initial additional investment to produce and negligible cost to 
reproduce. This means that anyone with the necessary competence or access to 
the necessary competence can set up a software company. However, as we have 
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seen after the ‗IT bubble‘, not every software company is strong enough to 
survive.  
 By studying the software industry, we can learn what is important for 
renewal in software firms and also achieve a better understanding of what is 
important for renewal in other high-tech industries. The question of 
understanding why some firms are able to renew their resources and skills more 
effectively than others, especially in times of economic downturn and rapid 
technological change, has long been a challenge. When trying to explain why 
some software firms are more likely to succeed than others, it is useful to look at 
the internal resources and capabilities which the company has developed. A 
company‘s ability to compete successfully depends on its resources and 
capabilities (Penrose, 1959; Wernerfelt, 1984). Important resources for software 
firms include programmers and technology, while capabilities can be seen as the 
skills and know-how to utilise their assets, e.g. production methods and project 
management techniques. Research on developing competitive advantage through 
the internal resource base of a company highlights that in order to compete, a 
company‘s resources and capabilities should not be imitable or substitutable by 
competing companies without significant effort (Barney, 1986; Peteraf, 1993). 
 However, it is challenging for software firms to focus on developing their 
core capabilities while also having the flexibility to adapt to changing 
environments, and it is still unclear what capabilities and resources are 
significant for small firms to develop, particularly in fast changing environments 
such as software. This literature review identifies necessary capabilities for 
software firms in the process of renewal. A systematic literature review of 
publications from 2000 until 2010 was performed in order to identify and gain a 
good understanding of the significant prior research conducted on factors 
influencing the capabilities software firms need to renew their resource base. 
The literature review was conducted with a focus on the resource-based 
perspective to describe the essential capabilities software firms need to be 
successful (see Figure 1). For this purpose, three areas of research appeared to 
be especially relevant to the renewal of software firms: knowledge management, 
network research, and new product development.  
 The most important internal and external capabilities for the renewal of the 
firm‘s resources and capabilities according to the literature are listed in Figure 2. 
The focus in this study is limited to identifying and describing the capabilities 
and resources important for renewal and does not concern how these are utilised 
within the firm. The key internal capabilities identified by the author in the 
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reviewed papers as means for the companies to renew their resource and 
capability base are networking capability, absorptive capacity, and innovative 
capability. These capabilities are especially relevant for software firms. External 
partners are particularly important for providing knowledge and skills which 
cannot be developed internally and which allow companies to renew in turbulent 
markets where technologies and customer needs are constantly changing.  
 

 
 
Figure 1. Literature areas reviewed to identify important factors for renewal of 

software firms  
 
External Resources: Access to External Knowledge   
Access to external knowledge becomes especially important in high-tech 
industries as the development of software products is often based on combining 
and re-using knowledge and efforts of different experts in addition to input from 
customers. Consequently, the management of knowledge has important 
implications for software firms as described in the reviewed literature, which 
shows that links to external firms produce significant benefits and stimulate new 
ideas, skills and knowledge within a firm.  
 Nambisan and Sawhney (2007) show that firms are increasingly accessing 
“creative potential” from outside of the firm‟s Research & Development (R&D) 
department. They refer to the network of inventors, scientists, academics and 
intermediaries as the „global brain‟ and point out that firms face particularly 
complex challenges when shifting from conducting innovative initiatives 
centered on internal resources to those that are centered on external networks 
and communities. Research has also shown that innovation activities, skills and 
knowledge development do not form a single stream of activities contained 
within one firm but are split  into multiple flows of ideas,  knowledge,  activities  
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Figure 2. Internal capabilities and external factors influencing renewal of 

software firms 

Internal Capabilities 
Renewal capabilities: 

- Networking capability – Coordination, open 
culture, inter-organisational communication, 
social skills, partner knowledge (Helfert & 
Gemünden, 1998; Ritter & Gemünden, 2003; 
Ethiraj et al., 2005; Blomqvist et al., 2005). 
 

- Absorptive capacity – the structure of 
communication between an external 
organization and the focal firm (Cohen & 
Levinthal, 1990; Zahra & George, 2002; 
Tsai, 2001). 
 

- Innovative capability – Ability to develop 
new products and processes through 
innovative behaviours , processes and degree 
of knowledge re-use (Clark & Fujimoto, 
1991; Deeds et al., 1999; Danneels, 2002; 
Pittaway et al., 2004). 

 
 

External Resources 

- Access to external knowledge and skills 
from network partners including customers, 
suppliers, hardware providers, media 
(Håkansson, 1990; Brown and Eisenhardt, 
1995; Chesborough, 2003; Torrisi, 1998; 
Segelod & Jordan, 2004). 
 

- Importance of formal and informal 
networking activities for developing 
contacts, advice seeking, business and 
technology development (Lewrick, Raeside 
and Peisl, 2007; McGrath et al., 2006). 

 

Firm Renewal 
Renewal of products & 
processes:  
- Implementation of new 

product development process 
- Keeping budget, scope and 

deadline 
- Reduction of time-to-market 
- Short development cycle 

time 
- Reduction of breakeven time 
- Implementation of new 

technologies or processes, 
e.g. patents 

(Cooper & Kleinschmidt, 1987, 
1993; Pinto & Mantel, 1990; 
Freeman & Beale, 1992; Dvir et 
al., 1998; Cooper, 2000)  
 
Renewal of capabilities: 
- Acquisition of new skills  
- Enhancement of personnel 

knowledge and experience 
- Encouraging creativity and 

an innovative culture 
(Cooper & Kleinschmidt, 1995; 
Ancona & Caldwell, 1992; 
Verona, 1999; Amit & 
Schoemaker, 1993; Eisenhardt & 
Martin, 2000). 
 
Improved market performance:  
- Satisfaction with delivered 

product 
- Return on investment 
- Profit margin 
- Sales 
- Superior quality and 

reliability 
- Reputation gain 
- Firm survival 
(Cooper & Kleinschmidt, 1987; 
Dvir et al., 1998; Cooper , 
2000). 
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Nambisan and Sawhney (2007) show that firms are increasingly accessing 
‗creative potential‘ from outside of the firm‘s Research & Development (R&D) 
department. They refer to the network of inventors, scientists, academics and 
intermediaries as the ‗global brain‘ and point out that firms face particularly 
complex challenges when shifting from conducting innovative initiatives 
centered on internal resources to those that are centered on external networks 
and communities. Research has also shown that innovation activities, skills and 
knowledge development do not form a single stream of activities contained 
within one firm but are split into multiple flows of ideas, knowledge, activities 
and resources occurring across a wide and diverse network of participants. As a 
result, it is important that firms develop a good balance between internal 
capabilities in order to effectively exploit external capabilities accessed through 
external networks. 
 Previous research indicates the existence of differences between software 
firms and producers of tangible products with respect to their ability to access 
external knowledge through their networks (see Table 1). Software development 
projects are seldom conducted by using only the current in-house personnel and 
resources of a single firm. The rapid development of new software development 
techniques, new hardware technologies and their integration have led to 
increased global competition and shorter production cycles in the software 
industry (Torrisi, 1998). This means that successful software firms need to 
ensure that they utilise expertise from others in their network effectively in order 
to continuously renew their resource base, eliminate inefficient processes and 
stimulate learning. The importance of developing core competencies and 
complementing their resource base with external knowledge and capabilities is 
particularly important for lowering costs and shortening the product 
development process (Segelod & Jordan, 2004). The rapid pace of change in the 
market and technological development in the software industry influences the 
way that software firms conduct their activities in external networking and 
partnerships.  
 As Table 1 shows, software firms were found to develop an average of 8 
external partners compared to the average of 4 partners in manufacturing firms. 
Table 1 also shows that the duration of partnerships for software firms is 
considerably shorter: 4-5 years compared to 8-13 years for the more stable 
manufacturing sector.  
 In relation to networking activities between software firms, the literature 
shows  that  relationships  with customers,  lead users,  suppliers (hardware)  and  



68 
 

Table 1. The use of external knowledge and networks: Comparison between 
firms producing intangible and tangible products  

 Software Firms Manufacturing Firms 

Source of external 
knowledge 
 

 Customers, lead-users, 
suppliers, hardware 
manufacturers found to be 
important sources of 
knowledge throughout the 
product development process 
(Segelod & Jordan, 2004) 

 Press, fairs and conferences 
important during the 
commercialisation and idea 
and development phases of 
product development 
(Segelod & Jordan, 2004; 
Torrisi, 1998) 

 Public markets and venture 
capitalists had significant 
influence on innovation in 
New Economy firms (e.g. 
software firms) (Floricel & 
Miller, 2003) 

 Broader scientific sources of 
change from their external 
networks are through 
universities and scientific 
publications (Torrisi, 1998) 

 Universities and public labs 
are more likely to be sources 
of ideas for manufacturing 
firms (Floricel & Miller, 
2003) 

 Environmentalists were 
found to have a significant 
influence on innovation in 
manufacturing firms (Floricel 
& Miller, 2003) 

 

No. of linkages to 
external partners  

Average no. of relationships: 7.8 
partners  
(Segelod & Jordan, 2004) 

Average no. of relationships: 4.4 
partners  
(Segelod & Jordan, 2004, see 
also Håkansson, 1990) 

Length of 
relationship with 
partners: 

Average duration of 
relationships: 

- 4.7 years for customers,  
- 4.9 years for suppliers,  
- 4.0 years for horizontal 

relations.  
(Segelod & Jordan, 2004) 

Average duration of the 
relationships:  
- 13 years for customers and 

suppliers,  
- 8 years for horizontal 

relations. 
(Segelod & Jordan, 2004, see 
also Håkansson, 1990). 

 
personal contacts were found to be the most important network contacts, and 
that these made significant impacts on innovative performance in terms of level 
of newness of new products and the sales success of these products (Torrisi, 
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1998; Segelod & Jordan, 2004; Alajoutsijarvi et al., 2000; Tolstoy, 2009). In 
particular, customer links were most important over the software product 
development phases (Segelod & Jordan, 2004, p. 246).  
 The links to customers and lead users are very important, as the specification 
and design of software are often not completely known at the beginning of the 
development project. The observation that suppliers seem to be relatively less 
important in software development than in other industries can be explained by 
the fact that suppliers do not adjust their hardware or software to the new 
software for which it will be used.  
 Table 1 shows a comparison of studies on the software industry by Segelod 
and Jordan (2004) and Torrisi (1998) with Håkansson‘s (1990) study on 
manufacturing projects.  
 Software firms have excelled at networking activities, and managing and 
sustaining growth is the key challenge for software companies. This is difficult 
to achieve without partnering activities. Relationships with external partners are 
therefore extremely important (Hoch et al., 1999).  
 Relationships with external partners involve more than simply supplier-
manufacturer transactions and involve a more equal role in developing products 
and services and accessing customers. Partnerships seem to take significantly 
different forms. Hoch et al. (1999) found that ‗many partnerships are often 
informal and that few written contracts confirm them. Partners move freely in 
and out of huge partner networks that are built on common technology 
platforms‘. A common platform and incentives to join the network with 
increasing returns mean that shared goals can be achieved, and tools and 
techniques can be developed and shared between partners. The more active 
partners there are in the network, the more software users are convinced to buy 
the software. However, while these networks are productive they are also 
extremely competitive and difficult to maintain. 
 External channels of technological change provide software firms with 
complementary knowledge and competencies. The most important links are to 
lead users and hardware manufacturers (Torrisi, 1998). Links to customers, 
competitors, market consultants, press and fairs/conferences accounted for 
around 60% of all links rated as important to software firms. Software firms 
were found to access new knowledge (including methodologies) through hiring 
newly skilled employees from universities, while other links to universities were 
poor. 66% of external links of software firms were categorized as relating to 
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market-oriented collaborators and 33% of external links related to research-
oriented collaborators (Segelod & Jordan, 2004; Grimaldi & Torrisi, 2001).  
 The use of various links to external knowledge sources during a given 
product development process tends to strengthen those links. This can build 
collaboration for use in subsequent product development. The strengthening of 
links to customers was consistently highest among a sample of software 
products, and only small differences were found to be due to differences in 
product innovativeness levels. The largest significant gains in strengthening of 
the links with respect to three levels of innovativeness were found in the links to 
cooperation partners, universities, research institutes, and the involved hardware 
manufacturers (Jordan & Segelod, 2006, p. 138). Products considered highly 
innovative tended to strengthen these links more than less innovative products.  
 
Internal Capabilities for Renewal 
 
Capabilities may be viewed as the glue that binds together resources and enables 
firms to perform some advantageous activity. According to Day (1994), 
―capabilities are complex bundles of skills and accumulated knowledge, 
exercised through organizational processes that enable firms to coordinate 
activities and make use of their assets‖.  
 According to the literature review, the capabilities needed for renewal of 
resources, processes and products were those that strengthened the ability of the 
firms to work effectively with external partners, extract and utilise relevant new 
knowledge and use their unique abilities and creativity to create and continue to 
re-create their products and processes.  
 
Networking Capability  
In order to effectively undertake tasks and manage relationships with external 
stakeholders, certain capabilities have been found to be significant. Networking 
capability is the ability to develop and utilise inter-organisational relationships 
(Walter, Auer, & Ritter, 2006). Networking capability is generally perceived as 
a multi-dimensional construct (Helfert & Gemünden, 1998; Sivadas & Dwyer; 
2000; Walter et al., 2006; Ritter & Gëmunden, 2003; Kale et al., 2002; 
Lorenzoni & Lipparini, 1999). The different elements that constitute a firm‘s 
networking capability are inter-related. A firm‘s coordination activities help it to 
synchronize with external partners to achieve mutual benefits. In order to do 
this, firms must possess good relational skills, i.e. an ability to maintain healthy 
and productive relationships. Maintaining close relationships with partners is 



71 
 

difficult if there is no clear understanding of the partners‘ knowledge, 
capabilities, needs and expectations. Thus, firms need to focus on developing 
partner knowledge. Internal communication enhances a firm‘s ability to 
understand its partners.  
 For software and technology based firms, the capabilities investigated for 
successful management and engagement of networks appear to be comparable to 
those in other industries. Lee, Lee and Pennings (2001) found that internal 
capabilities such as entrepreneurial orientation, technological capabilities, and 
financial resources invested during the development period are important 
predictors of a technology-based start-up firm‘s performance, while Ethiraj et al. 
(2005) found that two specific capabilities impact on firms‘ performance in 
software projects. These capabilities are client-specific capabilities, described as 
learning from repeated interactions with clients, which reduce project execution 
costs, and project management capabilities through deliberate and persistent 
investments in infrastructure and systems to improve the firm‘s software 
development process. 
 Networking capability is a firm‘s ability to not only strategically position 
itself in a network, but also to establish relationships with selected partners 
(Hagedoorn et al., 2006). It is important to have access to selected partners, 
because not all relationships are beneficial. Small firms should try to collaborate 
with established firms. This strategy can help them achieve quick recognition 
and legitimacy (Duysters et al., 1999; Stuart, 2000). In a study of knowledge 
development through knowledge combination in Swedish software firms, 
Tolstoy (2009) concluded that human interactions are an important mechanism 
in the process of combining knowledge from different partners in a network, 
which enables knowledge from all contributors to be collected, coordinated and 
combined. Combining knowledge between business parties confirms that 
communication skills and other social qualifications such as trust building and 
empathy are important.  
 
Absorptive Capacity  
In a business environment increasingly characterised by knowledge-based 
competition, understanding how firms can effectively collaborate to renew 
capabilities by absorbing and creating new knowledge is critical. Firms need 
both inward-looking and outward-looking elements to be aware of new 
opportunities to absorb and assimilate external knowledge from multiple sources 
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on an ongoing basis, and should be able to recognize the potential value of new 
external knowledge.  
 A firm‘s ability to identify and absorb knowledge is often defined as 
―absorptive capacity‖ (Cohen & Levinthal, 1990; Zahra & George, 2002; Tsai, 
2001). Cohen and Levinthal (1990) describe the ability to absorb external 
knowledge thus: 
 

 Acquisition: the firm‘s ability to ―identify relevant external information 
over the total amount of information that surrounds the firm‖. 

 Assimilation: ―a firm‘s routines and processes that allow it to analyse, 
process, interpret and understand the information obtained from external 
sources‖.  

 Transformation: the ability to modify and adapt external knowledge and 
combine it with existing and internally generated knowledge.  

 Exploitation: the ability to transform this knowledge into competitive 
advantage.  

 
This again highlights the significance of external partners in helping to develop 
capabilities to change in fast paced environments. Absorptive capacity focuses 
more on the processes of taking in knowledge and combining it with a firm‘s 
existing knowledge, whereas ―networking capability‖ focuses more on the 
ability to manage the relationships to work effectively with external partners. 
 
Innovative Capability 
The literature from the field of new product development emphasizes the 
significance of the process of developing new products and services for 
renewing skills and resources in a firm to enable change and renewal (Clark & 
Fujimoto, 1991; Deeds et al., 1999; Danneels, 2002). Innovative capability is 
defined as ―a firm‘s ability to develop new products and/or markets through 
aligning strategic innovative orientation with innovative behaviours and 
processes‖. (Wang & Ahmed, 2004).  
 The main benefits of working with external partners on innovation processes 
includes risk sharing, obtaining access to new markets and technologies, 
speeding products to market, pooling complementary skills, safeguarding 
property rights when complete or contingent contracts are not possible, and 
acting as a key vehicle for obtaining access to external knowledge (Pittaway et 
al., 2004). For product development in software firms, Jordan and Segelod 
(2006, p. 136) found that overall performance, including reputation of the firm 
and profitability, increased with higher levels of innovation of the developed 
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product. Moreover, the level of personnel knowledge enhancement was found to 
be higher for highly innovative projects compared to product development 
projects with lower levels of innovativeness.  
 The way that firms structure their work in order to ―stimulate and encourage 
an innovation friendly environment, risk-taking behaviour and encouraging an 
entrepreneurial climate‖ (Cooper & Kleinschmidt, 1995) also has an impact on 
innovative capability. Product development teams are increasingly becoming 
more diverse in terms of skills, which influences the amount of communication 
outside of the organisation‘s boundaries. Ancona and Caldwell (2002) 
emphasise that while creativity is stimulated by team diversity in product 
development, there are also challenges in implementation and group work. Skills 
in problem solving and conflict resolution are therefore important when teams 
collaborate across organisational boundaries.  
 
Conclusions: Managing Renewal in Software Firms 
 
This literature study has examined three areas: knowledge management, network 
research and new product development, in order to identify factors that are seen 
as important for renewal in software firms. In order to identify key factors for 
renewal, researchers often group these factors into Internal capabilities and 
External resources, a structure which we have also adopted in this paper. The 
study has also looked at reported differences in comparison with the 
manufacturing industry which has been the focus of the bulk of research and 
publications in this area.  
 Renewal capabilities identified in the literature are Networking capabilities, 
Absorptive capacity and Innovative capabilities. Access to knowledge (external 
resources) is also identified in the literature as a key factor for renewal. Sources 
of external knowledge are customers, suppliers, hardware providers, media and 
academia. These capabilities and resources, together with strategic capabilities, 
enable renewal in a software firm. Firm renewal is described through product 
and process renewal (e.g. reduction of time to market, new technology 
implementation), renewal of capabilities (e.g. skill acquirement) and market 
performance (e.g. ROI, satisfaction of customers). 
 Software producing firms differ from manufacturing firms in having an 
average of 8 partners compared 4 for the manufacturing firms. The average 
duration of partnerships is 5 years, compared to 10 years in the manufacturing 
industry. This difference indicates the critical need for stronger networking 
capabilities in software firms. Another difference is that research indicates that 
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software firms make less use of universities and public laboratories than 
manufacturing firms. This may be due to their relative newness and may change 
over time. There are some indications that universities are becoming an 
increasingly important source of knowledge for software firms, but we did not 
find enough on this topic to draw any conclusions. External knowledge in the 
form of venture capital is reported as more significant for software firms than 
for manufacturing firms. 
 As around 50% of Sweden‘s exported products are critically dependant on 
software, and some organisations aim to make Sweden one of the leading 
software developing countries, it is important for firms, support organisations 
and government to be aware of these findings, and to help the firms to make 
good use of resources and secure an environment in which software firms can 
thrive.  
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Chapter 6 

 
 

New Vistas for Intelligence 
 
 
 
 
 

Magnus Hoppe 
 
 
 
Introduction 
 
Society changes and this change is reflected in industries and organizations. Old 
industries dissolve while new industries form. As well as these visible signs of 
industrial renewal, there are also more subtle changes in organizational 
processes and the way organizations function. As pointed out in the first chapter, 
many Swedish companies have turned to more knowledge intensive production, 
which has affected both core competencies and business design. Management of 
different knowledge processes has become particularly important. This 
development challenges the idea of a central core controlling the organization 
like a machine, along with other organizational ideas of influencing and even 
controlling the mindset of organizational members (Miller, 1999). As Røvik 
(2000) puts it: ―Leadership is increasingly a matter of coordination through 
mental manipulation as opposed to control of physical movements‖ (ibid, p. 279, 
my translation). 
 Turning to the companies themselves, technological and social changes make 
business environments less stable by the year, blurring our preconceived ideas of 
what constitutes an industry (Bettis & Hitt, 1995). The complexity of industries 
and their environments interest an increasing number of academics (Andersson, 
1999), who address questions of how to manoeuvre fragmented companies in a 
complex society. However, these subjects are not new to research. As early as 
1965 (p. 24), Emery & Trist stated that ―A main problem in the study of 
organizational change is that the environmental contexts in which organizations 
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exist are themselves changing at an increasing rate, and towards increasing 
complexity.‖  
 However, researchers in organizational change or industrial renewal are not 
the main group who are affected by these changes. These changes and 
complexity are real challenges for the companies‘ decision makers, not only at 
the top level, but throughout the entire organizations. An increasing number of 
strategic decisions are now made outside the control of top management, a 
phenomenon which was also noted by Emery & Trist in 1965 (cf. Eisenhardt, 
1989). For companies, the current situation makes new demands on internal 
services and functions that can help various decision makers and others to not 
only make informed decisions but also coordinate the decisions and actions 
taken with the rest of the organization. In knowledge based companies this 
demand expands the managerial dimension of a firm to other people and 
processes, so that the knowledge developed and applied is informed and 
coordinated. These types of assignments are now given to intelligence services 
and intelligence personnel inside business organizations, with their tradition of 
monitoring and analyzing the environment, and constitute new vistas for 
organized intelligence work (Hoppe, 2009). As we designate these new vistas 
we may wish to examine what is happening and whether there are any 
interesting ideas that can be picked up. With these initial questions we are 
closing in on the aim of this article, but first we have to say a few words about 
intelligence in organizations, which may not be a familiar subject to many 
readers. 
 Intelligence as a practice is not new. In fact its origin goes back several 
thousand years, and it is highlighted in the works of Sun Tzu, especially The art 
of War (approx. 500 BC). It is also quite clear that the concept of intelligence 
together with terms like strategy originate from this military tradition. Today‘s 
practice on the other hand, is not bound to the military context. In a way it can 
be found everywhere where people and organizations turn their attention 
towards their business environment in order to understand it better and take 
informed actions. 
 As an organized practice, intelligence is mainly found in larger organizations 
acting in competitive environments, usually with more specific labels like 
business intelligence (favoured in Europe) and competitive intelligence 
(favoured in the USA), and with subcategories like technological intelligence, 
patent intelligence or market intelligence. Due to the lack of consistency in the 
terminology I introduced the term organized intelligence work in my thesis 
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(Hoppe, 2009) as a generic term that describes the actual work of managing 
intelligence inside business organizations, regardless of the label given in each 
specific context. 
 Organized intelligence work bears some resemblance to market research, 
especially in highly competitive markets where both market research and 
intelligence services concentrate on issues regarding price, market size, 
competitors and the like. However, where market research tends to be short 
term, tactical and directly applicable, organized intelligence work tends to be 
future-oriented and strategic, focusing on the whole business environment and 
shifting its attention from issue to issue depending on the overall strategic 
position of the company. 
 Unfortunately, current research on organized intelligence work does little to 
answer questions about the role of intelligence from a knowledge perspective. 
Instead we are mostly left with rather narrow and traditional research objectives 
aiming at delivering practical advice for the practitioner (Hoppe, 2009). The 
prevailing research tradition blurs with consultancy ambitions that produce 
easily digested concept literature (Jackson, 2001), favouring authors like 
Benjamin Gilad (1988, 1996, 2003, 2006) and Leonard Fuld (1995, 2006). The 
writing is usually done in a managerial tradition (cf. Furusten, 1999), where 
analytical methods are given emphasis, carrying with them an old world view of 
how organizations function. There is also a strong influence from theoretical 
ideas of strategy planning made popular by Michael Porter in the 1980s. In this 
perspective, analysis of the business environment is the core competence of 
management, and enables managers to create strategy by informed decisions 
about a specific market position to aim for and defend. With this view, managers 
need analysis support, upholding a perspective that emphasises the intelligence 
practitioners‘ analytical skills and downplaying other aspects of the work. The 
increasing complexity in both business design and society has thus far not led to 
a major reformation of this dominant view of organized intelligence work. Thus, 
we provide here a tentative exploration of the questions and problems that could 
be fruitful areas for research on intelligence, especially considering knowledge 
aspects, and consequently industrial renewal. This leads me to phrase the 
purpose of this article as to give an account of some important challenges 
encountered by intelligence personnel in modern business organizations due to 
the on-going industrial renewal and an increasing dependence on different 
knowledge processes.  
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Method and Materials 
 
This article is mainly based on the reasoning and empirical data presented in my 
thesis (Hoppe, 2009). The empirical material was collected between 2003 and 
2006, and consists of a total of 18 semi-structured and transcribed interviews, 
mainly with intelligence professionals (but also in one case [Case 1] people in 
the surrounding organization) spanning four different large Swedish 
multinational companies (all referred to by pseudonyms in this article). 
 Medialis (Case 1) is a global pharmaceutical company, and interviews were 
conducted at their Swedish headquarters. Ostium (Case 2) is a global electronic 
company, and interviews were also conducted at their Swedish headquarters. 
Carbo (Case 3) is a global packaging company, and interviews were conducted 
at the Swedish headquarters. Albus (Case 4) is a subsidiary of a European 
chemical company with a global market, interviews were conducted at the 
headquarters of the Swedish subsidiary. Complimentary research material was 
gathered e.g. through e-mails and company websites, as well as through 
discussions with various intelligence professionals at conferences and other 
gatherings.  
 The analytical constructs presented in this article are developed inductively, 
and made visible through the transcription and coding process of the material as 
well as the intellectual process of making sense of the material at hand. I found 
Burkes pentad (Burke & Gusfield, 1989) to be a suitable organizing tool for the 
sense-making part, so consequently adapted the pentad to suit the specific 
circumstances of this paper. The drama-metaphor is also used to make some of 
the points under discussion stand out. 
 The empirical material is presented in aggregated form. The paper begins 
with an explorative section, presenting the initial findings. These findings are 
used in the later section to build a discussion around the challenges now facing 
intelligence professionals, thus addressing the stated purpose of this article.  
 
Results  
From the data at hand, several aspects of organized intelligence work emerge as 
interesting candidates to meet the stated purpose. In the sections below I will 
elaborate on five themes inspired by Burkes pentad (Burke & Gusfield, 1989), 
where purpose, scene, agent, and agency are presented under results but the 
actual act is the theme for the discussion. The paper ends by raising questions 
about the type of play we are witnessing and the challenges this creates for the 
actors. 
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 These themes are of course intertwined, and aspects of each theme can be 
found under different headings. 
 
Purpose: Intelligence in Order to Create Better Business  
 
The interviewees described their work as mainly consisting of gathering, 
analyzing and disseminating information in order to support decision-making in 
general. The interviewees still used the term decision support while describing 
their work, even though the decisions to be made were not that well defined or 
were not clear-cut decisions. If we limited ourselves to the self-descriptions of 
the interviewees we would most likely come pretty close to the ideas of strategy 
making and ideals of informed decisions.  
 Even though this self-description of intelligence and decision support was 
more or less generic, there were other aspects of their work that transcended this 
quite limited sphere of activity. The missions guiding the work were not focused 
on decisions. Instead they were about supporting a special part of the company 
or a specific process. An analyst at Ostium pointed out that their mission 
functioned as a good guideline for what to do and what to strive for; phrasing 
the mission as follows "our mission is to support the sales force with 
competitive knowledge and arguments in order to win the deal, and do profitable 
business." 
 With missions like this the intelligence practitioner was encouraged to try 
different methods and techniques to expand their scope of work, e.g. to create 
and stage war stories that forced those involved to reflect and act in simulated 
business situations. Except for financial and moral considerations, the 
interviewees did not mention any real limitations to the scope of their work. In 
this respect the decision-making self-reference did not constitute an obstacle to 
expanding their field of practice. Decision support therefore appears to be an 
important idea for defining the intelligence identity, but the missions given 
guide the practice, and these missions are, to put it simply, about creating better 
business. 
 
Scene: Dispersed Intelligence 
 
Intelligence had more than one place in each of the researched organizations. It 
was dispersed around the organizations and could be found e.g. in the central 
core, subsidiaries and connected to designated project teams. Intelligence units 
mostly worked independently of one another, serving their specific part of the 
organization. The Ostium unit concentrated on supporting key account managers 
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who would give Ostium the upper hand in future deals. The Medialis unit 
concentrated on promoting marketing issues and filling information and 
analytical gaps in different project teams. The Albus unit, located in a 
subsidiary, concentrated on handling strategic issues arising from all over the 
organization in an effort to help almost anyone who was in need. The Carbo unit 
concentrated on identifying and making use of new ideas and technology in 
support of the R&D part of the organization. The context and the mission 
descriptions differed, but regardless of the particular context (scene) all 
interviewees classified themselves as intelligence practitioners. 
 There was collaboration between intelligence units at each investigated 
company, e.g. for buying information or skill training, but the collaboration was 
a result of common interests more than a coordination effort designed by a 
central intelligence manager. Whereas most collaboration was within the 
boundaries of each organization, the unit at Albus collaborated with units at 
other subsidiaries and at headquarters. 
 Even though the intelligence workers interviewed worked in dispersed 
circumstances, their stories contained passages that made it clear that the top 
levels of the investigated organizations had their own designated intelligence 
services. However, these intelligence units assigned to top management worked 
independently from the others, answering to the local needs expressed and 
experienced in the interfaces developed between supporters and those supported. 
One exception to this was occasional strategical overviews and projects where 
cross-functional teams of intelligence personnel were formed, working together 
towards common goals for a limited time. In these specific situations 
hierarchical order emerged as important in defining the work to be done. This 
however was the exception to the rule. Thus, intelligence usually appears to be 
locally organized, and close to those designated to benefit from the service. 
Intelligence also plays out more as a loosely coupled network of distinct units 
and less as a hierarchically organized and coherent support structure for a central 
core. 
 This description might not be regarded as anything special by most people, 
but this type of dispersed and locally adapted intelligence is not very well 
covered in contemporary intelligence literature (cf. the literature mentioned 
above). Instead we are mainly presented with stories about the successful acts of 
central chief intelligence officers serving the most prominent decision makers in 
hierarchical structures (Hoppe, 2009). The idealised character of these favoured 
stories obscures a reality that is not only more complex, but is also more 
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ambiguous and thus less easy to convey in the research tradition in the field. 
There are aspects of intelligence that need to be explored in greater depth and 
that might display other sorts of logics and connections that will help us to better 
understand intelligence as practice but also as an organizational phenomenon in 
the knowledge-intense industries of today. However, there are other points to be 
made before I expand on this.  
 
Agent: Serving the Willing 
 
Traditionally, intelligence is described as a function that works on the demands 
from the decision-makers they are to serve. There is a clear distinction between 
those who experience and express an informational need and those who act to 
satisfy this need. In the common visualization of the intelligence process below 
(Figure 1) the planning task is the prerogative of decision makers and the three 
other tasks are the responsibility of the intelligence unit. 
 

 
Figure 1. The intelligence cycle (traditional) 
 
Turning to the data at hand, and as mentioned earlier, there was no clear 
distinction between those who did the planning and those who did the fieldwork. 
Instead the division appeared to be non-existent as both intelligence personnel 
and intelligence users cooperated to complete the tasks they identified. 
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Occasionally there were clear-cut assignments, but most of the time the 
experienced and expressed need was something that evolved through discussion 
between the parties involved. I would like to stress here that the active party was 
usually not the information user/decision maker, but rather the intelligence 
worker. Interviewees frequently revisited the fact that they had to market their 
services internally to their intended users. It was also common that intelligence 
personnel went on road trips to different countries, invited themselves to 
meetings, and laid out plans how to reach certain people internally who they felt 
had something to gain through their work (but also in some cases were believed 
to be in possession of valuable information/knowledge that could be put to use 
elsewhere in the organization). 
 In conclusion, we find that intelligence work is not so much passively 
awaiting requests from designated end-users than actively influencing parties in 
the organization that will help the intelligence workers reach important goals 
targeted by them. Therefore intelligence workers are limited to serve those who 
are willing. The role of the agent can also be said to shift depending on how the 
agency has developed. 
 
Agency: Analytical Conversations 
 
Describing their work, the interviewees favoured stories involving actions like 
scouting, informing, providing a second opinion, and working as internal 
consultants. However none of these descriptions stands out as well as analyzing, 
a verb used frequently throughout the interviews. 
 Scrutinizing the data, one can also conclude that most of the time the 
interviewees‘ work was focused on issues other than those directly connected to 
decision-making. Instead, much of their work and the artefacts produced were 
for wider purposes. Routine tasks included organizing and participating in 
discussions, updating standard analysis of particular market sectors, checking 
and making sense of rumours, and keeping files and profiles on competitors. 
 So, if decision support is not enough to define organized intelligence work 
and many other activities are being performed in order to fulfil the overarching 
goal of creating better business, are there other and possibly better ways to 
understand organized intelligence work? I believe there are. Here I suggest that 
instead of paying too much attention to the intelligence workers‘ self-
descriptions and the specific artefacts being produced, we should consider both 
what happens around these artefacts and around the practitioners themselves. 
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 Taking this leap of mind brings us to a another perspective that focuses on 
the interaction among organizational members, where different intelligence 
artefacts and intelligence initiatives can be viewed as created reference points 
for continuous reflection and action in order to build better business.  
 As noted above intelligence literature favours a description of intelligence as 
a service working on the command of decision makers, preferably defined 
through the use of models like the one shown in Figure 1. In this model analysis 
is the third step in the process of developing raw information into intelligence 
(principally as intelligence artefacts). When the analytical step is completed the 
constructed intelligence is ready to be disseminated (distributed) to the decision 
maker, hopefully fulfilling the information need that triggered the intelligence 
process in the first place. 
 Turning to the cases, this description is to some extent true, where e.g. at 
Medialis different people and projects turned to their designated intelligence 
service with requests for intelligence (especially frequent in areas where they 
lacked necessary expertise or when they experienced time restraints). In these 
cases the intelligence personnel were also adding value by giving voice to facts 
and perspectives not present in the requesters frame of reference. Nevertheless, 
even in these specific cases most of the intelligence workers were active in both 
defining the request as such and in building a common idea of how to perform 
the quest, depending on the insights that were gained in the process. Those who 
expressed this intelligence need were mostly also involved in fulfilling it 
throughout the process. 
 A technical scout at Carbo expressed that an important part of his job was to 
stage interesting discussions and processes so that a rough idea could develop 
into something useful for the company. Different people from both inside and 
outside the company took part in these analytical discussions as the idea 
evolved, formalizing itself into an action plan with the objective of making the 
company more viable, e.g. through a better process, product or service. The 
responsibility and organizational home of the idea (and thus the discussion) also 
changed during the process through mutual adaptation. The technical scout‘s 
actions were congruent with his overall organizational mission of creating better 
business, and were not limited to a clearly defined place in an organizational 
chart or a sequence in a model for intelligence creation.  
 Another example of how analytical discussions emerged as the core process 
for intelligence workers was given by an analyst at Ostium. He expressed that 
different analytical models of course came in handy in order to create all sorts of 
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templates and texts, but as he pointed out, this was not the end goal. Instead he 
emphasized that the most important outcome of using a model was the 
discussion that it triggered. 
 In these examples we see that an organization is in fact a place for 
organizing, and that organizing is an ongoing matter between organizational 
members, especially synchronized through speech and other communicative 
tools. Formalities like organizational charts, intelligence artefacts and work 
descriptions are just tools that help us keep some sort of order in the 
organization (or at least give the impression that order exists, cf. Brunsson 2002, 
2006; Røvik, 2000). However all these things, though useful for understanding 
an organization, do not reveal the true organization. Instead, the organization is 
always an act of becoming, where those with the position and ability to 
influence play an important role. Jeffrey Pfeffer (1992:254) adds a cynical 
aspect to this, and indirectly, to the use of intelligence services as he writes: 
 

Because of the need for the appearance, if not the reality, of rational decision processes, 
analysis and information are important as strategic weapons in the battles involving power 
and influence. In these contests, the ability to mobilize powerful outside experts, with 
credibility and the aura of objectivity, is an effective strategy. … It turns out in 
organizational life, common sense and judgment are often more important than so-called 
facts and analysis. 

 
The intelligence services, as described in my study (Hoppe, 2009), can in this 
perspective be regarded as reasonably objective inside experts that were used by 
different parties in the power battles of that time. This interpretation appears 
especially true if we favor a traditional view on intelligence services as passive 
producers of intelligence artifacts. In doing so we also downplay the role of the 
intelligence worker to that of a bystander, with no interest of his or her own, not 
participating in the power game, and working on the whims of others. But, as 
my studies show, this interpretation is not true. Instead intelligence workers 
themselves participate in the battles for power and influence as they act to fulfill 
their goal of creating better business. This is done to a large extent by 
facilitating and even staging analytical discussions that they think will be fruitful 
for themselves and the other participants. This could be thought of as organized 
mental manipulation (cf. Røvik, 2000), and when these discussions change the 
ideas of those participating, power has been effectuated. 
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Discussion: Act! 
 
So what is the act? What do we see in the scene where the intelligence workers 
operate? I see a different kind of play to that most authors in the field chose to 
present. To begin the discussion I will present four different aspects of how 
intelligence work appears in my study in relation to how it has traditionally been 
described. Building on the ideas of Burke, I have also constructed a drama 
metaphor to make each aspect clearer. 
 
Table 1. Summary of how intelligence appears in my study in relation to the 

traditional view, presented both as a descriptive text and as a drama-
metaphor 

Change in appearance as descriptive text Change in appearance as drama-metaphor 

The intelligence mission has changed from 
being a passive information service working 
on the command of high-ranking decision 
makers to an active internal agent for better 
business. 

Intelligence workers are not reading from a 
script, they are improvising around a 
specific topic. 

Hierarchical position does not determine 
where intelligence is to be found. Instead the 
deployment of intelligence work comes from 
dispersed needs displayed in each unique 
subpart of an organization. 

Intelligence workers have now left the 
Dramatic institute in favour of being a 
travelling theatrical company. 

Intelligence work moves away from the 
creation of intelligence artefacts to the 
creation of analytical conversations and the 
advocacy of distinct reference points in these 
conversations. 

The distinction between actors and 
audience dissolves to the extent that 
together they define the play as they speak. 

Intelligence is personalized in two 
dimensions, firstly the analyst comes forth as 
an individual agent with a personal network, 
secondly, the intelligence produced is 
adapted to the individuals and the specific 
situation at hand. 

At least compared to older plays involving 
the whole ensemble, intelligence is 
becoming more personal.  

 
With reference to the results presented above and these four points one can 
conclude that intelligence of today deals less with formal decisions and more 
with both formal and informal conversations. This change of focus also moves 
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the subject of intelligence away from decision making towards the field of 
knowledge creation. It is hard to distinguish whether this has to do with real 
changes in the practice of intelligence or if these changes can be traced back to a 
more paradigmatic change in society. Perhaps we have just learned to both see 
and speak about aspects of intelligence that were already present earlier when 
we didn't have the perspective and words needed to describe them. One could 
also object that the data used is skewed and/or that the intelligence presented 
above is culturally dependent and that Swedish intelligence practice has always 
been more democratically organized and less formal.  
 Nevertheless, we can at least say that the practice of intelligence described 
above fits well into the knowledge discourse that has developed alongside 
changes in industrial logics in recent decades. It also seems that intelligence has 
a role to play in today's knowledge based industries, supporting more balanced 
and profitable knowledge constructs, thereby contributing to developing more 
viable businesses. Even if it is just a Swedish model for intelligence, it is still 
something to reflect on when considering how we should organize intelligence 
in a more knowledge intense world with blurred industrial borders. 
 Working so closely with information and analysis one might have suspected 
that intelligence practitioners would also use the term knowledge in defining the 
purpose of their work. The word knowledge was employed on and off (cf. the 
citation above), but in an everyday fashion where knowledge appears 
synonymous with aggregated or analysed information. The intelligence workers 
did not call their work Knowledge Management (cf. Pirttimäki, 2007), Market 
Analysis or anything along those lines. Instead they used the English term 
intelligence most of the time (even though the interviews where held in 
Swedish), but that should not hinder us from seeing them as highly active in 
influencing the knowledge used inside the organization, or even the knowledge 
defining the organization as such. 
 Changing the locus of the intelligence subject from decision making to 
knowledge creation will also open things up for other intelligence descriptions, 
where in the examples given we can interpret the intelligence worker as a 
knowledge activist, here described by von Krogh et al. (1997, p. 475): 
 

The knowledge activist is someone, some group or department that takes on particular 
responsibility for energizing and coordinating knowledge creation efforts throughout the 
corporation. We believe that such activism will have three purposes, the first of which is 
to initiate and focus knowledge creation, the second to reduce the time and cost needed for 
knowledge creation, and the third to leverage knowledge creation initiatives throughout 
the corporation. Knowledge activism can reside in a particular department or with a 
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particular person, but it can also be situated in already existing departments and functions, 
or it can be taken up as a special assignment by individuals or departments. 

 
Important in this quote is the central concept of knowledge creation, which 
indirectly implies a development of, or change in knowledge as a result of 
knowledge activism. Building on this it is even more obvious that intelligence 
workers do participate in the ongoing power struggle inside the organization to 
define the ideas the organizational actions will be based upon. Another way of 
phrasing this, with reference to Røvik (2000, p. 279), is to emphasise that 
organized intelligence work is about mental manipulation and thus constitutes a 
vital leadership tool for those in a position to influence the missions given.  
 Perhaps, as Nonaka points out (e.g. Nonaka & Takeuchi, 1995; Nonaka et al., 
2000, Nonaka et al., 2006), western thinking has paid too much emphasis on 
knowledge as a physical product (as apparent in traditional intelligence 
literature), and has neglected the immaterial aspects of knowledge as personal 
and collective insights. This could at least explain the dominant view on 
intelligence still present in today‘s discussions and literature. This idea hints that 
there are other ways of understanding the role of intelligence in organizations, 
and in the context of this article, we focus on a view of intelligence workers as 
designated knowledge activists with the main three responsibilities defined in 
the quote above. I end here, with this fulfilment of the stated purpose of this 
article to disclose new vistas and challenges for intelligence, where the main 
challenge must be to act. 
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Chapter 7 

 
 

Evolving Market Channels in the Swedish 
Music Industry: A Dominant Design 

Approach 
 

Johan Kask 
 
 
 

Introduction 
 
The routes that recorded music take from production to reach listeners − defined 
as market channels − have been renewed in the wake of digitalization, 
computerization, and internetization. Since the turn of the century, several 20th 
century designs that in the past have specified the configuration of market 
channels in the music industry have been challenged. When new sets of firms 
with unorthodox ideas and business models entered the scene, competition 
between rival designs was created on interrelated levels. Some modern designs, 
such as on-demand streamers and online stores, are now accepted elements in 
innovative market channels, whereas some of the old elements have been 
outrivaled.  
 This chapter consists of an attempt to present an explanation for the recent 
renewal of the market channels in the Swedish music industry. This attempt 
practices a ‗dominant design‘ model of explanation (see, e.g., Murmann and 
Frenken, 2006). Being timely and warranted, the chapter provides both 
empirical and theoretical contributions. From an empirical view, the importance 
of research on long-term transformation of market channels is well known. 
While many previous empirical studies embark on observing market channel 
transformation in the manufacturing industry, the evolution of the music 
industry‘s market channels is less explored. During the last decade the market 
channels in Sweden for recorded music have been through dramatic changes. 
Accordingly, the empirically interesting point in this is the rapid and exciting 
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transformations taking place, in which business formats and the traditional 
designs of market channels are challenged and in many cases replaced by fast-
growing new alternatives. From a theoretical view, an endeavor to extend the 
use of dominant design thinking beyond its traditional domain seems 
worthwhile. A theory that can explain the rise and fall of dominant designs in 
product hierarchies may potentially also be useful to explain the complexity of 
organizational change on interrelated levels; such as in the nested evolution of 
market channels and elements of market channels. It will be shown that the 
scope and potential of the dominant design approach can be extended.  
 This chapter is structured as follows. After introducing the theory of 
dominant design, I use it to analyze how the Swedish music industry‘s dominant 
design for market channels collapsed. I then discuss the empirical lessons 
learned from this process on their own merit and in terms of the usability of 
dominant design thinking for research on industrial renewal. 
 
Dominant Design 
 
Since the mid-1970s, research in the domain of industrial innovation and 
technology management has been concerned with explaining the emergence of a 
‗dominant design‘ in a product category. For many product categories, it is now 
a well documented phenomenon that a particular solution to a problem, a design 
proposition, somehow has been promoted and spread to become the reigning 
design prototype (Anderson & Tushman, 1990, Srinivasan et al., 2006). This 
dominant design approach has largely its theoretical and ontological roots in 
evolutionary logic, including population thinking and the evolving technology 
conceptualized in terms of a nested hierarchy of open, complex systems. 
 Researchers generously defined as evolutionists in diverse academic fields 
have in common that they all try to explain accumulation of design, but in 
different systems: from the smallest biological organism to large cultural or 
organizational systems (Stoelhorst, 2008). In evolutionary terms, each system 
consists of lower level elements. A system‘s design specifies the position of 
each element in the system and how they are interrelated to each other. An 
element is also a system in itself. In other words, a system‘s subsystems have 
sub-subsystems, and so on. Each of these systems are designed, integrated and 
organized according to ‗rules‘ defined by the design of the higher level system. 
For both technological and organizational systems such as market channels, I 
argue that it is possible and logical to follow the multi-level and anti-reductionist 
stance of Campbell (1965, 1974), a basis for both evolutionary theory and the 
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dominant design approach. That is: the whole system is to some degree limited 
by elements and element evolution, while at the same time the elements are to 
some degree limited by the evolution of the whole system. Accordingly, it is 
logically assumed that design change at a higher level will influence a quest for 
compatibleness in lower level elements. 
 Evolutionary theory and theories of dominant design, as conceptualized in 
the technology management literature, also share the ontological commitment to 
population thinking. It is impossible to talk about domination without defining 
the population, or system, to dominate. In the technology management literature, 
a dominant design is defined as a set of widely accepted and spread core design 
concepts, i.e. a dominant configuration, embodied in a technology‘s subsystems 
in accordance with the major functioning of the system (Henderson & Clark, 
1990). For example, an operating system for a PC provides the basic foundation 
for the whole system to work. Individual software programs are subsystems to 
the operating system. When the PC market was young several firms proposed 
some innovative operating systems, but at some point a few operating systems 
sharing core design concepts emerged to dominate the operating system market. 
Thereafter, competing software programs are restrained by − and supposed to be 
designed in accord with − the core design concepts of the higher level operating 
system.  
 Up until now, the dominant design approach has been limited to empirical 
investigations within technological systems like the PC system. Following 
Abernathy and Utterbeck (1978), who argue that dominant design theory aims to 
explain the evolution of technologies in industries with assembled products, 
studies on dominant designs have been preoccupied with products and 
technologies as the unit of analysis, e.g. Rosenbloom and Cusumano (1987)  on 
video cassette systems, Rosenkopf and Tushman (1993) on radio transmitters 
and Wade (1995) on microprocessors. The fundamental advancement in 
Murmann and Franken (2006) is a generalized terminology and schema to 
describe the erection and breakdown of dominant designs that might be 
applicable to all kinds of complex systems composed of multiple levels, i.e. not 
only to technological systems. Arguable, also organizational systems such as 
market channels have multiple levels, and could therefore possibly be analyzed 
using the same terminology and model of explanation. A market channel (the 
system) is composed of nexus of elements fulfilling various missions in the 
route from production to consumption: manufacturing, distribution, retailing, 
and etcetera (the subsystems). However, Murmann and Franken (2006) 
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themselves remain unclear on whether their schema is useful to explain change 
in multi-level systems other than technological systems.   
 Applying the dominant design modeling by Murmann and Frenken (2006) to 
a system that is organizational rather than technological – namely to the system 
of market channels used in the Swedish music industry – broadens the boundary 
conditions for dominant design theory even further. This means that market 
channels are not only affected by the evolution of technological units of 
analysis. Instead, I assume that the market channel system itself is the unit of 
analysis that can embody dominant designs at one or at multiple levels. In this 
organizational rather than technological setting, ‗a design‘ may be a proposition 
for how to compose a market channel including division of labor and missions 
among the participating elements. Consequently, a ‗dominant design‘ is in this 
context a market channel prototype that first has outrivaled alternative designs in 
the given industry. As long as a dominant design reigns, this theory assumes that 
firms taking part in the market must, in order to be fit, settle in a position in the 
market channel defined by the system‘s dominant design. In other words, being 
a ‗manufacturer‘ or a ‗distributor‘ obliges some missions to fulfill in presence of 
a dominant design. 
 In a set of competing entities, a dominant design exists when the majority of 
entities in the set have the same or a very similar design of core concepts (cf. 
Murmann & Frenken, 2006). In evolutionary terms a ‗set‘ refers to a population 
of similar but non-identical entities that is subject to selection. The entities are 
subject to selection because the resources the population needs to maintain all 
entities are scarce. A design can be more or less dominant within a set (Afuah & 
Utterback, 1997), and it is possible that the nested hierarchy includes a dominant 
design on its highest level, while some or all of its subsystems may not, at the 
present time.  
 The schema suggested by Murmann and Frenken (2006) is used to structure 
the analysis that follows. The causal logic is to explain the process of system 
transformation by the presence (or absence) of a dominant design. In this way, 
the theory of dominant design is structured as an evolutionary theory of adaptive 
competitiveness and accumulation of designs through an ongoing evolutionary 
loop of variation, selection, and retention (cf. Dennett, 1995). Variation 
mechanisms feed selection by increased variation. Although, selection 
mechanisms demote certain designs to decrease variation in the set. Through 
competition, dynamics and power struggle, some design characteristics in a set 
may increase the success of the set (in the set‘s competition on a higher level). 



99 
 

Those design characteristics that increase the success of the set might be spread 
and copied, while others are demoted or ultimately exit the scene (Hodgson & 
Knudsen, 2006). To make the loop complete, retention mechanisms preserve the 
favored design. The schema of dominant design below shows a full retention, 
variation and selection loop (see Figure 1).   
 

 
 
Figure 1. An evolutionary schema 
Note: From Murmann and Frenken (2006). Left and right boxes are eras, while top and 
bottom boxes are the transition points in between. 
 
Before the details of the schema are explained, two general points must be 
noted. Firstly, Discontinuity and Dominant design are not eras. Instead, they are 
conceptualized as two opposite transition points between eras, i.e. milestones 
marking the shift between eras. Secondly, a lower level system, an element in 
the higher level system, can undergo a dynamic substitution and competition 
process, being in an era of ferment after a discontinuity has been marked, whilst 
the higher level system has a dominant design, i.e. is in the era of incremental 
change. The opposite may also be true. However, as the levels affect each other, 
increased substitution within one set might trigger effects both upwards and 
downwards. 
 The rise of a Dominant design marks the start of a new retention, variation 
and selection circle as the evolution process completes its previous loop. The 
selection processes leading to the rise of a dominant solution that has been 
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widely accepted is not optimization in a neoclassical sense. Instead, it is a set 
adaptation process constrained by the available designs (Stoelhorst, 2008), 
where both efficiency-enhancing and legitimacy-seeking rationales are at work. 
According to empirical findings, a dominant design may be the outcome of an 
outstanding design proposition (Abernathy & Utterback, 1978), i.e. users choose 
one design in competition with other design propositions. However, a dominant 
design may also arrive due to strategic maneuvering, e.g. spread of the design 
through licensing and collaboration (Liebowitz & Margolis, 1995), or 
exploitation of an acquired lead in market share, either through economies of 
scale (Klepper, 1997) or through larger networks of adopted users (Arthur, 
1989) which can lead to the emergence of a dominant design.  
 Once a dominant design gets established the evolution enters the Era of 
incremental change. In this era existing designs are reproduced in a stable 
environment. Nevertheless, some variations can emerge over time. In some 
instances, some of these small variations are favored and over time spread as the 
new design prototype within the set. However, it is difficult to observe major 
changes from an aggregated viewpoint and within a limited time frame. Stability 
or continuity is the characteristic of this era.  
 When, for several reasons, a more fundamental Discontinuity emerges, this 
leads to variation that is significantly different from most of the existing designs 
in a set. This could be the workings of the many but small adaptations that have 
emerged in the previous era, or be connected to one specific radically new 
innovation. For example, due to incremental evolution one set may have become 
disconnected from other system levels, or may have changed to such a degree 
that it gives rise to radically new observable designs in the nested subsystem(s). 
Mere chance (Aldrich, 1999), or indeed deliberate search and innovation 
(Nelson & Winter, 1982), can lead to the emergence of design variations within 
a set. Moreover, design variation may for example come about through internal 
renewal in existing set members, through new entries, or new combinations of 
elements. However, the perceived discontinuity emerges and this variation in 
design becomes the element of competition in the subsequent era.  
 When a significant design variation has emerged within a set and alternative 
designs compete, the Era of ferment is entered, where a complex molding, 
which can be summarized as environmental interaction, finally leads to the rise 
of a new dominant design. During the era of ferment the entry barriers are lower 
and competition is different. While competition before the rise of a new 
dominant design is between alternative designs, competition after the rise of a 
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dominant design is about high efficiency, in terms of e.g. productivity and cost 
savings, within a defined domain (Srinivasan et al., 2006).  
 Each set within a hierarchy of systems undergoes a similar evolutionary 
circle of its own, where evolution at each level is nested within the evolution at 
the other levels and gives rise to the multi-level hierarchy (Murmann and 
Frenken, 2006). This hierarchical logic is consistent with Campbell‘s (1974) 
anti-reductionist system theory. This multi-level view is also consistent with 
contemporary evolutionary theory (see, e.g., Aldrich et al., 2008, Stoelhorst, 
2008), and community ecology (Quinn & Murray, 2009), which insist that all 
open and adoptive cultural or organizational systems inhabits a community 
context – a higher level ‗meta-system‘. Dubbed ‗habitat‘ in evolutionary theory, 
this meta-system is defined as the environmental community that the focal 
system inhabits, i.e. the context to which the focal system strive to adapt 
designs. If the habitat changes, the ‗game plan‘ for selection changes in response 
and other design propositions may be favored in the competition. Thus, changed 
habits and patterns of living in the community, introduction of new 
technologies, new laws, new institutions, and etcetera, which are external to the 
focal system itself, is likely to transform the habitat to which the focal system 
strive to adopt design.  
 To find out whether the dominant design model of explanation may help 
explain how the Swedish music industry‘s dominant design for market channels 
collapsed it is crucial to go beyond theorizing, and confront the proposed 
approach with empirical facts.    
 
The Swedish Music Industry 
 
The music industry can somewhat simplified be divided into live performances 
and recorded music. This case focuses on the market channels for recorded 
music, and is directed towards the evolution of the overall architecture (system 
level) and its various elements (subsystem level).  
 From its conception in the first half of the 20th century, the market channels 
for recorded songs have evolved, during some eras gradually and smooth and at 
times by great leaps. Before gramophone players became ubiquitous, a 
‗playback channel‘ (e.g. via radio) was the main route that recorded music took 
from production to reach listeners. Thereafter, hand-in-hand with the gradual 
establishment in consumers‘ minds that ‗the record industry‘ were almost 
synonymous with ‗the music industry‘, a phonogram channel conquered the 
front position as the most influential and profitable of the two channels in the 
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market channel system (Arvidsson, 2007). In the 1940-1970 period, these two 
parallel market channels – one for offering playbacks where the listener 
consume music without taking title or ownership to a copy, and one for the 
phonograms where the customer purchases a copy – became a dominant design 
for the overall architecture. This dominant design specified clear borders 
between each element and core principles for how these elements relate to each 
other (Arvidsson, 2007). According to this traditional dominant design, 
phonograms were sold and delivered through a market channel containing three 
clearly distinct elements that rarely overlapped each other's functions: record 
companies, distribution firms, and retailers. The playback channel also had three 
distinct elements: publishers, publishing intermediates (i.e. the jointly owned 
organizations responsible for collecting payment from those playing recorded 
songs), and the music streamers, e.g. radio stations. This traditional dominant 
design of the overall architecture (system level) can be illustrated as outlined in 
Figure 2. Enclosed within the dotted line two parallel market channels and six 
elements are specified. 

 
 
Figure 2. How recorded music reached listeners 
Note: Traditional dominant design of market channels from about the 1950s to about the year 
2000. Each of the elements was contained within a distinct domain to fit this higher level 
system design. 
 
The Era of Incremental Change: An Era of Stability and 
Elaboration 
 
Although dominant designs for both system level and subsystem levels were 
already established, Arvidsson (2007) claims that the record companies grew in 
the 1970-1990 period to gradually add more responsibilities and missions to 
their operations. The record companies cemented the position as the most 
powerful element in the system, and the ‗captains‘ for the phonogram channel. 
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In the 1980s, the record company usually managed the production, 
manufacturing, distribution, marketing, and enforcement of copyright protection 
of sound recordings and music videos. Major record companies usually also 
performed talent scouting and development of new artists. Insofar as the record 
companies then lost power in the 1990s, Arvidsson (2007) argues that the 
boundaries defining record companies tightened slightly due to the loss of 
production responsibility to specialist production firms in the early 1990s.  
 During this era of incremental change, economies of scale – as predicted by 
Murmann and Franken (2006) – reduced the number of firms in each subset, 
mostly as a result of mergers and acquisitions. For example, the record company 
set contained a few dominant international music groups (‗majors‘) and several 
small localized firms (‗indies‘), but almost no firms of intermediate size. In 
1999, six worldwide established record companies dominated the Swedish set of 
record companies. All six had their roots in firms established before 1958, and 
all six manifested very similar business designs to fulfill the same missions. 
Thus, although a large number of new firms entered the set of record company 
to compete, none had grown into a major record company by 1999, either in 
Sweden or internationally. Exceptionally, single national companies managed to 
maintain significant market share for limited periods or in certain musical 
genres, but they then declined or were acquired (Arvidsson, 2007). The other 
five subsets were subject to similar selection mechanisms. Even though the 
numbers of radio stations and music video channels grew in the 1980s and 
1990s, most radio and TV stations became part of large media groups that 
followed similar core design concepts.    
 To summarize, during the long period from formalization to the modern time, 
dominant designs worked on both the aggregated level and subsystem level as 
protective entry barriers raised against everyone who stood outside with 
radically new design propositions. Variations were dismissed. Within the market 
channels, corporate mergers took place, e.g. where international media groups 
became owners of both a record company and a distribution firm, but still ran 
them as separate elements in accordance with the core concepts of the dominant 
design. These entry barriers and set boundaries both protected and obscured. On 
the inside, ideas, knowledge, norms and practices were reproduced with high 
fidelity, but many of the firms who were protected by these restrictions became 
instead eliminated by internal competition or merged.  
 Of what were these organizational dominant designs made? Researchers‘ 
overall assessment is that formal and informal requirements, standards, industry 
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associations and 'best practices' created a need to adopt and imitate with high 
fidelity rather than to change and innovate new routes to the market (Arvidsson, 
2007, Hallencreutz, 2002, Wikström, 2006). This explanation fits perfectly with 
Campbell‘s (1974, 1990) notion of downward causation in multi-level systems: 
Once a standard for the system gets established, it becomes a constriction which 
every element is believed to follow. As long as the ‗habitat‘ that the music 
industry inhabits was rather stable, the selection mechanisms favored certain 
design characteristics. 
 The Swedish music industry grew in the 1980s and 1990s and progressively 
developed into a renowned export industry with an increased role for the 
Swedish economy, even though no radical design propositions successfully 
challenged the dominant design of the market channels. Between 1988 and 
1997, sales of phonograms rose by 124 % (Forss, 1999). Nevertheless, firms in 
each subset went astray due to intense pressure on margins and economies of 
scale, and not mainly because of challenges from new entries or new business 
concepts.  
 
Discontinuity: The Transition Point  
 
A gradual increase in turnover persisted until the turn of the century, then 
flattened out and later turned to a steep downward trend. In the peak year of 
2000, music sales in Sweden had a value of 1,654 million SEK. By 2008, sales 
had dropped to 782 million SEK (IFPI). Is the decline from 2001 the 
discontinuity predicted in dominant design theory that marked the start of an era 
of ferment, and if so, what innovations and/or events caused it?  
 Although the downward trend (see Figure 3) accelerated in 2002, some 
important technological innovations and regulations, all external to the industry, 
which coincided, are traceable back to the time before 2000. In 1989 Timothy 
Berners–Lee initiated a project that two years later launched the first website on 
the internet on 6 August 1991. In 1992 Seitzer and Brandenburg produced the 
MP3 codec. The www and mp3s could not threaten the music industry without 
internet infrastructure, but from the mid 90s Swedish authorities made home PC 
renting advantageous when employers were able to lend computers to their 
employees tax free. From 1994 to 1999 the number of PCs in Swedish 
households increased from 182 units per thousand persons to 452 (The World 
Bank). This allowed many Swedes to become habitualized to the web. In 
addition, copying from CD to CD most likely increased with the number of 
computers. In 1997 the freeware program Winamp further popularized the 
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personal computer as an alternative to CD players. With Winamp and mp3s, 
physical phonograms were no longer necessary. But sharing these files over 
modem communications was still inconvenient because it was still slow and 
expensive. However, the Swedish authorities once again helped. By the turn of 
the century, national and municipal authorities in Sweden heavily subsidized 
fast broadband connections to take Sweden to an internationally leading position 
in the fast broadband connection rankings. In 2001, only South Korea and 
Canada had higher broadband penetration than Sweden. Compared with the 
biggest EU member states (UK, France and Germany), Sweden had many more 
broadband subscribers per resident (OECD).  
 

  
Figure 3. Phonogram sales in Sweden, SEK (IFPI) 
 
Considering digitalization of music, computerization and internetization of the 
community, the habitat housing the music channel system changed. However, 
evolutionary theory states that variation within a system does not occur as a 
consequence in the neo-classical meaning of cause and effect: Changed habits 
among music listeners do not create new kinds of music companies, but people 
with new ideas do. Therefore we must search for a source of variation in designs 
for the changed selection criteria to work on.  
 In 1999, the dominant designs of music distribution were challenged in at 
least two ways. Firstly, the illegal peer-to-peer file sharing service Napster 
entered the scene in 1999. As the first widespread file sharing service, Napster 
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embodied a new and alternative design that challenged the traditional market 
channel of physical phonograms. Napster embodied a design proposition for file 
sharing services owing to a fast growing network of users and files worldwide. 
At the time, broadband was not common in private households in the US, but 
universities had fast connections. Students were therefore the primary group 
using Napster. Napster was shut down in July 2001, probably in response to a 
number of lawsuits by record companies and publishers. However, students and 
young people had already got a taste for free music, especially in the Nordic 
countries, which also had fast broadband connections in many private 
households. So, while Napster was closed, a range of other illegal services took 
over. For instance, the Swedish entrepreneur Niklas Zennström and his friend 
Janus Friis introduced Kazaa. Secondly, Deo.com, a spinoff from the record 
company MNW, and the first legal channel interface for downloading music was 
launched at the same time as Napster. Peter Ahlqvist, former CEO at BHR, a 
record company that was contracted to source songs for Deo.com, experienced 

several competitive disadvantages for Deo.com 8 : the interface was too 
complicated, illegal downloads were faster and Deo.com‘s archive of songs was 
much smaller. In addition, Deo.com used the WMA format that mp3 users were 
not used to (Ryberg, 2000) and it had a pedagogic problem regarding online 
payment. Payment in general was inconvenient compared to free and online 
payments were at that time regarded with suspicion. Consequently, after once 
being valued at Stockholm Stock Exchange at 650 million SEK, Deo.com went 
bankrupt in 2001, and the major shareholder MNW almost collapsed in its wake.  
 There were different motives behind these two forms of infused design 
variation. The launch of Deo.com as an alternative design for distribution and 
retailing was driven by a record company‘s quest to secure its own survival 
through forward integration. File sharing on the other hand was driven by 
outsiders, creating a challenging design solution on a higher system level. 
Insofar as these two design propositions competed, file sharing was selected. 
Although some of the entities in the rising file sharing set, e.g. Napster, had to 
close down, the file sharing design prevailed. A particularly interesting aspect of 
this sequence of variation and selective retention is the emergence of an 
alternative market channel, online-based illegal file sharing, and the subsequent 
emergence of a substitution process. I claim therefore that the birth and thriving 
of online-based file sharing entities marked the start of an era of ferment for the 
whole system. It should be noted, however, that the foundations for the 
                                                      
8 Interview with Ahlqvist, 2.9.2009 
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successful selection of online-based file sharing lay in the preceding 
transformation of the habitat caused by digitalization, computerization and 
internetization.  
 As stated by system theory fundamentals, elements in a system are both 
vertically constrained by a higher system level, and horizontally related to each 
other. Accordingly, the dominant design of music retailing was discontinued 
when downloading increased rapidly. But already in the 1990‘s CEO‘s like Bert 
Karlsson at Mariann Records initiated retailing in unorthodox record stores, e.g. 
post offices, department stores, petrol stations and grocery stores (Karlsson, 
2006). From 2000 onward this trend accelerated when online purchasing of 
physical phonograms became commonplace. The ‗death‘ of specialist record 
stores soon became widespread. Thus, in a subsystem, phonogram retailing, the 
traditional dominant design (specialist record stores offline) has been substituted 
through a cycle of variation and selective retention by multiple alternative 
designs – online stores offering downloads, online stores offering physical 
phonogram and generalists offline.  
 By 2003 Peter Ahlqvist felt that the entire music industry had very limited 
idea of how to respond to and cope with illegal downloading although it noted 
that piracy began to take a noticeable market share: ―The industry had no legal 
services that were good enough and no one in the industry was willing to take a 
chance after Deo.com‖. Therefore, following Deo.com, no legal download 
services made any impact in Sweden until June 2004. What caused this dearth 
for 3 years? Firstly, nobody wanted to invest. Deo.com was probably ahead of 
its time. Secondly, Ahlqvist claims that the record companies, institutionalized 
in the traditional dominant design, instead of creating new and competitive 
services for customers to compete with the illegal channel, spent much energy 
on calling for legislation against file sharing, while continuing with business as 
usual. Since Sweden at that time was more internetized than most other EU 
countries, few countries were seriously involved in creating anti-piracy 
legislation. Thirdly, Arvidsson (2007) reasoned that it was difficult for record 
companies, producers, publishers and others to agree on the design of a legal 
infrastructure that managed and allocated revenues for downloaded music files. 
It is clear that the slow reaction resulted in lost income and momentum.  
 Then in June 2004, nearly three years after Deo.com‘s bankruptcy, a new 
firm named InProdicon entered the scene and brought a challenging design 
proposition to the set of distribution firms and subsequently enabled a variation 
in retailing design. InProdicon worked as a web based middleman that delivered 
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digitalized songs from most major record companies to the webshops of major 
retail chains. With this service online customers would no longer have to order 
physical phonograms and wait for delivery. With InProdicon they were able to 
download songs legally through established but changed retailers and get instant 
delivery. Later the same year Apple‘s iTunes entered the Swedish market with a 
similar service. However, while InProdicon introduced change in Swedish music 
distribution and retailing, iTunes accomplished variation on a higher level in the 
market channel system – an association of digitally distributed music with a new 
content carrier, the mobile multimedia device. Following Apple, other mobile 
multimedia device producers and telecom operators have introduced services 
that share at least some core specifications of a new design. Globally, the 
breakthrough of legal downloads preceded that in Sweden. From 2004 to 2005, 
legal downloads rose by 169 % to 419 million legal single track downloads 
worldwide (IFPI, 2006). Two possible explanations for this are that Swedes had 
more time to become habitualized to free music owing to early broadband 
exploitation, and that legislation was more liberal in Sweden. Ahlqvist also 
noted that legal downloads first took off in the US − iTunes was already doing 
well in the US in 2003, but did not open in Sweden until 2004.  
 2008 marked the eight year in a row of falling phonogram sales in Sweden 
(see Figure 3), and legal digital distribution did until then not make up for the 
fall. Digital sales represented only 9 % of total sales and grew by less than 5 % 
in Sweden in 2008. However, a new change of trend was only a year away. 
After a start with a moderate growth rate up until 2008, the revenue from 
digitally distributed music exploded in 2009 (see Figure 4). That year was the 
first year since 2000 that ended with growth in total turnover for the subset of 
firms in the music channel system that own the rights to recorded songs, which 
was in the traditional dominant design a mission for record companies. New 
national and international anti-piracy legislation, numerous new legal online 
music services, and growth in demand for music are possible explanations 
according to the music organizations themselves (IFPI).  
 Nationally and worldwide, both Spotify and Nokia‘s mobile device ‗Comes 
With Music’ were introduced in 2008, and Apple‘s iPhone followed, in tandem 
with its music service iTunes. At the same time, other webpage based services 
like Grooveshark and Last.fm gained acceptance, as did web based 24/7 music 
radio channels. These services, coupling streaming-on-demand with consumer-
regimented radio blurred the borders between music streamers and retailers. 
Moreover, the arrival of this new design feature diminished the need for 
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consumers to download in order to own and store songs on their own devices. 
When consumers no longer consider it important to own their own phonograms, 
they instead purchase, or get for free, subscriptions to services with access to 
songs. The alternative market channel design embodied in these new services 
has likely made illegal downloading less attractive, and spurred a shift of focus 
and  power  within  the market  channel  system.  Figure  5  illustrates  this  shift.  
 

  
Figure 4. Income from digital phonograms as share of total sales in Sweden, % 

(IFPI) 
 

  
Figure 5. Digital phonogram sales in Sweden, SEK (IFPI) 
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Whereas streaming-on-demand gets momentum, downloads do not contribute to 
increased turnover. This may help the playback channel to regain lost power.    
 Producers and artists today talk less and less about physical phonograms (e.g. 
records) as the product and instead focus on the songs distributed through 
multiple media, where the physical phonogram is only one of several content 
carriers. Following Wikström (2006) who argues that the music publisher firms 
are better suited to be dominant in the future than record companies, it is 
tempting to think that the focus of the market channel system has been shifted 
from ‗selling records‘ to ‗selling access to music‘. The traditional record 
companies that manufacture physical phonograms are therefore often bypassed 
when the entire mission for the owner of the right to a recorded song, 
traditionally a mission held by a record company, is considered.  

Moreover, the line between playback revenues and phonogram income has 
been blurred as consumers use a mix of streaming of radio-like playbacks (i.e. a 
playlist decided by someone else) and streaming from a playlist based on their 
own choices. Some firms have therefore successfully integrated departments 
who manage the marketing and distribution of phonograms with the publishers 
dealing with playback issues. Moreover, when many music consumers no longer 
demand CDs, old competitive advantages such as size and efficiency in 
producing and marketing CDs are less advantageous. Indeed, the traditional 
firms‘ institutionalized self-image and boundaries may even act as a mental 
block for internal renewal, since dematerialization of the phonogram channel is 
a big challenge for its traditional actors. I base this claim on the evidence that 
newcomers in the industry like Napster, Spotify and Apple have been more 
successful in organic volume growth than any traditional insider.  

Before 2001, live performances and merchandising were seen as supporting 
image-building activities by the music industry, intended to increase the band's 
sales of phonograms, as there was more money to be made from physical 
phonograms. Less than a decade later, most money were made from licensing 
rights, live concerts, and merchandising (Shankar et al., 2009). Musicians now 
can hardly survive on just phonogram sales. Indeed, the change has been so 
marked that the business system of the whole music industry is being 
transformed, not just the market channels for recorded music. To adapt to this 
change new forms of participants who do not fully fit within any of the six 
traditional subsets have recently entered the scene. Instead of signing with a 
record company and a publisher, a growing number of bands and artists sign 
with music management firms responsible for everything, including tour 
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management and branding. The management outsources phonogram sales to one 
of the old major record companies, although the management firm is now an 
intermediary between the artist and the record company and the party 
responsible for talent scouting and development of new artists, marketing, 
promotions, etc. It is clear that the boundaries defining record companies 
tightened considerably in the last decade.  
 
Lessons from the Case, and Future Outline 
 
Considering the renewal of the music industry‘s market channel system as a 
whole, there was without doubt a discontinuity in turnover growth as a 
consequence of illegal downloading and copying. I claim that the Era of ferment 
the industry endured after the long previous Era of stability has several nested 
causes and implications. It is quite clear that this was affected by a changed 
habitat due to new technology and infrastructure that enabled digitalization, 
computerization and internetization in the Swedish context. This case is thus 
fundamentally one of dismantled dominant designs: first due to a changed 
habitat and then to the emergence of design variation that successfully competed 
to dismantle the traditional dominant design. The general pattern readily fits the 
basic evolutionary story-circles of retention, variation and selection on multiple 
but nested system levels.  
 When the evolution of music channel systems entered the Era of ferment 
after the previous dominant designs had collapsed, some of the entry barriers 
receded, and the ideas of what each element was supposed to do in the whole 
market channel system were challenged. These changes led to increase in 
entrepreneurial activity that infused design variation when new entities with new 
designs emerged to compete with the renowned. In this more dynamic 
environment previous market leaders had to reconsider their roles and identities. 
But some established insiders were unable to adapt. Indeed, the routinized roles, 
accustomed identities and solidified practices became major obstacles to them in 
the new and dynamic environment. One lesson that can be learned is that when 
new windows of opportunities open and threats appear, preconceptions of each 
firm‘s mission and role based on position in previously dominant market 
channel designs can hinder established insiders from adapting to the 
substantially changed habitat. When customers no longer demanded physical 
phonograms, experience, economies of scale and efficiency in production and 
distribution did not confer competitiveness. As the theoretical discussion 
predicts, entry barriers are lower and competition is different during the Era of 
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ferment. It seems to be more important for participants to have customer-
friendly ideas and innovations in terms of channel design and value propositions 
than to have high efficiency in terms of e.g. productivity, large-scale operations, 
and cost savings.  
 It is too early to predict what the next dominant design for the overall music 
division will be. However, it is apparent that strategic power maneuvering is 
occurring. Big players like the major record companies are transforming 
themselves into diversified media houses that use their size to control 
downstream activities, e.g. the music played by radio stations. These media 
houses integrate record labels, publishing and distribution. At the other end of 
the channel system, among the consumer-regimented online radio stations and 
the on-demand music streamers, actors will reasonably try to exploit their 
acquired market share, e.g. through larger marketing budgets or a larger network 
of adopted users. This is what dominant design theory predicts firms with first 
mover advantages will do (cf. Arthur, 1989). A large network of users and 
songs, might erect a dominant design for sharing playlists among friends in 
social networks. In turn, a dominant design for this category of music streamers 
may be impending.  
  
Implications for Research on Industrial Renewal 
 
This chapter addresses the issue that dominant design is a theoretical approach 
that can be considered as an alternative alongside other approaches to study and 
explain longitudinal processes of industrial renewal, focusing organizational 
rather than technological change. Adopting the multi-level system stance where 
the overall system, e.g. market channels, and its various subsystems, e.g. 
retailers or distributors, evolve cyclically in compliance with a dominant design 
schema based on retention, variation and selection spurs the industrial renewal 
domain in at least two ways. First, it has been shown that the dominant design 
model of explanation is not only useful to explain change in technological 
systems, but in this case it is also useful in an organizational system – market 
channels. As it is suited to explain evolution of market channel system it will 
have a wider potential. I claim therefore that the dominant design approach 
offers an attractive generalized terminology to explain industrial evolution and 
evolution of market channels in a generic way to the extent that the schema 
proposed by Murmann and Franken (2006) itself is independent from the 
empirical phenomena it explains. This is valuable, because with a generalized 
terminology it is possible to compare different studies, industries and eras with 
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each other. Second, the schema makes it possible to monitor complex 
longitudinal datasets in order to explain transformation processes. Hence, 
industrial renewal processes can be studied in their historical context, and trends 
and eras at various levels in the hierarchy can be observed and explained. In 
comparison to e.g. Arvidsson (2007), who describes events and firms in the 
history of the Swedish music industry using an institutional framework and a 
narrative approach, the dominant design schema has explanatory potential. 
Where e.g. Arvidsson highlights and describes the development process based 
on actors‘ actions, the proposed dominant design theory both accentuates a 
systemic attitude (cf. Campbell, 1974, 1990) without lapsing into reductionism 
or structuralism, and has explanatory power beyond purely descriptive 
narratives. However, while evolutionary theory in general is appropriate to 
explain historical accumulation of designs, it should be noted that the proposed 
model of explanation is ill-suited to predict the future.  
 Despite remaining limitations, the schema proposed by Murmann and 
Franken (2006) with its population-centric evolutionary logic based on variation 
and selective retention on multiple system-levels promises a manageable and 
rigorous approach to research in the industrial renewal field. I recommend that 
researchers, especially those interested in processes of transformation in open, 
complex systems, consider applying this approach. 
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Chapter 8 

 
 

Industrial Business Relationships and 
Renewal through Integration of 

Information Technology 
 

Cecilia Lindh, Peter Thilenius and Cecilia Erixon 
 
 
 
Introduction 
 
Since the turn of the century, information technology has become much more 
than a confined technical issue which is possible to delimit and consider in 
isolation from other aspects of management and business. The use of 
information technology has evolved to be part of everyday business activities 
not only within companies but also in the companies‘ business undertakings 
with others such as customers and suppliers. There is also evidence that 
information technology has changed from being implemented as unique 
solutions built from scratch based on designed specifications to highly adaptable 
resources available in many different incarnations, ready to be used by anyone 
who can and dares to. In this perspective, information technology is seen as a 
product which can be purchased, used and benefited from in almost any business 
situation. This view is applicable in situations where information systems are 
implemented within the existing organizational structure of a single company 
when the management can rely on its hierarchical power.  
 The situation when considering business undertakings with customers and 
suppliers is more complex and calls for a business relationship approach. 
Making use of information technology as an efficient productive resource in a 
business relationship requires managerial action and effort from both companies 
involved. The purpose of this chapter is to discuss changes made by both parties 
in a relationship to integrate information technology into the relationship, and to 
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show how business relationships are thus ‗renewed‘, in order to point towards 
industrial renewal in the context of information technology in business.  
 Industrial renewal can broadly be said to relate to change in activities in 
order to enhance business operations for sustained competitiveness. The change 
by necessity occurs within the organization of a single company but also 
includes changes in interactions with important and crucial counterparts in the 
distribution channel. Enhancing business operations implies that changes in 
relationships relating to industrial renewal can basically be viewed as the result 
of entrepreneurial actions based on market opportunities. The objective of this 
chapter with respect to opportunities is to point towards the main reason for 
change and in turn industrial renewal. It should be noted that both Schumpeter‘s 
(1943) discussion on loci of change and Kirzner‘s (1973) discussion on market 
arbitrage as reasons behind entrepreneurial actions are directed towards a single 
company‘s situation in a market. In contrast, the view in this chapter of change 
through entrepreneurial actions is that they are the result of opportunity 
development in a business relationship (Ghauri, Hadjikhani, & Johanson 2005). 
The mutual entrepreneurial actions between two companies striving to develop 
an opportunity for their business relationship cause changes in their joint 
businesses. In this chapter the changes in business actions are those taken 
relating to opportunities stemming from the use of information technology. In 
the case of information technology it is argued that the crucial issue is the 
integration required to become a constituent part of the business relationship. 
Industrial renewal is in this sense represented by the changes made by both 
parties to integrate information technology into their business relationship in 
order to enhance their business.  
 This chapter presents the results from an extensive study of Swedish small 
and medium sized companies regarding their use of information technology 
internally and in their business with important customers. A business 
relationship approach is used as the analytical framework when discussing 
industrial business relationship and renewal through integration of information 
technology. Using the character of business relationships as a base for a 
discussion on the changes of information technology integration and industrial 
renewal yields a more profound understanding of information technology and 
change in business. The purpose is to provide an empirically verified 
relationship-based analytical tool for further discussions on the link between the 
integration of information technology and the renewal of industrial activities.  
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A View on Industrial Business Relationships 
 
Approaching business as being constructed of ongoing business relationships 
between two specific parties means accepting that a mutual history and future 
for the relationship has been jointly developed by the two parties involved. The 
history is fundamentally based on the parties' experiences of prior business 
exchanges of goods and/or services for financial gain. The future of the business 
relationship is mirrored by the parties‘ expectations of the continuance of their 
business, providing a long-term orientation for the actions in the relationship (cf. 
Anderson et al., 1994; Blankenburg & Johanson, 1997; Hallén et al., 1993; 
Iacobucci & Hopkins, 1992; Johanson, 1989).  
 One basis for the research on information technology is the character of 
business relationships. Business relationships are multifaceted and studying 
them means investigating many factors, including sales volumes, monetary 
value, and trust between the two companies. The strength of a business 
relationship relates to the difficulty of replacing it (Holmlund-Rytkönen & 
Strandvik, 2005), and its magnitude (Golicic et al., 2003; Golicic and Menzer, 
2005). The character of a business relationship is reflected in the degree to 
which it is stable, binding and demanding of the actors‘ time and resources 
(Lincoln, 1982). Another important aspect which describes the character of the 
relationship is the degree to which there is a successful partnership, based on the 
commitment of the business relationship (Bove & Johnson, 2001; Peleg et al., 
2002; Flint et al., 2001; Åkerlund, 2005). Since the specific character of a 
business relationship is a result of the extent of the exchanges and the content of 
the behavior, the time factor is of relevance (Cousins, 2002). Continuous 
exchanges make the business relationship last, but it is the long-term orientation 
that motivates the parties to conduct business and build a strong business 
relationship (Ruyter et al., 2001).  
 
Integration of Information Technology in Business Relationships 
 
Large investments in information technology have been made and will continue 
to be made by industrial companies (Thompson et al., 2000) and it is frequently 
used to handle the continuous activities that are fundamental for the business of 
a company (Davenport et al., 2004). Information technology does not only exist 
inside one company but often stretches beyond the companies‘ borders and 
supports the companies‘ interactions with other actors (Kumar & Crook, 1999). 
When employed in business relationships, information technology is often used 
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to improve, enhance or enlarge the flow or transfer of data and information, 
even if the technical aspects of different information technologies vary.  
 The use of information technology in business relationships can be 
considered as ranging from simple to complex. In this setting the simplicity or 
complexity of the information technology used relates to the intricacy and 
multiplexity of its employment in the business relationship rather than the 
complexity of the technological solution itself, e.g. the configuration of 
hardware and software, etc. needed to facilitate the services used in the business 
relationship. This also means that the judgement of the simplicity and 
complexity aspect of the information technology used in the business 
relationship is not based on the use of information technology for a single 
activity. Rather, it is based on an aggregated assessment of all relevant uses of 
the information technology for the whole scope of interaction between the 
parties in the ongoing business relationship.  
 Business relationships in which information technology is used only as a 
convenient way of communicating between some people who exchange 
information about price or product details e.g. by e-mail, can be considered to 
make simple use of information technology. Complex use of information 
technology in a business relationship includes exchange of information in order 
to define unique product specifications in the development of either parties‘ 
products or services, direct links between computers exchanging real-time 
information on availabilities of certain components, lead-time in certain 
machines, and other aspects of the production link, or joint creation of shared 
information technology to enhance the efficiency of the interaction. Hence, 
information technology in this chapter is defined and studied as a set of 
technologies that provide electronic ways of transferring or managing data or 
information, and refers to information technology – simple or complex – which 
is used in business relationships of companies.  
 Researchers have found that cooperation is necessary to accomplish 
integration of information technology in business relationships, as it refers to 
unity of effort, and even though cooperation does not always come easily, it is a 
prerequisite (Angwin, 2004; Leek et al., 2003a). The development of behaviour 
in a specific content by the use of information technology in business 
relationships was recognised in a study of 61 business relationships of different 
products in Germany. Sharing process information technology requires strong 
adaptation to the specific customer (Ryssel et al., 2004).  
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 Information technology and its impact on businesses is not an isolated issue. 
Apart from the supplier, it requires that others, like the customer, are also 
influenced and need to change their behaviour when ordering, i.e. two parties 
are involved and affected. The perspective on information technology in 
business relationships in this chapter consists of viewing the information 
technology as integrated in the business relationship. In the study that this 
chapter builds on, the integration was investigated empirically, with questions 
about information technology in the different exchanges in the business 
relationships – i.e. to what extent the technology is used to carry out business 
and the degree to which it is considered important. There are also questions that 
aim to capture the changes of the behavioural elements, such as commitment, 
trust, adaptation and interdependence in the business relationships. By 
measuring and analyzing the use and importance of the technology in the 
relationships, conclusions can be drawn about the changes of information 
technology in business relationships in general, which in turn give a clear 
indication of the new situation regarding information technology in the industry 
as a whole.  
 
The Research Study 
 
The study on which the results presented in this chapter rest is part of a project 
on integration of information technology in business relationships, where the 
implications of varying degrees of integration of information technology 
constitute a specific topic. The method of analysis is statistical and builds on 
information collected from 353 business relationships in the business-to-
business sector in Sweden. Studying the varying degrees of integration of 
information technology in a business relationship setting generates knowledge 
on the long term effects of information technology on ongoing business 
performed by companies (Lindh, 2006, ch.4.). 
 
Sample  
 
A standardised survey questionnaire was used to collect the information for the 
empirical analysis of information technology in business relationships. The 
questionnaire consists of five sections, each containing a set of questions and 
statements focusing on a specific topic area. In total, the questionnaire has 244 
items in the form of questions and statements on 100 topics, and spans over 12 
pages. There are few open questions, most questions ask for volumes or 
amounts, where the majority use multiple choice scales with fixed alternatives. 
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The questionnaire comprises mainly of questions and statements with a pre-
defined scale for answering and commenting. Using such scales makes the 
answers easier to compile and compare, thus permitting multivariate statistical 
analysis as well as in depth study of specific cases (Lindh, 2006, ch.4). The 
respondents are 353 suppliers in the Swedish business-to-business market who 
each filled out a standardized questionnaire about an important customer and 
information technology in the relationship with that customer. The products of 
the participating companies range from raw materials, equipment and other 
goods to services that companies buy or sell from each other.  
 The information from the questionnaire shows that the average number of 
customers and employees are 945 and 32, respectively. The variation in numbers 
is considerable; the median for the number of customers 100, which is a large 
deviation from the average. The minimum number of customers is 1 and the 
maximum is 100,000. The variety explains the large difference between mean 
and median and also suggests that the median says more about the general 
properties of the sample with respect to the number of customers.   
 On average, the customer under consideration is responsible for 20 % of the 
company turnover. The average company turnover is 48 million SEK. The 
questions analysed asked to what extent information technology is involved in 
different exchanges and its impact on the behaviour of the business 
relationships. A seven step scale was used so the information could be used for 
bi- or multivariate analysis. 
 The results presented in this chapter are a summary of the results of the 
analysis in the thesis and aim to show how information technology integration is 
renewing in the Swedish industry. For the full tables showing the statistical 
analysis, see Lindh, 2006 (ch 5, 6 & 7). 
 
Industrial Renewal as a Result of Information Technology 
Integration  
 
The analysis of the business relationships shows that there is extensive use of 
information technology in business relationships in the Swedish market. The 
technology is often very important for the exchange of information on products, 
orders and deliveries, but the technology is also important for payment. The 
business relationships – as well as the employed technology – are to some extent 
adapted to each other, just as the parties commit to adapting their operations to 
match each other‘s businesses. Over time the parties become dependent on the 
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technology, i.e. to ‗remove‘ the integrated information technology would incur 
high costs and disturb the routines developed in the relationship.  
 An interesting result is that when the two companies in a business 
relationship actively use information technology, their knowledge of 
information technology increases. This relationship is stronger in business 
relationships with high integration of information technology. This means that 
when information technology is very important to the business and is significant 
because it is used to a large extent to perform business, the parties learn more 
about the information technology.  
 In addition, the analysis shows that business relationships in which 
information technology is highly integrated are important to the companies for 
their development of information technology, and the companies involved are 
also engaged in joint activities regarding information technology, such as setting 
common goals or customising the technology to fit the business relationship. In 
this sense, information technology integration contributes to renewal of the 
business relationship by giving it new possibilities as well as new conditions, as 
it not only involves many of the joint activities, but also makes the business 
relationship a renewed arena for cooperation.  
 One of the goals of implementing information technology is to increase the 
efficiency in managing information in business relationships. The survey gives a 
clear indication that information technology – in almost every case where it is 
used – increases the efficiency of managing information in the business 
relationships. The relation is however not simply linear; the strong effects on 
efficiency in information management correlate not only with higher levels of 
the activity for which the information technology is used, but also with higher 
mutual commitment and importance of the technology and the business 
relationship as a whole. In brief, the more integrated the information technology, 
the more the two companies can reap increased efficiency in their joint business 
from the technology.  
 Interestingly, the renewal of business relationships connected to the 
integration of information technology involves increasing profitability as a result 
of the integration, as well as the expected increases in profitability of the 
business relationship per se. The importance of a business partner when it comes 
to developing the information technology in the business relationship 
strengthens the business relationship in terms of trust and commitment. As a 
result of the interaction regarding information technology, the two parties learn 
and increase the efficiency of their business relationship.     
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 Another aspect of the renewal of business relationships is how information 
technology may affect social gatherings. The analysis shows that higher 
integration of information technology also relates to a reduced need for personal 
meetings. This relation is particularly strong in business relationships in which 
social interaction patterns were limited from the start, and the level of 
information technology integration is very high.  
 All the above described changes combined put business relationships in a 
renewed state, as they have changed the conditions of the industry in general. 
The changes in information management and meetings in business relationships 
mean that the interaction patterns are changing as information technology 
becomes integrated. Integration of information technology may reduce reliance 
on other means of interaction. This is an effect of the nature of changes in 
integration of information technology.  
 Integration of information technology involves many aspects – related to 
both business exchanges and behaviour in business relationships. With so many 
aspects involved, it makes sense that integration of information technology in 
business relationships is incremental.  
 The analysis confirmed that integration of information technology changes 
business relationships incrementally rather than step-wise. In summary, the 
analysis indicates that information technology integration renews the business 
relationships in the Swedish market over time, as resources are mutually devoted 
to responding to the opportunities presented by the new technologies.  
 
Conclusions 
 
It should be noted and remembered that even though this study is on the level of 
specific business relationships, and investigates the use and effects of 
information technology on this level, it involves analysis of many business 
relationships on an aggregated level. The changes described are general patterns 
that extend over many branches of Swedish industry. This makes the data and 
analysis interesting for the discussion on how conditions in industry change and 
how the integration of new elements such as information technology can be 
renewing factors for industry. 
 In the case of information technology, the changes involve many renewing 
aspects. The discussion of business relationships as reciprocal entails formation 
of a relationship by two parties, which requires them to unite their efforts in 
order to carry it out. The results show that information technology can be used 
in such business relationships when the parties use it together and agree on its 
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use: i.e. integration. Even in cases when it is difficult to agree, information 
technology only becomes part of the business relationship as a result of 
interaction and agreement. Information technology is used in the business 
relationship as a result of the mutual intention to enhance the flow of 
information. Therefore, information technology cannot function as a tool 
separately from the business relationship. Once the parties have pledged 
resources to use the information technology and it is operating, it becomes 
impossible for one of the parties to simply ignore the agreement and new routine 
that is created. Some aspects of the interaction patterns of a business relationship 
change as the use of information technology increases. Its use in ongoing 
business relationships concerns the investment needed to perform the activities 
as planned with the information technology, as well as the inter- and intra-
company adjustments that are made in order to perform the functions of 
information transfer or the management of information via information 
technology. Clearly, when information technology is integrated it becomes part 
of the business relationships, which in essence constitute the industrial market.  
 Like many other approaches, the business relationship approach explains 
companies‘ behaviour, in this case renewal, as a result of information 
technology integration. The results of the study suggest that when there is 
integration of information technology the information technology becomes a 
productive resource in business relationships. The development that can take 
place when the opportunities of information technology are present is 
undertaken as a mutual entrepreneurial action between the two parties in a 
business relationship. Information technology should be managed for the state of 
integration to be achieved if it is to become productive. The changes in activities 
that have been discussed in this chapter are all evidence of renewal of the 
Swedish industry. In conclusion, information technology is an important aspect 
of industrial renewal today. 
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Chapter 9 

 
 

The Impact of Social Capital on Renewal 
through Cluster Initiatives 

 
 
 

Jens Eklinder-Frick, Lars Torsten Eriksson and Lars Hallén 
 
 
 
Introduction 
 
New technologies, new competitive situations, new forms of customer demand, 
and new political conditions all have profound impacts on firms and on regional 
development. Dynamic firms provide business and employment opportunities to 
the regions where they operate, and this increases the attractiveness of the region 
for other firms. Similarly, loss of customers, relocation of business functions to 
other regions, downsizing, and closure of firms do not only have direct effects 
but tend to lead to further negative effects as reduced economic activity makes 
the region less attractive for new business ventures. It is often seen as a task for 
public policy to infuse new economic life into regions hit by such structural 
changes. As successful firms and successful regions are often characterized by 
having tight business relationships, e.g. with supplier firms, customers, and 
technology development institutions, attempts are made to create such network 
cooperation in order to stimulate regional growth. Cooperative projects aiming 
at the creation of business relationships can be supported by public initiatives 
that focus on a potential group of firms in order to obtain benefits, e.g. in 
marketing, production or logistics. Regional officials at the county level or local 
decision-makers at the municipality level and city officials often want to 
stimulate company cooperation in order to create regional growth (Porter, 1990; 
Sölvell, 2009; Hallén & Johanson, 2009; Andresen, 2011). 
 Through such development initiatives, often called cluster initiatives or 
regional strategic networks (RSNs), designed or engineered networks are set up. 
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The ambition is that at least some of the relationships that are formed through 
the initiative should develop into actual business relationships, thus contributing 
to regional revival and growth by strengthening the firms within their business 
network. Koschatzky and Kroll suggest that such designed networks with the 
intention of creating regional growth can be used to implement science, 
technology and innovation (STI) policies (Koschatzky & Kroll, 2007:7). 
Supporting ―innovation systems‖, ―clusters‖, and ―networks‖ are expressions 
commonly used by political decision-makers to describe such initiatives in 
sparse and geographically remote regions in Europe (Huggins, 2001; Hallén & 
Johanson, 2009). The establishment of relationships is a key issue in such 
governmentally funded projects and collaborative arrangements.  
 As huge funds are invested in such initiatives there is a need for actions by 
policy-makers on the regional level that are intended to influence the local 
business market to be carefully analyzed and scrutinized (Pesämaa & Hair, 
2007; Spencer et al., 2010). Sotarauta (2010:387) sums up the current state 
claiming that  
 

[p]eople responsible for regional development often understand fairly well the need to 
construct regional advantage and build clusters. […]But what they have not been given 
much advice on is how to do it – how to create networks for these purposes, how to direct 
and maintain them, how to lead complex policy networks (Sotarauta, 2010:387). 

 
The socio-economic context within a region is often explicated in socio-centric 
network research by the term social capital. Social capital is defined as a 
resource in the social structure within which the actor is located, and ―the 
resource available to actors as a function of their location in the structure of their 
social relations‖ (Adler & Kwon, 2002:18), or simply as ―the goodwill that is 
engendered by the fabric of social relations and that can be mobilized to 
facilitate action‖ (Adler & Kwon, 2002:17). Understanding the function of 
social capital and its creation within the socio-economic context of a region is 
therefore important when implementing policies regarding various forms of 
network cooperation.  
 Hallén and Johanson (2009) define clusters as spatial networks that have 
grown and developed organically over time, as opposed to RSNs that are 
defined as designed or engineered entities. Jarillo defines a strategic network as 
a ―long term purposeful arrangement among distinct but related for-profit 
organizations that allows firms within them to gain or sustain competitive 
advantage vis-à-vis their competitors outside the network‖. Jarillo also clarifies 
that he added the term ‗strategic‘ in the attempt to define a strategic network as 
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―a mode of organization that can be used by managers or entrepreneurs to 
position their firms in a stronger competitive stance‖ (Jarillo 1988:32). The term 
‗strategic‘ is therefore used as an indicator to specify that the network is 
managed knowingly by one or several participants. RSNs operate as temporary 
organizations due to the project-related conditions of their funding at the 
initiation stage. Subsequently, they aim to create a self-organized arena for 
cooperation and joint development that is supposed to render long-term effects 
(Lundberg, 2008).  
 When implementing network projects the focus is on co-operation rather than 
competition, and consensus, sharing of know-how and resources are therefore 
emphasized (Sölvell, 2009; Muro & Katz, 2010). In practice the network project 
is determined to a large degree by the bonding activities within the member 
group and the bridging activities outside the group. To attain a balance between 
bonding and bridging, according to Jarillo (1988), the manager of a strategic 
network should choose carefully the companies that he wishes to include in the 
network when designing it. A better breeding ground for trust can be created if 
the actors included in the network can ―relate to each other‖ and share the same 
values. Norms and social trust are often seen as facilitating coordination and 
cooperation for mutual benefit, and these norms in turn are believed to be 
supported by social capital (Coleman, 1990; Bourdieu & Wacquant, 1992; 
Putnam, 1995; Nardone et al., 2010). However, the same conditions that support 
norms and trust can also serve as lock-ins that isolate the organization from the 
outside world and over-embed the network in its own social context (Grabher, 
1993; Uzzi, 1996; Gargiulo & Benassi, 2000; Parra-Requena et al., 2009; 
Molina-Morales & Martínez-Fernández, 2009). The features of social capital 
might therefore not only bring positive effects to a network. There is a risk that 
social capital might impose constraints that under some circumstances can 
outweigh the benefits. Slotte-Kock (2009) argues that researchers representing 
all network approaches agree that networks provide both opportunities and 
constraints, and pinpoint this as the most significant network paradox and of 
interest for further research.  
 Adler and Kwon (2002) and Molina-Morales and Martínez-Fernández (2009) 
claim that there is a lack of existing literature that explores the negative effects 
of social capital empirically. Osborne et al. (2009:214) claim that ―much of the 
social capital literature relies on the assumption that social capital arises from 
participation in a uniform fashion, and leads to beneficial outcomes for all 
involved rather than considering how participation in some types of groups, in 
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some situations, may be beneficial, whereas other types of participation in 
different contexts may not‖. According to Alguezaui and Filieri (2010) most 
scholars have highlighted the benefits of cohesive and sparse networks, and have 
failed to analyze their detrimental effects more deeply. Alguezaui and Filieri 
(2010) therefore suggest that future research exploring social capital should 
close the gap and contribute to a more balanced approach by identifying 
negative effects of social capital. 
 Against this backdrop, we focus on the negative effects that social capital can 
impose on industrial renewal and renewal of market channels by means of 
cluster initiatives (regional strategic networks) in order to add a nuanced view of 
the role of social capital in the network discourse (Eklinder-Frick et al., 2011). 
The paper is based on a case study of a RSN operating in a small municipality in 
Sweden. We analyze the negative effects of social capital on processes in a 
regional strategic network with a special focus on obstacles that can be referred 
to as characteristics of social capital.  
 
Literature Review 
 
The concept of social capital has become increasingly popular among a growing 
number of sociologists, political scientists, economists and business researchers 
as a way of answering a growing range of questions in their individual fields of 
interest (Adler & Kwon, 2002). Social capital represents a resource in the social 
structure within which the actor is located, and ―the resource available to actors 
as a function of their location in the structure of their social relations‖ (Adler & 
Kwon, 2002:18), or as simply ―the goodwill that is engendered by the fabric of 
social relations and that can be mobilized to facilitate action‖ (Adler & Kwon, 
2002:17). 
 Adler and Kwon (2002) claim that there are two different ways of creating 
value through social capital, stemming from two different views of what 
constitutes social capital. These views are derived in turn from James Coleman 
and Ronald Burt, two key contributors in the field. 
 Coleman (1988) claims that closure of the network structure, in terms of 
existing ties between actors, facilitates the emergence of effective norms which 
in turn maintain the trustworthiness of others. These norms strengthen the social 
capital within that network structure. In a more open network structure the 
violation of norms goes undetected and therefore unpunished, leading to less 
trust being developed within the network structure. An open network structure is 
therefore weaker with respect to social capital. Social capital is seen as 
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connected to the creation of norms and trust within a single and cohesive 
network structure.  
 In contrast to Coleman‘s (1988) focus on closure, Burt (1992) argues that a 
sparse network with few redundant ties often provides greater social capital 
benefits. This is because Burt‘s (1992) notion of ―structural holes‖ does not 
stress consistent norms fostered by cohesive networks as the main aspect of 
social capital. Instead he claims that the diversity of information and the 
subsequent brokerage opportunities created by the lack of redundant ties 
(structural holes) in a sparse network are the source of value. The existence of 
structural holes within a network enables an actor to act as an information 
broker by combining information from different actors within the network. The 
combination of the information stemming from weakly connected actors might 
thereby contribute to innovation within the network.  
 The reason that Burt and Coleman suggest opposing conditions and uses for 
social capital – closed and sparse networks – lies in the difference between their 
respective internal and external foci and the related difference in assumed goals 
(Adler & Kwon, 2002). A closed and cohesive network provides benefits from 
social capital within the community, whereas structural holes in a sparse 
network provide the focal actor with cost effective resources for competitive 
action. This explains the different views on social capital held by Burt and 
Coleman. Their views on the usefulness of social capital set them apart, as do 
their internal and external foci. These different aspects of social capital are 
referred to as the bridging and bonding forms of social capital (Putnam, 2000).  
 There are several negative as well as positive effects of the bonding and 
bridging forms of social capital. Table 1 provides examples drawn from 
previous literature exploring the subject. These examples are used as tools of 
analysis in this paper.  
 
The Firsam Case 
 
The municipality of Söderhamn (26,000 inhabitants) is situated on the Swedish 
coast of the Baltic Sea, 260 kilometers north of Stockholm. Söderhamn can be 
described as a traditional industrial community and was founded around an 
important armourer‘s workshop and gradually developed around the forestry 
business (Hammar & Svensson, 2000). In 1945 a military air force base was set 
up in town to add to the previous military installations. Industrial production 
expanded in a new direction in 1947 when the telecommunications manufacturer 
Ericsson set up a plant in town. Both the air force base and the Ericsson plant 
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were closed at the turn of the millennium – the Ericsson plant just a year after it 
was bought by Emerson. These closures reduced employment in the 
municipality by more than 10 percent. 
 
Table 1. Negative and positive effects of the bonding and bridging form of 

social capital 

 Bonding form of social capital Bridging form of social capital 

Positive 
effects 

Facilitates goal coalescing (Dhanaraj 
& Parkhe, 2006) 

Enforces common norms (Ouchi, 
1980) 

Facilitates information sharing (Uzzi, 
1997) 

High relevance of shared information 
to the broad aggregate (Krackhardt 
& Hanson, 1993) 

Creates technology brokers facilitating 
entrepreneurship and innovation (Burt, 
1992) 

Creates technology brokers acting as 
mediators of relevant information 
(Hansen, 1999) 

Creates open-mindedness and 
integration of marginalized groups 
(Florida, 2006) 

Negative 
effect 

Over-embeddedness creates like-
mindedness (Granovetter, 1985) 

Organizational lock-ins close off 
network from novel information 
(Parra-Requena et al., 2009) 

Resources controlled by common 
norms instead of economic 
rationality (Uzzi, 1997) 

Erodes power structures needed for 
strategic management of networks 
(Ahuja, 2000) 

Might create cliques of dissatisfied 
actors eroding organizational 
structures (Portes, 1998) 

Low relevance of shared information to 
the broad aggregate (Gabbay & 
Zuckermann, 1998) 

 
One of the projects undertaken to compensate for the downsizing included 
actors from the public, private and academic sectors (‗triple helix‘ cooperation) 
as this had become the preferred approach for regional actors wanting to 
stimulate the development of regional industry (Lind, 2002). Together with the 
previous management at Emerson, officials of the municipality developed a 
cluster initiative with researchers at the regional university. In 2004 these three 
actor groups formed the regional strategic network Firsam (Företag i regional 
samverkan – Firms in regional collaboration), a triple helix initiative supported 
by the EU Regional Development Fund (Eklinder-Frick, 2011).  
 The idea behind the Firsam project was to bring to market the combined 
competence and capacity of the companies joining the network. The ultimate 
mission was to find a product idea to develop and produce jointly. Each 
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company would be responsible for a step in the value chain. This demanded 
joint efforts in searching for new products, product development, marketing and 
financing. Thus, the project can be described as aiming at industrial renewal by 
finding new ways of cooperation in production and marketing, i.e. building a 
new local production environment on the basis of existing technological 
competence as well as establishing new marketing possibilities by renewal of 
marketing channels. 
 The Firsam project brought together companies connected to Ericsson with 
local manufacturing companies connected to an earlier network initiative called 
Verkstadscentrum. The companies with connections to Ericsson consisted either 
of firms with staff formerly employed by the company or of firms that did the 
bulk of their business with Ericsson. The know-how of these companies was 
focused on electronics, and they either produced or designed electronic products. 
We call these firms EC firms. 
 The regional strategic network Verkstadscentrum was a network formed at an 
earlier stage to make joint purchases of materials for production and to work 
closely with the vocational training at the local high school by offering trainee 
positions. The companies mentioning connections to Verkstadscentrum all had 
their primary business or know-how in the manufacturing field. These 
companies were mostly experts in cutting and welding different types of metal, 
or were active in the mechanical industry. We refer to these firms as MC firms. 
 Söderhamn can be seen as a typical industrial community and representative 
of industrialization in Sweden. But what is the important ingredient that 
characterizes the political and social structure that forms this type of 
community? Within the socio-centric focus of network analysis the forces that 
‗bind‘ a social structure together are in focus (Adler & Kwon, 2002). The socio-
economic structure of a region has a direct impact on the forces that create social 
capital within its social structure. A description of the socio-economic structure 
within a region is therefore vital for understanding the formation of social 
capital among its residents.  
 The social climate in Söderhamn is often described by the expression 
‗dependence-oriented culture‘ (bruksanda in Swedish). This can be seen as a 
characterization of the nature of the local social capital. Forsberg (1997:59) 
defines dependence-oriented culture as ―the filter or lens that redefines and 
adapts the general economic and social structures to the local context‖, thereby 
claiming that the dependence-oriented culture is a product of the economic and 
social structures that define regions like Söderhamn. According to Hammar and 
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Svensson (2000), dependence-oriented culture developed out of the historical 
relationship between the locally dominant employer and the workers‘ collective. 
The dominant employer guaranteed employment in exchange for the workers‘ 
loyalty. In these peripheral regions a single employer was therefore expected to 
provide subsistence for its workers from ―cradle to grave‖, and the community 
as a whole was centered on these employers (Bursell, 1997:12). This loyalty to a 
major employer entails the notion that all other commerce except the commerce 
undertaken by the dominant employer is considered unwanted competition. 
Entrepreneurship is therefore often seen as a betrayal of this loyalty and frowned 
upon in the local social context.  
 The dependence-oriented culture is based on a few very strong connections, 
both internal, within the society and external, through customer contact. The 
major employer managed these connections and the majority trusted the 
collective authority, mostly represented by the trade unions and the political 
parties, to provide security of employment (Hammar & Svensson, 2000). With 
this collective focus, a strong feeling of disapproval towards individual success 
is prevalent. Instead, a sense of duty towards the rest of the workforce collective 
and the notion of ―pulling your weight‖ is promoted. Borgström (1996:57) 
exemplifies the core of dependence-oriented culture by defining it as ―a heritage 
of a collective spirit that hinders individualistic initiative‖. The characteristics of 
the dependence-culture presented by Borgström (1996) resemble Uzzi‘s (1997) 
statement that strong norms in a community may dictate the sharing of resources 
between members of a tight-knit group and thereby reduce the incentives for 
entrepreneurship. This notion connects the socio-economic climate of 
Söderhamn to the risks that are commonly associated with the bonding form of 
social capital.  
 
Methodology 
 
At the start of the research project, participant observations were made during 
the initial phase of the network project, which lasted for approximately half a 
year in 2004. In depth interviews were also held with all the involved companies 
in the first three months. Hence, the participating managers of all the 15 
companies included in the Firsam network were interviewed in separate 
meetings, lasting 60-140 minutes. Very broad and open questions were 
formulated in order to let the respondents reflect over the cluster initiative. The 
content of the interviews focused on obtaining an adequate picture of the 
respondent‟s company, giving the respondent a chance to express his or her 
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intent on joining Firsam, and portraying the expectations that he or she had of 
the project. The respondents‟ previous experience of network projects was also 
discussed in order to get a picture of the respondents‟ general attitude towards 
networking. We met with the same managers for in depth interviews in 2010 to 
follow up the development of the Firsam project as well as the managers‟ 
personal development tied to the Firsam venture. The same questions were 
asked in 2010 to the same individual respondents representing the companies 
included in Firsam, but in some cases the names of the companies had changed, 
as they had been bought by other companies.  
 After all the interviews were carried out and transcribed we began to sort the 
qualitative data. We specifically searched for information that would shed light 
on bonding and bridging activities or attitudes. The concepts used to structure 
data are therefore empirically derived and then sorted into categories based on 
an existing theoretical framework.  
 Quantitative data were also collected through a questionnaire that was filled 
out by the same respondents. This was also done both in 2004 and in 2010. The 
questionnaire dealt with issues regarding the respondents‟ current contacts with 
the companies included in the Firsam project. The questionnaires were filled out 
by the respondents themselves in the presence of the interviewer and collected 
immediately. In the questionnaire, respondents were asked to assess how often 
their own company worked with the other member companies of the budding 
strategic network. The member companies were identified through aided recall, 
as a list of company names was presented to the respondents. The assessments 
made by the respondents resulting in the quantitative data should be interpreted 
as a subjective grading by the respondent and not a factual account of how often 
these companies were in contact.  
 Protocols were collected and studied, in addition to these primary qualitative 
and quantitative data. Secondary data were collected, mainly newspaper articles 
and web based material. These data predominantly served to portray the 
strategic and managerial development of the Firsam project and the context of 
the member companies.  
 
Analysis 
 
According to the literature the dependence-oriented culture is based upon a 
social context with few and very strong connections, both internal, within the 
local society and external, through customer contacts (Hammar & Svensson, 
2000). The traits that characterize the dependence-oriented culture resemble the 
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bonding form of social capital since the connections between individuals are few 
and very strong. The Söderhamn region has been described as a region where a 
dependence-oriented culture dominates the socio-economic climate. A context 
characterized by the bonding form of social capital thus formed the prerequisites 
for networking and influenced the design of the Firsam network.  
 The entrepreneurial business development of the Söderhamn region was 
described by the respondents as hindered by the dependence-oriented culture, 
and this was seen as an obstacle to regional growth and something that gave the 
region a bad reputation among outsiders. The respondents found this reputation 
and the regional traits troublesome, which created a sense of urgency for joining 
forces to create change. 
 The differences in business cultures and fields of know-how between the EC 
and MC groups of companies were explicitly described by the respondents. The 
respondents portrayed the differences in corporate culture between these two 
groups as so prominent that the differences were even noticeable on the 
individual level as inherent personality traits. Their different outlooks on their 
businesses were so significant that both the companies and the individuals 
employed seemed to come from different social contexts. Bringing together 
these two groups was therefore described as a difficult task by the respondents. 
 Some of the respondents seemed unable to grasp the idea of merging the two 
separate groups, which might indicate a failure to understand the benefits of 
working strategically within networks and vertical collaboration. The failure to 
see these benefits might be a direct consequence of the dependence-oriented 
culture that enforces a focus on few strong ties in the social capital. Over-
embeddedness (Molina-Morales & Martínez-Fernández, 2009) in one‘s own 
social context might create a lock-in effect (Grabher, 1993; Uzzi, 1997; 
Gargiulo & Benassi, 2000; Parra-Requena et al., 2009) that obstructs actors from 
appreciating the value of strategic vertical collaboration. The bonding form of 
social capital prevalent in the region was therefore a hindrance to vertical 
collaboration within the Firsam project. The creation of novel connections in 
this manner contributes to the creation of the bridging form of social capital 
since bridges are being made between existing social contexts (Putnam, 2000).  
 The characteristics of social capital within the Firsam network therefore 
 

• contributed to a failure to merge two existing groups within the network 
structure into a cohesive network 

 
There was commonly expressed discontent regarding the network management 
group‘s inability to manage the different business projects undertaken within the 
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Firsam project. A respondent representing the companies expressed that the 
network management should have been more active in the projects set up 
through the strategic network. The companies themselves expressed that they 
did not know enough about each other to be able to see the benefits of managing 
these projects.  
 When previously unconnected actors in a network structure become 
connected, the actor that bridges the two different social contexts is referred to 
as a technology broker (Burt, 1992). The technology broker manages the 
connection and ensures that information travels along the bridging connection. 
In controlling the information flow the technology broker is in a position of 
power within the network that might be used to generate revenue. Attempts to 
use such technology brokers were made, as the network management group 
paired different companies together into novel constellations according to 
individual know-how during informal meetings. Companies from different 
social contexts were brought together in this manner, establishing bridging 
connections between the actors. However, the management group did not have a 
direct financial interest in managing the information flow. This seems to have 
created role confusion when the companies expected the network management 
to manage the connections in the manner of a technology broker, and the 
network management believed this to be the role of the companies since the 
financial benefit was theirs. The practical implication of vertical collaboration 
within the regional strategic network seemed to resemble technology brokering 
without a specified broker.  
 This role confusion, where there was no specified technology broker, seems 
to have had a clear impact on trust building among the companies in the Firsam 
project. Hargadon and Sutton (1997) claim that ideas from one group might 
solve the problems of another, but only if connections between existing 
solutions and problems can be made across the boundaries between them. Since 
there was no technology broker, the connection between the groups was not 
established. Dhanaraj and Parkhe (2006) claim that the technology broker must 
orchestrate these connections, otherwise the boundaries between the actors stop 
the information flow, and network mobility cannot be achieved. When the 
information flow within a network is hindered, the benefits for the included 
actors in collaborating and working strategically within the network become 
unclear. This is exemplified in the case of Firsam by a widespread mistrust in 
the network‘s appropriability. Fair sharing within a network context is founded 
upon knowledge of what all the actors are ‗bringing to the table‘ in the form of 
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know-how and resources (Dhanaraj & Parkhe, 2006). When the creation of such 
knowledge is hindered by low network mobility, trust inevitably suffers. This 
results in irrelevant information being shared since the companies do not know 
each other well enough to differentiate the irrelevant information from the more 
pressing issues.  
 The characteristics of the social capital within the Firsam network therefore 
 

• created role confusion since the role of the technology broker as 
information orchestrator was unfulfilled 

• created high boundaries for technology brokering resulting in low 
network mobility 

• created low network appropriability 
• reduced relevance of the shared information to the broad aggregate of 

member firms. 
 
Many of the respondents representing the companies within the project came 
from a social context where few and very strong connections characterized the 
social capital (Hammar & Svensson, 2000). These companies were consequently 
inexperienced in working strategically within networks. This aspect also 
influenced the external marketing ventures that the member firms of the Firsam 
network undertook. The network management group described unwillingness on 
the companies‘ behalf to participate in network activities connecting the Firsam 
network to outside actors for marketing purposes. The inexperience of working 
with network activities in such a manner might therefore lead to criticism of the 
network management‘s marketing ventures. The respondents representing the 
companies were probably expecting more traditional marketing strategies, such 
as advertising, and therefore misunderstood the absence of these strategies as 
neglecting marketing ventures altogether. The different social contexts of the 
companies might have created communication problems between the 
management group and some of the companies regarding the marketing ventures 
undertaken within the Firsam project.  
 The network management group resulted in the Firsam project turning out as 
more of a product oriented project than a project that focused on making 
external connections. Some of the respondents attributed this focus to the history 
of the region and claimed that the companies in the region all tended to have a 
focus on production of goods rather than on marketing or business development. 
The major companies in the region had head offices that dealt with such issues 
and these offices were usually located elsewhere. Both the network management 
group and the participating companies had a natural focus on production and 



141 
 

manufacturing of goods and consequently marketing and business development 
were neglected. The dependence-oriented culture dictates a climate where few 
and very strong connections characterize the social capital, and the socio-
economic climate can therefore be described as less than nurturing to making 
external connections in the form of marketing ventures. The product oriented 
focus applied in the Firsam project can therefore be attributed to the bonding 
form of social capital prevalent in the region.  
 The characteristics of the social capital within the Firsam network therefore 
 

• created a failure to see strategic networking as a marketing tool 
• created an internal product focus, not an external market focus 
• obstructed the renewal of marketing channels. 

 
It is evident that the two groups within the Firsam network structure had 
common traits within their separate groups that created a rift between the two 
cliques. One of the groups even described a power struggle between the groups. 
The MC group felt undervalued since the network management had a previous 
connection to the Ericsson Company. A feeling was expressed that the Firsam 
project was governed to support the companies previously connected to the now 
closed Ericsson factory. This notion of ―us against them‖ that might hinder 
network cohesion can easily be interpreted in terms of a social context where 
few and very strong connections characterize the social capital. The influence of 
the dependence-oriented culture on the regional socio-economic climate was 
evident. The existing socio-economic climate within the Söderhamn region 
imposed an abundance of the bonding form of social capital that reinforced 
existing network structures. The boundaries obstructing the creation of an 
information flow between the two separate groups were too high. Vertical 
collaboration could not take place and the business ventures undertaken within 
the network structure therefore failed.  
 The characteristics of social capital within the Firsam network therefore 
 

• created a feeling of alienation within the subordinate group 
 
Conclusion 
 
The negative points highlighted here are summarized in Table 2, which lists the 
negative aspects of the bonding and bridging forms of social capital. These 
aspects serve as a contribution to the networks research field since it gives an 
empirically grounded view of the negative aspects of social capital in the 
network formation process.  
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 As this view is lacking in current research according to several researchers 
(Molina-Morales & Martínez-Fernández, 2009; Osborne et al., 2009; Alguezaui 
& Filieri, 2010), and as managers of network initiatives often do not have a clear 
understanding of these differences, conceptual development of the characteris-
tics of social capital and empirical studies of the functions of social capital have 
implications for both research and management. 
 
Table 2. Negative aspects of bonding and bridging forms of social capital 

observed in the Firsam case 

 Bonding form of social capital Bridging form of social capital 

Negative 
effects 

Created failure to merge two existing 
groups within the network structure into a 
cohesive network 

Created a feeling of alienation within the 
subordinate group 

Created high boundaries for technology 
brokering leading to low network mobility 

Created low network appropriability 

Created a failure to see strategic 
networking as a marketing tool 

Created an internal focus on products 
instead of an external focus on markets 

Obstructed the renewal of market 
channels 

Created role confusion as the role 
of technology broker as 
information orchestrator remained 
unfulfilled. 

Created less relevance of shared 
information to the broad aggregate 
of member firms 

 

 

 
It is not an easy task to assess whether the positive effects of social capital, 
which are those that are conventionally in focus, outweighed the negative effects 
that we bring to the fore in this paper. However, the inward-looking product 
focus obstructed the renewal of marketing channels, and without credible 
marketing possibilities renewed production options were not able to reach their 
potential.  
 Thus, it seems clear that the negative effects of an inward-looking and 
dependence-oriented culture need to be taken into consideration in regional 
development initiatives, in particular when marketing channels need to be 
renewed, and that social capital as a resource is a two-sided coin.  
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PART III 
 

INDUSTRIAL RENEWAL BY MEANS 
OF STRETCHING THE BORDERS OF 
MANAGEMENT ACCOUNTING AND 

CONTROL 
 

Ulf Johanson 
 
 
Industrial renewal depends on a number of different factors which are addressed 
and exemplified in the different chapters of this book. The specific question at 
stake in the present section is the role of management, accounting and 
management control (MC) in the process of industrial renewal. In the first 
chapter of this section, Historical traces in product development organisations, 
Angelina Sundström analyzes from a historical perspective how these issues 
were used as mechanisms in the development of the Swedish enterprise AB 
Svenska Fläktfabriken (which was later split into two independent firms). This 
chapter is followed by two more historical chapters, A historical perspective on 
the use of the DCF technigue by Esbjörn Segelod, and Is Swedish cost 
accounting practice really an imitation of the German?, by Esbjörn Segelod 
with Leif Carlsson. While these contributions add to our understanding of how 
management and accounting has evolved in close relation with industrial 
renewal from a historical point of view, the articles that follow address 
contemporary industrial renewal phenomena. They illustrate how the borders of 
management and accounting and control are currently being challenged and 
moved in a yet unknown direction. These articles are Gate openers for the 
renewal of management control by Arne Sjöblom; Lean robotics for industrial 
renewal by Erik Bjurström and Mats Jackson; The role of manager in the post-
industrial work system by Tomas Backström, Lena Wilhelmsson, Mattias Åteg, 
Bengt Köping Olsson and Marie Moström Åteg; and Management control of 
communities of practice: Expanding an oxymoron by Erik Bjurström and Ulf 
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Johanson. Together the seven contributions provide a good illustration of the 
proposal by Hopwood (1987) that accounting and MC is not static but rather 
changes over time.  
 This change has been going on for hundreds of years (see Segelod, Chapter 
11) and in 1965 Anthony suggested a distinction between management 
accounting and MC which is widely used. He proposed that management 
accounting could be classified as either strategy control, MC or operative 
control. The objective of MC is to focus on systematic measurement activities 
with the overall purpose of linking the strategy to the operational activities. 
According to this view the main tool and source of information for the MC 
system is the internal accounting and control system. However, Anthony‘s view 
of accounting and MC could be seen to represent a relatively narrow 
perspective, since the main focus is on accomplishing strategies that are already 
decided upon. Communication here is in a one‐way, top‐down direction. Many 
others, like Simons (1995), hold a different opinion where they believe that MC 
and accounting should not only ensure the execution of already decided 
strategies but should also occasionally be part of the reformulation of existing 
strategies. The one‐way communication perspective is abandoned by Simons in 
favor of a two‐way communication perspective. The latter is addressed by e.g. 
Revellino and Mouritsen (2009) when they demonstrate how MC systems 
influence fostering of innovation in an Italian firm, and in the other chapters of 
this book. 
 Management accounting and control practices have been accused of a lack of 
relevance or usefulness, especially in the last 20-30 years. It has been suggested 
that perceptions of management accounting and control tools and techniques 
have changed. Previously seen as instruments for supporting top management in 
making complex organizational activities and transactions more intelligible to 
managers in general, the tools are now regarded as separating top management 
from the organization by being too abstract (Johnson, 1992), short-sighted 
(Miller, 2003), money-oriented (Johnson & Kaplan, 1987), simplified (Johnson, 
1992), not focusing on intangible resources that often form the competitive 
advantage of the modern firm (Johanson et al., 2006), and not paying attention 
to informal as opposed to formal processes (Johanson & Skoog, 2007). As early 
as 1978 Hofstede accused accounting research of not discussing the philosophy 
on which accounting and therefore MC was based. This has led to a tick box 
mentality performed by ‗accountocrats‘ (Power, 1997).  
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 A number of alternative models have been suggested in response to these 
criticisms. Models that address intangible resources include human resource 
accounting (Flamholtz, 1985), human resource costing and accounting (Gröjer 
and Johanson, 1991), balanced scorecard (Kaplan and Norton, 1992), and most 
recently intellectual capital (Mouritsen et al., 2001). Furthermore, Johanson and 
Skoog (2007) have suggested a wide definition of MC that more adequately 
addresses the proposal made in the present section of this book, i.e. that 
management accounting and control have or could have a large impact on 
industrial renewal. They hold that MC concerns the processes of understanding, 
communicating and encouraging action in the organization and involves both 
formal and informal processes. Although numbers play a significant role in the 
processes, in many situations, narratives might be of even greater importance. 
This proposal links accounting to management and includes leadership. 
 In the first of the succeeding chapters, Sundström follows the case of the 
Swedish company AB Svenska Fläktfabriken since it was founded almost one 
hundred years ago. Since then it has been acquired by ASEA. After being owned 
by ABB for several years, the remaining parts of SF were sold to two 
international companies at the beginning of the present millennium. The parts of 
the former SF were established as two independent enterprises, called Kappa 
and Beta in the article. Sundström compares MC in SF, Kappa and Beta. Among 
her conclusions are that the strategies for achieving high technological 
competence and to thereby be able to continuously develop products are 
different between the two companies. Whereas SF and Kappa maintain 
laboratories with permanent highly skilled staff, Beta has chosen to adopt a 
flexible and customer-driven organization where engineers jump between 
different types of projects. When the workload is high, consultants are hired. 
Because of this, Beta has successfully reduced the redundancy and fixed costs 
that affect SF.  
 Sundström‘s analysis is linked to a recent concept in management accounting 
and control, i.e. the concept of Intellectual capital (IC) (Mouritsen et al., 2001). 
The basic idea of IC is the focus of attention and management to intangible 
phenomena and resources. IC is usually divided into three categories, i.e. 
human, structure and relational capital (Meritum, 2002). The strategies and MC 
processes of Kappa and Beta with respect to product development can be 
reformulated in the terms of IC discourse. In order to achieve the strategy of 
continuous renewal in close cooperation with customers (relational capital), Beta 
needs highly qualified engineers (human capital). Beta has an intentionally 
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flexible organization (structure capital) that facilitates customer adaptation 
(relational capital), but also maintains the competence development of the 
engineers (human capital). Kappa uses its laboratories not only as independent 
organizational units (structure capital) and leverage for industrial renewal, but 
also as a marketing device (relational capital). The competitive advantage of 
Beta appears to be its flexible organization (structure capital). 
 In the next chapter (A historical perspective on the use of the DCF 
technique), Segelod demonstrates how the development and - primarily - the use 
of the discounted cash flow (DCF) technique is closely related to industrial 
renewal. He argues that in spite of being known and used (to some extent) by 
14th century Italian merchants, it is only in the last 50 years that investments 
have been regularly evaluated with the help of DCF. Instead, decisions on 
capital investments have been based on cumulative business experience and 
intuition. In his chapter, Segelod traces the factors that have influenced and 
changed the way real investments have been handled from a calculative 
perspective. From the text it is clear that the extended use of DCF represents a 
two-way process where the technique also affects investments and thereby 
industrial renewal, i.e. similar to the suggestion of Revellino & Mouritsen 
(2009). 
 The second accounting history paper, Is Swedish cost accounting practice 
really an imitation of the German? by Segelod and Carlsson is another good 
illustration of change in management accounting and control. They investigate 
whether the common suggestion that Swedish cost accounting practice has been 
influenced by Germany stands up to scrutiny. They hold that the Uniform 
Principles for full cost calculation were the result of engineers returning to major 
Swedish firms from British and American companies. The advances in cost 
calculation principles were disseminated through engineering publications and 
organizations, and personal contacts. It is remarkable that the most important 
people behind this process of knowledge transfer were not accountants. They 
were engineers who had a close relationship with the process of industrial 
renewal. The criticisms that accounting has lost its relevance (Johnson & 
Kaplan, 1987), and that accounting (at least at the end of the 20th century) was 
performed by ―accountocrats‖ (Power, 1997) do not appear to be relevant when 
the cost calculation principles were diffused to major Swedish companies about 
a hundred years ago. 
 In Chapter 14, Gate openers for the renewal of management control, 
Sjöblom addresses the issue of MC renewal. Based on observations from a 
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municipality, he suggests that there are two different primary mobilizing forces 
that play significant roles in the change process; striving for legitimacy and 
support for change from managers. In the empirical case, the first force is an 
alignment with the social development of society by means of increasing the 
organization‘s accountability (in this case the status of employee health), and by 
copying management systems from private business (i.e., new public 
management).  Even though support from top management is a prerequisite in 
almost all change processes, Sjöblom is more specific when he claims that ―… it 
is about where and how the contents of these reports are used that will decide 
the success of the renewal of the management control model‖. Those who are 
able to influence this are top managers, and they do this by means of e.g. 
communication at regular meetings. 
 The chapter by Bjurström and Jackson (Lean robotics for industrial renewal) 
addresses the concept of lean production, which was originally developed by 
Toyota.  Among others they hold that some of the difficulties that companies 
have experienced when trying to copy the Toyota production system are due to 
the fact that these companies have looked at lean production as a set of tools and 
production design, rather than as a dynamic learning process characterized by 
ongoing development and re-design rendering flexibility to the system. The text 
emphasizes the complementarity of man and machine. Structure is said to be 
important, but it does not eliminate the need for human capacity to both handle 
and generate complexity through reflection and extend repertoires of action into 
the unknown. The design and evolution of lean production as a management 
system is clearly a matter of interactivity between a number of agents, where 
learning and encouraging individual action are important for effecting industrial 
renewal (see the proposal by Johanson and Skoog above). 
 In the post-industrial work system, industrial renewal calls for a change in 
the role of the manager. This issue is addressed by Backström et al. (The role of 
manager in the post-industrial work system) in Chapter 15. The focus is on how 
leadership should be approached. The text does not address accounting, but 
addresses MC as defined by Johanson and Skoog. Directing leadership tasks will 
be even more important in the future, where it will have to address both 
emergence and integration. The authors refer to emergence as the development 
of self-organization and autonomy, whereas integration is based on interaction 
and comprises shared understanding and coordinated actions between 
individuals in the workplace. These interactions create patterns of relationships, 
i.e. promote integration. The directing manager‘s role requires dialogue skills 
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and the ability to influence the social climate. It has to acknowledge a proactive 
and improvisational role. A balance between autonomy and integration will be 
needed in the post-industrial work era. 
 The contribution from Backström et al. has similarities with the suggestion 
by Sveiby and Simons (2002) which emphasizes the importance of what they 
call a collaborative climate, i.e. a mental space where knowledge sharing and 
creation takes place in an organization. The collaborative climate comprising 
behavior, attitude and atmosphere can be divided into three levels — individual, 
work group and organization. A collaborative climate requires individuals to 
distinguish between task-oriented and context-building information and 
knowledge. However, it is also very close to the knowledge creation philosophy 
or management philosophy that has been suggested by Nonaka, i.e. the idea of 
‗ba‘ as an expression describing an arena, a platform where knowledge can be 
created, shared and exploited.  ‗Ba‘ is not just a physical space but ―a specific 
time and space, including the space of interpersonal relations‖ (Nonaka & 
Nishiguchi, 2001).  
 The question of how management or MC (if we use the definition suggested 
by Johanson and Skoog) can be performed to support a collaborative climate and 
knowledge creation as well as the balance between independence and integration 
in the post-industrial era therefore arises. The need for further management 
accounting and controlled change (Hopwood, 1987) is a major challenge, and 
has to address not just the tools but even more importantly, the basic values 
(Hofstede, 1978). The concepts of management and MC imply the idea of the 
possibility of governing organizations as social systems. But to what extent is 
this possible? The concept of Communities of Practice (CoP) (Wenger, 1998) 
provides an intellectual challenge that contradicts the main thoughts from the 
management and MC perspective with a notion of independence and interaction. 
 The last article in this section, Management control of communities of 
practice: Expanding an oxymoron, by Bjurström and Johanson may be the most 
provocative illustration of the ongoing changes in management accounting and 
control. 
 The CoP perspective provides an almost directly opposing view to 
conventional MC assumptions about managerial and organizational principles. 
Rather than assuming MC systems to be efficient per se, a practice perspective 
introduces agency as an uncertainty in individuals‘ reactions to control efforts, 
while notions of motivation become more complex and nuanced. In this sense 
motivation may be difficult to separate from sense of purpose or even sense of 
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identity, leading to more intrinsic motivation emanating from being part of a 
social practice. Hence, the notion of CoP suggests more complex notions of 
motivation than those often assumed by MC frameworks, which emphasize the 
central role of goals, rewards and external sources of motivation.  
 Rather than viewing some people‘s knowledge as more valid than others, 
CoP insists that all human activities, even research activities, are practices. In 
metaphorical terms, the CoP theory paints a picture of an absolutely flat 
epistemological landscape (Abbot, 1884), where everyone‘s knowledge only 
refers to the practices of his or her community. Since nobody can get in touch 
with reality other than through the practices (including tools, methods, 
terminology) of his or her groups, nobody can claim to have a better or truer 
knowledge than anyone else. Hence, the notion of truth refers to the degree of 
social consensus on a fact within the group than to any more direct 
correspondence between a statement and a phenomenon. Furthermore, rather 
than assuming a straightforward relationship between measurement and reality, 
CoP theory questions the objectivity of any measure and stresses the need to 
contextualize terms and measurements to clarify their meaning in the local 
situation. In addition, viewing organizations as an absolutely flat landscape with 
respect to the knowledge held at different levels also means questioning the 
conventional wisdom of seeing top management as having more authority by 
being more informed than individuals who only have local experience. Rather 
than having better or more valid knowledge, CoP theory suggests every 
community has different knowledge of the same epistemological status. The 
question that remains therefore concerns how management accounting and 
control can be used to influence the knowledge creation processes within CoPs, 
i.e. how management accounting and control can make things work or how they 
should be used to avoid impeding the potential of such communities. Whether or 
not, or to what extent, the perspectives of CoP and management accounting and 
control can be combined still seems to be an open question and the combination 
of the concepts still appears to be an oxymoron. 
 Even more generally, the CoP perspective may present a worrisome 
challenge to any system of power based on belief in authority and legitimacy 
rather than arguments. For example, is it possible that the future of academic life 
will no longer provide the old kinds of closed communities that guarantee 
orderliness? Can it be that the future of academic life will involve constant 
challenge from contesting ideas in well organized heterarchies, paying no 
respect to knowledge if it doesn‘t show itself to be useful in practical problem-
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solving? Will the logic of communities and the need for efficiency bring 
together CoP and management accounting and control practices in a way that 
questions old conventions about the very character of knowledge as objective, 
respected at a distance and depicting reality rather than acting on it?  
 The text by Bjurström and Johanson is a provocative response both to the 
claim by Hopwood that management accounting and control is continuously 
changing and to the suggestion by Hofstede that management accounting and 
control has to consider its basic values. However the last chapter is not at all 
radical when considering management accounting and control from a historical 
perspective. For example, the engineers that returned to Sweden from American 
companies (Chapter 12) formed a community of practice that changed cost 
calculation principles and thereby contributed to considerable industrial renewal. 
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Chapter 10 

 
 

Historical Traces in Product Development 
Organizations 

 
 
 

Angelina Sundström 
 
 
 
Introduction 
 
Product development is an interdisciplinary process that requires contributions 
from all functions of an organization (Ulrich & Eppinger, 2008, p.3). It involves 
different aspects and functions of management, who need to draw all of these 
functions together to ensure success (Barclay & Benson, 1990). The process 
involves a series of activities which are usually led by different departments or 
teams, each with their own structure, skills, personnel and resources (Barclay & 
Benson, 1990; Ulrich & Eppinger, 2008). The ability to create and improve 
products has become a way for firms to compete (c.f. Ulrich & Eppinger, 2008). 
As well as creating new markets, product development can bring existing 
industries to new states, increase the duration of firms‘ life-cycles and change 
the shape of the landscape in which they compete (c.f. Kim & Pennings, 2009).  
 Thus, product development is an organizational process and several 
researchers in the field have been concerned with how this process can be 
improved to reach new levels of success. Meanwhile, structural inertia and 
traces of organizational history have been highlighted by researchers in the 
management field (Sydow, Schreyögg, & Koch, 2009). According to these 
researchers, history is an important factor in explaining strategic choices. 
Human activities and organizational processes are considered to be affected by 
their history (Sydow et al., 2009). This paper provides an overview of two 
product development organizations and the potential influence of historical 
traces. The product areas in which these two product development organizations 
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are active once belonged to the successful firm AB Svenska Fläktfabriken (SF). 
SF was established in 1918 and was acquired by ABB in 1988. Today its 
different product areas are divided into new group corporations. In this paper we 
explore the breadth of the founder organization and organizational structures. 
The paper is based on the idea that founders bring important experience and 
make critical choices early in a firm‘s history that leave lasting organizational 
traces. Similarities and differences among the two product development 
organisations of these acquiring group corporations and SF are the focus of this 
paper. SF is the ―root‖ of the product areas in these two new product 
development organisations. Therefore the similarities found between the product 
development organisations and SF are considered here as historical traces. 
 
The History of AB Svenska Fläktfabriken 
 
At the beginning of the 20th century, two engineers in the South of Sweden 
decided to realise their dream and start their own business. AB Svenska 
Fläktfabriken, Söderberg & Co, also known as SF was founded on the 15th of 
April 1918 (Andersson, 2002). In 1918, air technology was an unexplored area 
of research and the firm was to become a pioneer in several of areas in the air 
technology field (Andersson, 2002). Robert Sundström and Sven Söderberg 
were childhood friends and they started their firm about 70 years after Sweden 
began to take part in the industrialization that had been in progress in the rest of 
Europe for almost 100 years. Industrialization in Sweden was driven by forces 
from developments both within and outside the country. At this time, industries 
based on manufacturing and processes were on the rise, but the agricultural 
society was still dominant. However, this was about to change and at the end of 
the 19th century and the beginning of the 20th century most Swedish firms had 
begun to focus on processing raw materials to manufacture finished products to 
sell to their customers. It was in this period that well known Swedish firms such 
as ASEA (1883), Alfa Laval (1883) and Kreuger & Toll (1908) were formed.   
 Once established, SF started to grow, and the company would go on to 
belong to Kreuger & Toll (1927), ASEA group (1932) corporation, and later to 
ABB (1988), a group corporation created by the merger between ASEA and 
Brown Boveri in 1988. SF was taken into the electro technical group to increase 
the weighting of ASEA and to make ASEA a good partner for the Swiss Brown 
Boveri group (Andersson, 2002). SF initially worked with industrial activities 
because they were easier to justify investment for, but would later also work 
with ventilation for offices, homes and ships. Thus, by this time several different 
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product areas were taking form as was the structure to support the development 
of the different areas. 
 When SF joined the ABB group, Robert Sundström and Sven Söderberg had 
already long left the firm, which had started as a small business and had grown 
to be one of the largest environmental firms in Europe, with around 21 000 
employees. However, the firm‘s status began to change just a few years after the 
takeover. The starting point for the decline was at the end of the 20th century. 
SF had worked with ASEA for 59 years as independent groups with subsidiaries 
in many different countries. However, ABB decided to disassemble the firm, 
now called Fläkt, into different activities. Each of the activities was brought into 
the relevant sector of ABB within ABB‘s matrix structure. This decision to 
merge affected the firm and its environmental business. All sectors experienced 
market losses and the different product areas were later sold by the ABB group 
at the beginning of the 21st century. SF (Fläkt), which had been founded as a 
small business by two engineers, and which had grown for almost nineteen 
years, vanished from the market.  
 SF was able to become a market leader in many countries over its lifetime 
but this position was lost or diminished. The business areas that SF occupied in 
1990 are non-existent in ABB today. These business areas have been sold to 
other firms. The entire Power Segment and the research laboratory were sold in 
2000 to firm Kappa. Pulp and paper drying operations, which belonged to ABB 
Automation was later sold to firm Beta in 2002. The pulp and paper drying 
operations in Växjö were maintained for a while, but were subsequently sold 
along with the activities in Montreal. As a result of the different acquisitions at 
the beginning of 2000, Kappa and Beta were able to acquire units in Växjö from 
ABB which were initially a major part of SF. Each unit thus continued to 
develop in Växjö, but in somewhat different directions.   
 
Similarities and Differences 
 
A comparison of Kappa and Beta shows that research and development in the 
respective organizations differ in various aspects, but there are also similarities. 
At first glance the different units‘ organizations look rather similar: they are 
both based on different specialties within engineering and they both focus on 
Product Development. Tasks in Kappa and Beta units in Växjö are based on the 
function of the unit in the new organization. Beta‘s Technical Centre in Växjö 
has no pure research and development function with its own resources. Instead, 
there is a department called Technology which has its main focus on research 
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and development. The Technology Department has to share resources such as 
mechanical, process and automation engineers and laboratory resources (hired) 
with the capital sales department that is responsible for customer orders. 
 Consequently, the unit needs to prioritize between these different types of 
projects and their access to the available engineers. This type of prioritizing 
occurs when the firms receive several customer projects at a time, and is a 
critical element. Unlike Beta, Kappa has its own research and development 
functions which only focus on development and are separate from the customer 
projects. The separation is not only organizational, but also spatial. Unlike Beta, 
Kappa has a staff of different types of engineers to support and carry out 
development. This means that it does not need to prioritize between two 
different types of projects. The two different types of project are conducted 
independently of each other and do not interact as they do in Beta and did in SF. 
Research and development do support customer projects but this is not their top 
priority. The work of the engineers is more specialized when the Product 
Development work is not distributed across different types of projects. However, 
the interaction between development projects and customer projects make it 
possible for Beta‘s engineers to jump between the different types of projects, 
and in this way vary their work. Work tasks and work content change when the 
engineers rotate between the different types of projects.  
 Engineers are thus important for Product Development in both firms (i.e. 
Kappa and Beta). The therefore depend on having the right number of engineers 
to manage Product Development work. However, the right number of engineers 
varies according to the workload and the projects. This problem is especially 
clear in the organization of Beta, which engages in two types of projects (i.e. 
customer and development projects) with a combined group of employees. They 
need people to actually perform both product development and customer orders. 
 The size of each firm‘s units differ from each other, but they still face the 
same challenge of having the right number of engineers to be able to carry out 
the two different types of projects. They deal with this challenge by actively 
using consultants to perform different tasks. Beta‘s chosen strategy is to vary the 
size of its organization as needed. This need occurs when the workload is high, 
i.e. when there are many customer projects and development projects. By using 
consultants when the workload is high, Beta has been able to generate a flexible 
organization with respect to having the right number of employees. Both firms 
have a stable number of permanent employees, which is set at a critical number. 
They then hire consultants when there is a need to expand the number of 
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employees. The number of consultants then decreases when they have fewer 
customer projects. This means that Beta tries to adapt the size of its organization 
to the amount of work, and avoids having too many employees when the 
workload is low and too few employees when the workload increases again. 
Kappa‘s research and development function in Växjö also uses consultants, but 
to a lesser extent.  
 Customer and development projects at Kappa and Beta involve the 
participation of different engineers.  The participation of individual engineers on 
a project is not fixed or static. At both firms participation of individual engineers 
is decided through discussions with managers and the series of work 
assignments of each individual engineer. As mentioned, different units depend 
on having the right number of engineers, but they also depend on having the 
right number of engineers with the right skills and knowledge to carry out their 
projects. Moreover, the understanding of air handling technology is important 
for the two firms and they need the same types of engineers for both 
development projects and customer projects. The work in the different projects 
is highly dependent on mechanical and process engineers. Kappa also needs 
chemical engineers, as its products are based more on chemical reactions. Both 
firms have highly educated engineers, and many of the firms‘ employees have a 
Ph.D. in their area of expertise. Access to highly skilled employees is essential 
for the Product Development work of the units. This creates a demand for 
recruitment of highly skilled engineers. The ongoing demand for mechanical 
and process engineers and the geographical proximity of the firms indicates that 
they are direct competitors for the same types of engineers, even though their 
products are different.  
 The Product Development process at Kappa and Beta involves phases of 
calculations and design which require the same types of engineers, and also 
involve validation and testing. Validation and testing are considered important 
phases by the firms for testing different ideas, improving designs, and checking 
programs and calculations. The two firms therefore both need equipment and 
space to conduct the different validations and tests, but they have dealt with 
these requirements in different ways. When Kappa acquired the SF power 
segment from ABB they were also able to acquire SF‘s largest laboratory in 
Växjö. This laboratory now hosts Kappa‘s research and development unit in 
Växjö. The engineers that work on the development of Kappa‘s products in 
Växjö therefore have access to a large fully equipped laboratory. The laboratory 
contains a chemical laboratory and several workshops. This laboratory is 
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considered very important for Kappa‘s unit in Växjö, but is also important for 
Beta. Unlike Kappa, Beta does not have its own laboratory to support Product 
Development even though it too needs to carry out validation and tests for 
Product Development and customer projects. Beta‘s unit in Växjö therefore 
rents space in Kappa‘s laboratory to perform the required validations and tests. 
The location of the unit close to Kappa‘s laboratory means it is convenient for 
Beta to rent their facilities. As a result, they occupy the same premises, as they 
did when their product area belonged to SF. However, Beta uses the laboratory 
for both customer projects and development projects, whereas Kappa uses the 
laboratory mostly to support their development process, but also use it as a 
marketing tool to show customers their resources in order to create and improve 
their products. Customers can visit the laboratory to see the different 
experiments and tests that Kappa can conduct there, thus increasing confidence 
in their products. Beta also uses the laboratory as a marketing tool and to 
increase the stability of customer projects by checking calculations and designs 
there.  
 
Discussion: Traces of History in Product Development 
Organizations  
 
During its existence SF was a highly successful firm in terms of creating new 
products and market leadership. Its success was partly dependent on its 
strategies, technical creativity, know-how and organization. The firm had four 
business areas where Product Development was considered key, which were 
organized to foster synergies between different areas of technological 
development. Product Development in SF was focused on its large laboratory 
where the engineers performed different experiments, tests and validations of 
new ideas for technological solutions in the Product Development process. This 
laboratory is still used by Kappa and Beta in Växjö to support its customer and 
development projects. Patterns in the data suggest that Beta used the laboratory 
primarily for validation, but also as a marketing tool, like SF. It is important to 
provide customer projects with a solid base, to test designs and processes to 
ensure that the machine is performing as planned. Validation and testing are also 
important in the development projects. SF, as Kappa does today, used the 
laboratory more to perform experiments to establish new product solutions. SF 
did use the laboratory for validation, but there are indications that the 
laboratories were used more to develop the firm‘s know-how and expand its 
product portfolio by performing different experiments. Comparing the cases 
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creates the impression that the laboratory was used more freely in SF. However, 
it is clear that the laboratory is still an important part of both the development 
process and customer projects. SF‘s old laboratory is well used by Kappa and 
Beta in Växjö, supporting SF‘s old product areas: Power, and Pulp and Paper. 
Both firms need a laboratory, but they have different arrangements to satisfy this 
need. Managers at Kappa, like in SF (the managers in SF were very keen to 
possess a laboratory to support the development of products) chose to invest and 
own their own laboratory. Beta decided to rent parts of Kappa‘s laboratory 
instead of having their own. By renting the laboratory Beta are able to avoid 
fixed costs that come with owning a laboratory. This is different to how SF 
operated.   
 The comparison between the cases gives the impression that the need to have 
a flexible organization has increased since the time SF was operating. Beta 
wants to have the ability to expand its organization as needed and uses 
consultants to do so. SF on the other hand, preferred to have its own employees, 
and instead of hiring short term staff when needed, they increased the number of 
employees. Like SF, Kappa and Beta need engineers who can support their 
projects. At the beginning, SF had problems acquiring engineers with the right 
knowledge and skills. Many of its employees were not engineers, and they had 
to learn the technology from basics through working in the workshops. The firm 
took part in several research committees and supported many of its engineers in 
obtaining Ph.Ds. SF was very keen to develop its know-how and was focused on 
its research and development. Kappa‘s development and customer projects are 
not as integrated as they are in Beta. Engineers at SF and Kappa had and have 
more static work tasks focusing on product development. Engineers at Beta have 
to be able to change their focus from development projects to customer projects, 
something that the engineers at Kappa and SF do not have to do. Thanks to the 
ability to move employees between several projects (i.e. customer and 
development projects) and its consultants, Beta is able to avoid redundancy and 
fixed costs, something that SF has suffered from. On the other hand, SF 
maintained its organizational borders – they wanted to keep everything internal 
to the organization (i.e. employees, laboratory and production). Kappa is more 
like the old SF. It is committed to development, has a strong focus on 
development, the desire to have its own group of engineers and resources to 
support its development process, and a broad product focus. Beta has a narrower 
product focus and has taken a different path. The unit in Växjö uses the same 
engineers and resources to perform development and fulfil customer orders. Its 
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organizations and borders are more flexible than those of SF and Kappa. 
Flexibility has therefore become more important in its product area.  
 In summary, there are traces of history in these product development 
organizations. Although the two product development organizations have 
different international owners, the product development work in the two 
business units in Växjö has changed little since they were acquired. What 
appears to have changed is the structure that supports and enables product 
development. The structure has become more flexible and more efficient with 
respect to making use of available resources. Reducing cost has become 
important and a major focus. Whether these changes affect a product 
development organization‘s ability to create new products and innovations is an 
important question. Much more remains to be understood about historical traces 
and new organizational structures in innovation organizations. 
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Chapter 11 

 
 

A Historical Perspective on the Use of the 
DCF Technique 

 
 
 

Esbjörn Segelod 
 
 
 
The Pioneers 
 
To invest implies to refrain from consumption in the present in order to allow 
for higher consumption and investment in the future. It has to do with the 
temporal distribution of payments and it is therefore not surprising that 
investments have been associated with discounting. However, it is only in the 
last 50 years that investments have been evaluated with the help of a discounted 
cash flow (DCF) technique on a more regular basis. Instead, decisions on capital 
investments have been based on accumulated business experience and intuition 
alone. In this chapter the author traces the factors that have influenced and 
changed the way real investments have been handled from the Middle Ages to 
the present day. 
 By the 14th century Italian merchants were already using the DCF technique 
to calculate discounts for buyers who paid in advance (Parker, 1968). 
Mathematicians had understood the concept of compound interest since 
Babylonian times, and discounting was covered in the first printed European 
books on mathematics, later also tables of compound interest and annuities. 
Many of these books were in fact textbooks on commercial arithmetic. The 
techniques of discounting were further refined during the 18th and 19th centuries 
by actuaries calculating the probabilities of particular outcomes such as human 
lifespan, as the DCF technique saw use in insurance and financial transactions. 
 The first economic upswing in 1780-1848 was driven by a decreasing cost of 
cotton spinning, cast iron and transportation. In the second, starting in the late 
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1840s, railways played a major role. Railways required massive investments in 
engines, rolling stock, tracks, and buildings, all items which would be expected 
to have a very long technical life. In the midst of the railway boom in 1846-1848 
it ―accounted for about half of total investment in Britain and a labour force of 
250,000 people working on construction‖ (Freeman & Louçã, 2001, 197). This 
spurred the development of new management techniques in the railway industry. 
Lardner (1850) applied the DCF technique to the investment in new railways, as 
Faustmann (1849) had previously to the replanting of forest, and others had to 
investments in the British coal mining industry (Brackenborough, McLean, & 
Oldroyd, 2001), but it would be Wellington (1887) who became known for 
introducing the DCF technique for design and evaluation of railway 
investments. At the turn of the century the DCF technique was discussed in 
engineering publications as a new management tool, and the railway engineer 
and professor at Stanford, John C. L. Fish (1915), published the first general 
textbook on the subject. The tool existed but its use was still highly sporadic.  
 
A New Role for the DCF Technique Emerges 
 
In the last quarter of the 19th century, new communication and administrative 
technologies would create opportunities for the creation of companies larger 
than the world had ever witnessed. The transformation began with telegraph 
lines alongside the expanding railway network and continued during the second 
industrial revolution with the telephone, typewriter, copying machine, punch 
cards, etc. (Yates, 1989), and by the time of the First World War the largest 
corporations in Germany and the US each had more than 50,000 employees. To 
manage these large workforces, by the 1870s some firms had already developed 
a multi-divisional structure, i.e. businesses in adjacent markets or similar 
product groups were brought together in a division and certain decisions were 
delegated to divisional level. 
 In smaller firms, capital investment decisions are clearly a matter for the 
owners. It is their money that is invested. Unsurprisingly, Lardner (1850) 
compares investing in a railway with alternative investments open to the owner 
and the appraisal becomes a means to communicate this to the owners. 
However, as companies grew larger investments became a matter for managers, 
and by ensuring that managers used these techniques owners could feel certain 
that their funds were put to proper use. 
 Another innovation was to distinguish between capital investments and 
operating expenses in the accounts. American railroad companies argued that 
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proper maintenance would allow engines and rolling stock to last indefinitely 
(Most, 1977). Technical development would soon prove them wrong, but this 
assumption allowed them to pay higher dividends and necessitated regulation of 
depreciation. This touches on the fact that an investment first has to be defined 
before it can be evaluated and assessed. 
 Chandler (1962, 1977) provided a vivid account of this period in the history 
of US industry. DuPont was the nation‘s largest producer of gunpowder and 
dynamite. During the reign of Henry du Pont the company was run as a one-
man-show in which the president of the company directly controlled plants in 
different parts of the country himself. When his heirs took over in 1889 they 
made use of the new technologies mentioned above to centralize decisions. They 
created a functional organization with staff that developed policies, planned and 
coordinated production, and appraised operations in the plants, and a nationwide 
marketing organization. 
 By this time DuPont had developed new chemicals and applications and 
thereby came to enter more product markets. The problem with this 
diversification drive was felt after the First World War when demand for 
gunpowder and munitions evaporated. The diversification strategy had made it 
more and more difficult for the central staff to monitor operations. The solution 
was to decentralize and divisionalize, and to monitor operations in the 
businesses they developed two new administrative tools. Firstly, businesses had 
to appraise the expected return on investments (ROI) and request funding ex 
ante, and secondly, businesses were evaluated on their ROI ex post. DuPont did 
not use the DCF technique to evaluate the profitability of investments ex ante 
until the 1960s, but by developing these two means of control all tools were in 
place for the kind of capital budgeting systems we would later see in 
divisionalized groups. 
 
Capital Budgeting in Divisionalized Groups 
 
In a divisionalized organization the rules of the game, i.e. the broad direction of 
investments, the way capital budgeting requests should be appraised, requested, 
and controlled, how responsibility is transferred, projects monitored and 
reviewed are set by top management. The need for manufacturing investments is 
usually identified and appraised within the businesses. If the investment is larger 
than the local management has the right to approve, a request has to be sent 
upwards in the organization, usually as part of the annual budgeting process. 
Thus we have a system, well described by Bower (1970), in which top 
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management decides the rules of the capital budgeting game. Investment ideas 
are generated and developed into investment requests by engineers at the 
business level. Middle managers choose investment requests which conform to 
corporate management intentions, and refer such requests for appropriation. 
 Budgeting was an innovation from the public sector that companies received 
through scientific management. Some companies started to make budgets for 
various operations early on, but complete budget control systems were generally 
not implemented until after the Second World War. Joel Dean (1951) published 
a book with the pertinent title ‗Capital Budgeting‘, i.e. budgeting for capital 
investments. The term was not invented by Dean but came to be used as a term 
covering the whole subject area of capital investments. The practice spread 
quickly via consultants and study tours and from 1955-1977 the use of DCF in 
US industry increased from about 10% to 70%, and to 90% in 1990 (Segelod, 
1996; Haka, 2007). The trend came to Swedish firms a little later but the 
diffusion was much faster; 62% of major Swedish firms used DCF criteria in 
1964 (Renck, 1966), 93% in 1977 (Tell, 1978), and 90% in 1990 (Segelod, 
1996). 
 The introduction of budgeting and the DCF technique was a part of a process 
of decentralization which went on for several decades, and in some firms 
coincided with divisionalization. As appraisals of capital investments were 
decentralized companies soon realized that they needed strict rules for the 
design of requests to be able to compare and rank them. This led to the 
introduction of capital budgeting manuals.  
 Funds for investments can be allocated either through investment requests, or 
as a fixed ceiling budget. Investments in manufacturing are usually funded 
through requests, while marketing and personnel are allocated a budget for their 
less tangible types of investments.  
 Another feature is the separation between strategic and nonstrategic 
investments. Companies try to identify and have the former approved in a 
business strategy process, and the latter in the capital budgeting process. One 
first needs to decide the strategic direction to be able to assess individual 
investments requested in the capital budgeting process. This process also has the 
role of informing management of how previously approved strategies are 
progressing.  
 All this requires a means to identify strategic investment. One method for 
doing so is limits of authorization. These are a crude way of identifying strategic 
investments and bringing them to the attention of top management. The 
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preconditions for doing so vary by industry, and there are other methods, such as 
strategic processes and head office representation in boards and investment 
committees. 
 
The Composition of Investments Is Changing 
 
Capital investments have been seen as a measure of future economic growth. 
This caused major concern in the mid-1970s when the volume of investment in 
Swedish industry stagnated and fell. The state had developed a policy to 
stimulate investments. It was known that the volume of investment correlated 
with internally generated funds but that alone could not explain the fall. Studies 
began and soon revealed that the volume of investment may not have changed 
very much, but that it had shifted from fixed investments towards markets, 
marketing, and R&D (Örtengren, 1992). The demand for Swedish products had 
been high in the post war period, which meant that companies focused on 
expanding and refining their manufacturing. When supply once again exceeded 
demand, companies had to shift their focus from production towards marketing 
and product development. In the mid-1980s investments in fixed assets, R&D 
and markets were each estimated to make up 1/3 of the total volume of 
investment. 
 Another factor which contributed to this shift was the increasing use of 
computer software. This made it possible to develop more flexible production 
methods and assembly products on demand instead of for stock. Investment in 
property and buildings had amounted to around 50% of fixed investment in the 
1940s, but had declined to 20-30% by the 1980s, and less than 20% in the 
1990s. New buildings were no longer needed to invest in new machinery.  
 A large proportion of modern day machinery is computer controlled, and 
software development has become an increasing part of the cost of producing 
and developing new products. The telecom company Ericsson stated that 80% of 
its R&D was directly related to computer software development, about 2 billion 
euro a year in real money. A modern automobile can have more than 100 
processors, and 25-35% of its manufacturing cost can be software related 
(Swedsoft, 2010). These advanced products demand more skilled labour, which 
in turn necessitates greater investments in personnel.  
 Some major companies in the US (Baldwin, 1991) and Sweden (Segelod, 
1996) first approached this new situation by instructing that intangible 
investments be treated the same as tangible ones, only to soon find out that they 
did not receive many more requests for intangible investments. One reason 
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being that investments must be defined before they can be capitalized and 
depreciated according to a plan, and companies did not have a system for 
identifying payments associated with intangible investments (Segelod, 2000). 
Several types of software can be capitalized and depreciated but most companies 
prefer to write such investment off. This is partly because they have a life 
shorter than the three years required for capitalization, and partly to improve the 
appearance of the financial figures. 
 By the 1970s companies had abandoned long range planning, and around 
1980 it became clear that companies had come to put more emphasis on 
monitoring ROI ex post, and less on the capital budgeting process (Gandemo, 
1983, 1992). Companies opted for increased flexibility in order to be able to 
better adapt to changes, and operative investments were further decentralized, 
retaining central control only on major investments, new technologies, the 
acquisition of companies, and financial surpluses. Strategic control became 
more important as companies focused on developing their core competencies 
and some newly tested processes of strategic control. 
 During the first half of the 20th century large firms grew through acquisitions 
and new ventures, and came to integrate more and more of their value chain. 
Large integrated firms like Ford controlled the whole process from steel making 
to automobile sales. This process was reversed in the 1970s. Major companies 
concentrated on being one of the best in the part of the value chain they were 
best suited to performing and procured other parts. We got firms investing in 
fixed investments, and others leasing machinery, equipment and buildings. 
Investments were replaced with yearly leasing charges, costs which were not 
treated as investments in the accounts, even though they were investments. The 
same happened in the public sector, which went from being producer to procurer 
of many public goods. One reason for this change was better functioning 
markets for capital, products and services. It reduced the advantages that internal 
markets in major organizations had previously and therefore also reduced the 
need for evaluating and ranking capital investments in major organizations. The 
focus moved from capital budgeting towards procurement. 
 
Discussion 
 
It took some 400 years before DCF techniques were applied to capital 
investments, another 70 years before the pioneer AT&T started to apply it on a 
regular basis in the 1920s (Dulman, 1989), and another 35 years before its use 
started to really take off, in the late 1950s. Similarly, it took 40 years before 
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complete budget control systems were widely adopted, and a further 35 years 
after all the elements in a capital budgeting system existed before it was more 
generally adopted. Agarwal and Bayus‘ (2000) study of major innovations in the 
US in the last 150 years calculated an average time from invention to takeoff of 
34.4 years, a figure in line with those for these administrative innovations. 
 The use of the DCF technique has been through three translations. The 
calculation of compound interest, developed by mathematicians, was first 
applied to financial transactions in Europe. Its dissemination was a long drawn 
out process as the church resisted compound interest for a long time. Bryer 
(2004) showed how the purpose of accounting for British landlords changed 
from establishing a sustainable level of consumption on their land, to 
establishing profit on capital employed when they started to finance merchants 
and manufacturers, and as a result adopting their capitalist ways of thinking. The 
growth of capital markets and the development of actuarial science increased the 
spread and use of compound interest and the DCF technique. 
 The idea in pre-industrial societies that the land yielded a fixed rate of return 
is not as strange as it may sound, as the wealth of a nation was largely derived 
from natural resources such as the size of its population and the fertility of its 
land and mines, and productivity increased very slowly. There was some 
manufacturing of textiles and other products, but these were mainly sold to the 
relatively few wealthy people and were considered to be luxury goods. The 
dominant industry was agriculture.  
 The next translation of the DCF technique came with its application to fixed 
investment to solve the need of owners to allocate funds to railway investments 
and other capital intensive industrial undertakings. The third translation came 
with the application of the DCF technique as a means of decentralized control in 
divisionalized groups. This phase of the industrialization process gave us new 
information technology which facilitated the growth of giant companies, and 
separated owners from managers. Standardization was the key to mass 
production, and wealth was largely derived from lowering cost in all parts of the 
value chain, thereby making products available to a larger market. These large 
integrated firms created such an efficient internal capital market that they 
dominated the industrial landscape until the 1970s. At this point they came up 
against the same problems as central planning. 
 The 1970s saw a breakthrough for a more innovation driven economy in 
which new product features often were more important than cost. One can see 
this as a takeover of the market by luxury consumption as the more basic needs 
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of the middle class have been met. In this new economy new information 
technology has enabled more efficient external markets, meaning that 
entrepreneurship has taken the place of capital as the major bottleneck. Capital 
and ideas move freely across national borders and promising new ventures can 
attract funding.  
 The application and dissemination of the DCF technique to capital 
investments and its role can also be related to the means of control predominant 
in major companies (See Table 1) (Segelod, 2002). Prior to the growth of the 
railways most firms could be regarded as SMEs. They were either independent 
or run by somebody the owner of the group trusted (social control), and major 
investments were a matter for the owner. The application of DCF to capital 
investments is associated with the second industrial revolution, which was 
characterized by huge fixed and long term investments and the growth of large 
functionally organized companies controlled through a central staff and 
administrative control. 
 
Table 1. Type of control and the use of DCF analysis applied to capital 

investment 

Type of company 
and control 

Small companies 
or groups of 
independent 
companies 

The growth of 
large function-
ally organized 

companies 

Divisionalized 
groups 

Knowledge-
intensive groups 

Administrative   Important Important  

Market    Important Important 

Social  Important   Important 

 Decentralized 
decision-making 
through indepen-
dent actors 

Centralized 
hierarchical 
decision-making 

Partly 
decentralized 
decision-making 

Decentralized de-
cision-making in 
a network of co-
operating units 

Diffusion  of 
innovation 

 Downturn 1873-95 

Upturn 1895-1918 

Downturn 1918-40 

Upturn 1941-73 

Downturn 1973- 

 
The DCF technique found a new role as divisionalized groups started to 
introduce budgeting and decentralized the appraisal of capital investments. The 
pioneers started to do so because of the economic downturn that followed the 
First World War, and the new way of organizing firms, and the adoption of the 
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DCF technique, took off with the upturn that followed the Second World War. 
In most groups, decentralization was a long drawn out process in which 
administrative control was gradually replaced by market control as companies 
made profit centers and then asked them to compete with external firms for 
orders from other companies in the group. 
 With the downturn of the 1970s it became evident that the bulk of investment 
was shifting from machinery and buildings towards markets, R&D, training, and 
increasing use of computer software in machinery and products. As market 
differentiation increased, administrative control became less viable, and 
knowledge-intensive companies came to place more emphasis on social control; 
selecting and socializing employees to fit the company. Long term planning was 
abandoned and in some pioneers so was budgeting. More emphasis was put on 
ex post assessments of companies and units, monthly assessment of performance 
measures, and flexibility to quickly adapt to changing conditions. 
 There seems to be a logic behind the application and dissemination of the 
DCF technique, in that it is first applied in a new role by a number of pioneers 
when economic growth has stalled. If successful, the new application is 
disseminated around 30 years later as a measure to solve the problems 
companies are facing then. If this tendency holds, we would expect the present 
downturn to further the dissemination of the techniques developed by the 
pioneers in response to the shift in investments during the 1970s. 
 The heyday of capital budgeting came and went with long-term capital 
intensive investments and the control of divisionalized groups. Capital 
investments and techniques for appraising them are still very important in 
industries with large and long-term capital investments such as the forest, steel, 
and power industries, but less so in knowledge-intensive industries (Segelod, 
1996, 2000, 2002). The important factors are the size and composition of 
investments, their long-termness, measurability, and what drives them. In the 
pharmaceutical industry for instance, investments in manufacturing are driven 
by the results of R&D, which is itself a very costly process and therefore 
carefully monitored. In many other industries investments in manufacturing are 
driven by estimates of market demand. 
 Investment as a concept and the DCF technique are alive and well. It is easy 
to conceptualize activities that have future consequences as investments, but it 
has become more difficult to foresee, limit, and measure these consequences. 
The DCF technique is now taught at every business school and is used to 
appraise and communicate investment ideas worldwide. Its use has become 



174 
 

standardized and the technique has become a universal language by which 
investments can be communicated and discussed. 
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Chapter 12 

 
 

Is Swedish Cost Accounting Practice 
Really an Imitation of the German? 

 
 
 

Esbjörn Segelod and Leif Carlsson 
 
 
 
Introduction 

 
The second industrial revolution gave us more complicated mechanical, 
electrical and chemical products, products which were assembled from parts 
produced in different departments and companies. This made the calculation of 
product cost more difficult and led to underbidding and bankruptcies. Moreover, 
parts and work movements had to be standardized to fully realize the benefits of 
mass production of parts assembled on an assembly line. Standardization was an 
essential ingredient in the transformation of industry and society from craft-
based to mass production. In order to implement scientific management, cost 
accounting and time and motion studies had to be standardized. 

 This led to the publication of a large number of books and articles on cost 
accounting, mostly in engineering journals. In Sweden alone we estimate that 
around 130 articles were published on cost accounting between 1900 and 1936, 
mostly written by people in industry, many of whom were technical directors 
and managing directors, emphasizing the importance attached to cost accounting 
by top management. 
 In Anglo-Saxon countries standardization was driven by trade associations. 
In continental Europe, it was often driven by national standardization agencies. 
In Sweden, this led to the standardization of a Uniform Terminology in 1931 
(SIS, 1931), and Uniform Principles for full cost calculation (Enhetliga 
Principer för självkostnadsberäkningar), commonly known as EP, in 1936 (SI, 
1937). The terminology, and later the techniques of time and motion studies 
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were standardized in a parallel process (De Geer, 1978). These cost accounting 
recommendations influenced accounting standards in other Nordic countries 
(Näsi & Rohde, 2007), remained in use in Swedish companies (Ask & Ax, 
1997) and were taught to Swedish students throughout the 20th century, until 
recently, when the international standardization of accounting made Swedish 
firms adopt Anglo-Saxon practice (Lind, 2010).  
 The idea and impetus for standardization initially came from the United 
States but was later strongly influenced by the concurrent German process 
(AWF, 1921a, b; AWV, 1930). Eugen Schmalenbach (1919a, 1919b, 1927) 
came to have a decisive influence on the latter and also on the standardization of 
cost accounting in the Soviet Union, other East European countries, and in 
Belgium, Spain and Greece through the French Plan Comptable (Forrester, 
1993). 
 As Swedish cost accounting is based on the same principles as the German, it 
is generally assumed (Jönsson, 1991, 1996; Ask, Ax and Jönsson, 1996) that 
―the measures taken to develop cost accounting were rooted in the German 
tradition, although the underlying philosophical basis for development was the 
ideology of scientific management and the need for rationalisation and 
efficiency‖ (Näsi & Rohde, 2007, p. 1112). Näsi and Rohde (2007, p. 1112) go 
as far as to claim that ―[b]asically, it was a question of imitating the German 
terminology, costing principles and standard charts of accounts, but with their 
own translations‖. We will challenge this view and claim that the origin of EP 
can equally well be found in American cost accounting debate and practice.  
 This study is based on contemporary books and articles, archival studies of 
accounting at ASEA, six interviews with people who knew those who created 
the ASEA system, and other studies of the standardization of cost accounting. 
 
On the Development of the SKF and ASEA Accounting Systems 

 
The establishment of EP was the result of a struggle between cost accounting 
systems used by SKF and Volvo on the one hand, and by ASEA and Ericsson on 
the other (SI, 1937). These systems differed with respect to the mode of 
calculating full cost, and the relationship between full cost estimates and 
accounting. Volvo/SKF used actual costs all the way to the debit side of the 
manufacturing account while ASEA/Ericsson used predetermined costs 
(standard costs) without exception. The former credited the manufacturing 
account with standard costs of production, and could thereby calculate 
predetermined month-end closings. Volvo/SKF termed this a standard costing 
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system, but ASEA/Ericsson had a more comprehensive standard costing system 
with predetermined values. ASEA/Ericsson calculated depreciation on replace-
ment values and included the interest on all invested capital (imputed interest), 
and had a fully developed variance analysis system with standard costing. On 
the other hand, Volvo/SKF only used standard values when crediting the 
manufacturing account (ter Vehn, 1936; Carlsson, 2001). 
 The main participants in this struggle were Ragnar Liljeblad, who together 
with Hjalmar Schultz and Isaac Cassel had developed the ASEA system, and 
Assar Gabrielsson of Volvo. Uno Forsberg, the managing director of SKF, and 
Gabrielsson presented and argued for their system in journals for engineers 
(Forsberg, 1928) and for business economists (Gabrielsson, 1930), and Liljeblad 
(1933a, b, c) did the same a few years later. 
 EP was derived to a large extent from the principles outlined by Liljeblad 
(1933a, 1933b, 1933c). Some sections of EP (STF, 1934) were copied more or 
less verbatim from Liljeblad (1933b, c), a fact recognized by ter Vehn (1936, p. 
17), who wrote that the proposal ―was largely based on Liljeblad‘s and ASEA‘s 
principles‖. This view was also supported by ASEA‘s financial director, Arnold 
Landin (Helén, 1955, p. 183), who stated that the cost accounting system 
developed by ASEA in 1918 ―could be said to constitute the backbone of EP.‖ 
Likewise, ASEA‘s auditor Sillén (1931) remarked that ASEA had applied the 
organic balance sheet principles later described by Fritz Schmidt since 1919 
(Schmidt, 1921). 
 The notion of the existence of Anglo-Saxon and German cost accounting 
traditions goes back to articles by Forsberg (1928), Gabrielsson (1930), ter Vehn 
(1935) and Hörlin (1936). The claim that SKF‘s accounting system represented 
American proven practice, and that ASEA‘s represented German practice may 
have been made first by Forsberg (1928) and Gabrielsson (1930), but was it 
really true? 
 SKF acquired the Hess-Bright Manufacturing Company of Philadelphia in 
1916. Through this acquisition they became aware of the benefits of scientific 
management as implemented at Hess-Bright, and the cost and accounting system 
used by the company, and decided to implement a system based on these 
throughout the group, starting in 1918 (Steckzèn, 1957). It is not clear when 
Hess-Bright originally implemented their cost accounting system, but we know 
that it did not use imputed interest, current value depreciation, or adjusted cost 
for inflation and price changes. 
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 In 1900, ASEA faced severe economic difficulties and in 1902 the company 
had to ask the bank SEB, one of its main financiers, for help to reconstruct the 
company. Marcus Wallenberg, the vice managing director of the bank identified 
and recruited J. Sigfrid Edström as new managing director, and together they 
would in practice run the company until 1910 (Glete, 1983). Edström had 
worked for Westinghouse and General Electric. He recruited Emil Lundqvist, a 
former colleague from Chalmers Technical Institute and Westinghouse, who 
introduced American methods of mass production and a system in the 
workshops that would be used until the 1950s. Edström systematically pursued 
and recruited emigrating engineers, especially those with work experience from 
General Electric and Westinghouse, to bring the company back to the state of art 
in technology and management. Between 1890 and 1902, 50.0% of the 
engineers in leading positions in the company had worked abroad. Between 
1903 and 1910, this proportion increased to 92.6% (Grönberg, 2003). 
 SKF and ASEA were not unique in copying American management 
techniques. Of 5,994 college and university engineers who graduated in Sweden 
between 1880 and 1919, 39% emigrated, whereof 47.6% to the United States. 
After between three to five years 58.6% of the latter returned to work in 
Sweden. Returning engineers were highly sought after by Swedish industry, and 
about 71%, compared to 18% of emigrants as a whole eventually returned.  

 
In 1888, a nationwide Swedish engineering organisation was formed in New York. 
Membership peaked at more than 500 in 1928. Swedish engineering societies were also 
founded in Chicago, Detroit, Philadelphia, Worcester in Massachusetts and probably in 
other cities as well (Grönberg, 2003, p. 87). 

 
One of these engineers with experience of American industry was Ragnar 
Liljeblad. He came to ASEA in 1916, as ASEA acquired its main Swedish 
competitor NFEA, which produced electrical equipment based on American 
patents. Liljeblad was a graduate of the Royal Institute of Technology, and had 
previously worked for Graham Brothers and spent two years in America. 
Edström recruited him to the head office as workshop manager in 1918 where he 
took charge of developing a new cost and accounting system together with the 
chief accountant of the company Isaac Cassel who also recruited in 1918, and 
Hjalmar Schultz who became head of the department of workshop statistics that 
same year (Helén, 1955, 1956; Liljeblad, 1960; Glete, 1983). Schultz was an 
engineer from the Royal Institute of Technology who had been employed by 
Edström in 1913, after having spent two years with the British company 
Vickers‘ Sons & Maxim, four years with British Thomson-Houston, and nine 
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years with British Westinghouse. The work on developing a new accounting 
system was approved by the board in 1913, and the Department of Workshop 
Statistics, which supplied information for standard costing was formed in 1914 
(Helén, 1955). 
 
Was the ASEA System an Imitation of German Cost Accounting? 

 
The ASEA system (ASEA, 1919a, 1919b) was very similar to the German AWF 
(1921a, 1921b) plan, but cannot have been influenced by it as ASEA‘s system 
was designed and implemented by 1918-1919. The ASEA system also bears 
similarities to Schmalenbach‘s (1919b) article on cost accounting, except that 
the system proposed by Schmalenbach does not have a standard costing system, 
while AWF uses predetermined values for materials and salaries. In this respect 
the ASEA system preceded its German counterparts. 
 For some reason, Anglo-Saxon practice became associated with the use of 
actual values, no imputed interest, and depreciation based on historical 
acquisition values, whereas the German approach became associated with the 
inclusion of imputed interest, depreciation based on replacement values, and 
standard costing with variance analysis. However, a review of the literature 
shows that what became associated with the German approach had been 
suggested and discussed in the pre-war Anglo-Saxon literature, and some of the 
features had even been applied by American companies. 
 Schmalenbach (1919b) advocated the calculation of interest on the total 
capital invested, and somewhat later the AWF committee of German engineers 
(AWF 1921a, 1921b) recommended that imputed interest should be calculated 
on the total capital invested. However, imputed interest was advocated by many 
Anglo-Saxon writers (Garner, 1954), and Burton (1905) claims that he argued 
for this in an article as early as 1894. A questionnaire sent to 40 US 
manufacturers at the turn of the century ‗revealed that a majority of the forty 
considered imputed interest a cost‘ (Garner, 1954, p. 146), and descriptions of 
cost accounting practice in 15 Swedish companies in undergraduate essays from 
the Stockholm School of Economics (SSE) in 1913-1918 (Carlsson, 2001) show 
that the majority used some form of imputed interest. 
 Schmalenbach (1919b) and AWF (1921a, 1921b) recommended basing 
depreciation on replacement values. This had been recommended already by 
Lardner (1850, 119-121) as theoretically correct but impractical to implement. 
The issue of depreciation had been much debated in the US but had not reached 
a consensus on whether historical or replacement values should be used (Garner, 
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1954), and with a few exceptions, companies both in the US and Sweden seem 
to have preferred acquisition values. 
 Budgeting and standard costing have been associated with scientific 
management and American influence. ASEA did not implement a complete 
budgetary control system until the early 1960s, when the company was 
divisionalized. However, according to an internal document by Liljeblad, ASEA 
used ―budgets for overheads and different shop groups‖ already in 1919, and 
even earlier budgets for R&D. 
 A characteristic of the ASEA system implemented in 1919 was its use of a 
sophisticated standard costing system. It replaced an older standard costing 
system, with one department for ex ante and another for ex post costing, which 
had been in operation since 1911, very early for such a system (Fleischman and 
Tyson, 1998). Standard costing was an issue that was much discussed in the US 
literature (Garner, 1954), but was hardly addressed at all in the German 
literature (Dorn, 1961). Scientific management and the introduction of variance 
accounts, developed by Moxey (1913), paved the way for the rapid development 
of standard costing in the US between 1910 and 1920 (Lang, 1947). 
 Jönsson (1991) points out that the standardization process was driven by 
engineers and Ask, Ax and Jönsson (1996, p. 204) also found ―that costing 
practices were a constituent part of the scientific management movement‖, and 
that cost accounting was based on practical considerations, but did not pursue 
this line of inquiry. 
 Engineers dominated higher management positions in Swedish firms until the 
1970s. The Stockholm School of Economics was founded in 1909 and its 
equivalent in Gothenburg was founded in 1923, almost 100 years after the 
technical universities in these cities. Between 1880 and 1919 Swedish technical 
universities and colleges examined at least 5,994 engineers, according to 
Grönberg (2003). In the same period the number of engineers in the US rose 
from 7,000 to 136,000 (Shenhav, 1995). This was a larger number per capita 
than in Germany and about the same as the number of engineers examined per 
capita in Sweden. Sweden was an engineering intensive country, and just like in 
Germany (Freeman & Louçã, 2001), theoretical studies were a prerequisite to be 
accepted as a member of the engineering profession, which elevated the status of 
the engineering profession in Germany and Sweden relative to Great Britain and 
the United States where craftsmen could also be regarded as engineers.  
 Most of those involved in the standardization process were engineers who 
graduated from the Royal Institute of Technology. Some, like Uno Forsberg, 
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Managing Director of SKF, and Liljeblad, his chief adversary, even graduated in 
the same year. At this time the institute did not graduate more than 35-40 
students per year, so they must have known each other since school. They were 
part of an elite and they became carriers of the ideas of the American efficiency 
movement and new cost accounting techniques, and the institute became a 
centre for the efficiency movement.  
 Liljeblad (1960, p. 140) freely acknowledged having cooperated with Schultz 
and Cassel in developing the ASEA system, but did not reveal where the 
inspiration came from. In a comment to Gabrielsson (1930, p. 70) he says:  
 

I never attended any lectures on accounting, hardly read a book on the subject, all I know, 
I have arrived at through practical experience and my own reflections. … When I must 
solve a complex accounting issue, I prefer to consider it from a mathematical point of 
view, as the solution will then appear, afterwards it is easy to assign the different sums to 
their accounts. 

 
It seems reasonable to assume therefore, that Liljeblad approached accounting 
problems from the perspective of an engineer well trained in mathematical 
modelling. His reluctance to admit having studied accounting may however also 
be explained by his being too proud to credit forerunners. He did not talk about 
his background, but we know that he was offered a well paid position at ASEA‘s 
headquarters in Västerås in 1918, and immediately became involved in the 
development of a new cost and accounting system, initiating a reorganization of 
the whole company (Helén, 1955). It seems reasonable to assume that Liljeblad 
was given this important assignment because he had knowledge of cost 
accounting from NFEA, and/or possibly also from Graham Brothers but it has 
not been possible to verify this. 
 An alternative explanation of the differences between the accounting systems 
of SKF and ASEA is the economic context in which they were developed. The 
SKF system was a pre-war system developed at a time of low inflation. The 
First World War brought inflation and price volatility, and caused the Swedish 
consumer price index to rise by 235% between 1915 and 1920. ASEA, with its 
large investments and long production lead times, was severely affected by this 
inflation and Liljeblad (1960, p. 140) called it a ―swindle‖ not to consider 
inflation in the profit and loss statement. This is not a new explanation, and has 
been advanced both by Gabrielsson (ter Vehn, 1936) and Arnold Landin (Helén, 
1955), Financial Director of ASEA between 1946 and 1964: 

 
When the high inflation of the First World War turned into a severe depression, both 
industrialists and economists realized that the valuation principles traditionally applied as 
a basis for accounting and full cost calculation would not suffice in times of inflation. 
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Although some theorists had previously had thoughts along these lines, and managers at 
ASEA had begun to understand that the system was faulty, the disaster had already 
happened. The accounting for material purchases using a more and more depreciated 
currency created fictitious profits which had been allocated as dividends to shareholders. 
(ASEA archive, interview with Arnold Landin by Helén, manuscript of Helén (1955, p. 
134)) 

 
Both the ASEA and German systems were created at a time of high inflation and 
price volatility. The so-called differences between the Anglo-Saxon (SKF) and 
German (ASEA) cost accounting systems could therefore have more to do with 
the fact that the latter was implemented later, during a time of high inflation and 
price volatility than it being the result of independent German or Swedish 
development.  
 
Conclusions and Consequences  

 
The transformation from craft to mass production required standardization and 
new methods of cost accounting. The standardization process that followed was 
originally initiated by ideas picked up from the United States, but would later be 
influenced by the concurrent process driven by the German association of 
engineers (AWF, 1921a, 1921b; AWV, 1930), and resulted in the approval of 
Uniform Terminology (SIS, 1931) and EP (SI, 1937). 
 EP is derived from the cost and accounting system developed by ASEA in 
1918 and implemented in 1919. The system is similar to the German AWF 
(1921a, b) and AWV (1930), and with the exception of standard costing, is also 
similar to the Schmalenbach system (Schmalenbach, 1919b). However, it cannot 
have been influenced by these publications, as it had already been developed by 
1918-1919. This forces us to rewrite Swedish and Nordic cost accounting 
history, and in the process perhaps also German cost accounting history. Also 
Germany had many returning engineers and extensive industrial exchange with 
the United States. For instance, the first modern book on cost accounting was 
written by the German-British collaboration Garcke and Fells (1887), and Hess, 
the co-founder of Hess-Bright and inventor of the break-even chart (Hess, 
1903), was also German. 
 British and American companies and engineers pioneered cost accounting, 
and their advances were disseminated through engineering publications, 
organizations, consultants and returning engineers to major Swedish companies. 
Cost accounting was an issue for engineers, and it was they, and not those who 
subsequently participated in standardization committees who developed the 
principles that form the basis of EP. 
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Chapter 13 

 
 

Gate Openers for the Renewal of 
Management Control 

 
 
 

Arne Sjöblom 
 
 
 
Since the mid-1970s various initiatives have been taken to develop traditional 
financial controls to include intangible resources in the management of a 
business. These initiatives can be seen as a reaction against traditional financial 
control which might be perceived as a normative tool for preserving the status 
quo in an organization (Burns & Scapens, 2000).  By including intangible 
resources in financial control it is expected to be possible to draw greater 
attention to the resources in a business that create the conditions for innovation, 
i.e. human capital. 
 The causes of evolution in the public sector can be traced to the interest 
among public organizations in embracing the market economy (Hood, 1991). By 
using new methods, i.e. using new performance measurement methods to 
control and manage activities, it is expected to be possible to control costs, 
achieve greater customer orientation and to get managers in the public sector to 
become more independent (Townley et al., 2003).  
 The new performance measurement methods used are often time and 
resource intensive. This means that managers may be more focused on making 
the methods manageable than really making use of the methods (Emiliani, 
2000). This focus may be a result of performance measurement methods that are 
primarily implemented to strengthen an organization's legitimacy (Ahonen & 
Gröjer, 2005; Deegan, 2002; Townley et al., 2003). Cementing the 
organization's legitimacy in relation to other organizations may appear important 
regardless of the consequences that this quest for legitimacy can have on the 
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organization (Almqvist, 2006). This can lead to negative consequences for the 
emergence of competing conceptions of the aims of the organization. One 
perception is that the organization seeks legitimacy by adapting to social norms 
and values in society. The other perception is that the organization focuses on 
making everything work according to particular plans (Brunsson, 2002). These 
competing conceptions are connected to the eternal differences between 
management and leadership, or as Drucker (1955) put it: ―Management is doing 
things right; leadership is doing the right things‖. 
 One area that merits further research is the kinds of driving forces that drive 
the change process (Granlund, 2001). Change processes can be linked to 
existing rules and practices, and influenced by mobilizing processes, especially 
in the development of management issues with a focus on intangible resources 
(Johanson et al., 2001a, 2001b; Johanson & Skoog, 2007).   
 The purpose of this chapter is to show how managers with previous 
experience from private sector companies function as gate openers for the 
renewal of management control within a public organization. This research, 
which is based on a longitudinal study of management control change, adds to 
previous findings regarding aspects of power, influence and control in 
management that are part of studies regarding ―… the complexities of the 
evolving dynamic processes of accounting in action.‖ (Hopwood, 1976, p. 3)  
 
Forces of Change and Mobilizing Processes 
 
Granlund (2001) conducted a longitudinal case study to investigate the reasons 
behind the difficulty of changing management control systems. Among the 
starting points for his study was studies where it was found that the financial 
system was difficult to change despite other substantial changes in the 
organizations studied (Hedberg & Jönsson, 1978; Johnson & Kaplan, 1987; 
Argyris & Kaplan, 1994). In these studies it was noted that there were no 
predictable factors that influenced development. Granlund (2001) mentions 
several institutional forces of change: self-initiated imitation or mimicking of 
other organizations‘ workings (with benchmarking), involvement of consultants 
to create development pressure in a change process, which usually means an 
imitation of other organizations‘ change because the consultants are influenced 
by their past experiences, the willingness of the organization's accountants to 
adapt to the fast developing changes and work in a more business-oriented and 
non-traditional manner. The individual forces of change mentioned by Granlund 
(2001) were mainly connected to individuals who wanted to change the current 
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control system and also had knowledge of and interest in new management 
control systems. Granlund‘s (2001) views on the importance of gaining the 
support of management for initiation and implementation of change processes 
are in line with Innes and Mitchell (1990) and Johanson (1999), who stress top 
management support as a facilitating factor in the change process. Cobb et al. 
(1995) suggested that this leadership can be both formal and informal, but that 
employees must be aware that there is an interest and support for change 
processes among the leadership in an organization. Furthermore Cobb et al. 
(1995) also pointed to the ability to implement change when there is an 
expectation of change in an organization. 
 Supporting processes are expected to be important to ensure that change can 
be achieved through development of operational management. These supporting 
processes can be of various types, such as internal meetings to draw attention to 
important points/events, evaluation and monitoring processes, internal reporting 
systems, motivational processes such as benchmarking, etc. (Johanson et al., 
2001b). The supporting processes can also be defined as mobilizing processes 
and are important for communicating common and tacit knowledge during a 
change process in an organization (Johanson et al., 2001a). The existence of 
mobilizing processes in a change process can also be compared with the 
conditions for starting a change project (Scapens, 2006).    
 
The Gold City Case 
 
Gold City had the highest sickness absence rate of all Swedish municipalities in 
2002. There was a strong argument that the municipal leaders in Gold City 
affected the levels of sickness absence, since the municipality paid the first two 
weeks salaries for sickness absence. The problem of sickness absence had been 
addressed before, but without good results. The HR controller stated: 
 

Unfortunately, our past efforts to address the sickness absence were not successful. We 
hadn‘t decided what we wanted to do, we were unclear of aims and methods of control. 
We had no sound basis to improve operations or introduce management control measures 
which could alter the current situation. We needed to do something new. 

 
A project group within the municipality was given the task of developing  a new 
system of management control which could be used to address the problem of 
sickness absence. The project group aimed to collate much of what had already 
been done regarding personnel matters and actions to deal with absenteeism in 
the municipality. The group wanted to find a common platform for this in the 
form of health accounts. The concept of health accounts, which could have been 
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a stumbling block because it had not been previously defined and could be 
perceived as difficult to interpret, was defined by the project group as an active 
tool for controlling and monitoring sickness absence. The new health account 
system was discussed among administrative heads within the municipality. 
These discussions included both examples of a strong desire for change and an 
example of a profound pessimism about the possibility of changing the current 
perspectives of politicians, as stated by one department head:  
 

But there is another problem with this and it is whether the politicians will dare to let 
go. They have pretended on earlier occasions that we within the management levels 
would be let loose to handle problems but in the end they would still return to micro 
management issues like deciding what colour we would be painting the chairs we were 
buying for a park project. 

 
At about the same time as the health accounts project was started the 
municipality developed a new planning framework and a new strategic plan for 
Gold City.  The aim was to create a stronger link between the municipality's 
strategic planning and the activities planned for the coming fiscal year. This new 
framework placed a strong emphasis on the objectives as determined for the 
various municipal administrations, and determined that these objectives would 
be both measurable and possible to monitor. The definitions of objectives were 
expected to lead to both improved efficiency and increased productivity. 
Regarding absenteeism, management was expected to present an annual report 
that would include an analysis of the efforts that had been made to reduce 
sickness absence and the effects of these efforts. 
 The development of the new planning framework became connected to the 
need to develop the presently used management control system as it was 
expressed by the politicians in the municipality. They asked for greater clarity 
and logic in target documents, the possibility to receive more knowledge about 
the current status of the municipality, fewer targets and more time for analysis. 
It was decided that the expressed needs could be achieved by introducing a new 
structure for the city board's work, the establishment of a forum for strategic 
discussions (party leaders would begin to meet regularly) and the development 
of a new model for management control. The purpose of the new management 
control model, which was a developed management by objectives model 
connected to a balanced scorecard framework, was to fulfil the wishes expressed 
by the politicians and introduce five common perspectives on all activities 
within the municipality. The five perspectives were considered to be close to the 
core aspects of the municipality‘s functions and could be connected to key 
indicators of the success or failure of the municipality‘s functions.   
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 An important factor that influenced the decision to introduce the management 
control model was the fact that the chief executive of the municipality had 
formed a development group for the development of policy issues within the 
municipality. This development group included a treasurer and two department 
heads. The two department heads had only short and limited experience of 
working in a municipal organization but long experience of private businesses 
and the type of management control models used in private organizations. One 
department head had worked at the telecommunication company Ericsson and 
the other had worked for Skanska, one of the biggest project development and 
construction companies in Sweden. Both had experience of working with 
different versions of balanced scorecard management models, and they brought 
their experience with them to the municipality.  
 The department head who came from Skanska become the new head of the 
technical department. When he started as head of the technical department he 
thought that the management system was difficult to communicate internally and 
externally. He wanted to establish target documents that could be linked to 
planning, action and monitoring of the operations within the department. He 
introduced a balanced scorecard model to be used in the technical department 
that included a number of forward-looking perspectives (customers, employees, 
processes and economy) and a perspective that focused more on everyday work 
(quality and safety). The new management model would include as few goals as 
possible, because there had previously been too many operating goals and 
objectives with the technical department. These goals and objectives were 
sometimes overlapping and not measurable. The introduction of a new 
management control model within the technical department indicates that there 
was an interest in introducing new forms of performance management models 
within the organization. The head of the technical department was willing to 
change and develop the existing management control model of the department. 
The department head linked this willingness to demands of the employees to 
become more integrated in the development of the department thus:  
 

For the individual employee little has changed since the days of management by 
objectives.  Then it was more or less stated that everyone should know the objectives of 
the department and then everyone could handle their own responsibilities as long as 
they worked towards the achievement of objectives.  Nowadays, most employees want 
to get feedback on how they do their jobs, some kind of confirmation that they are doing 
the right things.  This can be done by following up on the decided goals and objectives. 
Providing such feedback is challenging, but we must succeed because it is important for 
employee motivation. 
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The development of the new planning framework ended by a decision by the top 
political leader and the chief executive of the municipality, to implement a new 
management control model in all departments in Gold City. The new 
management control model was based on a balanced scorecard framework and 
the way the technical department had developed its new management control 
model. The decision to change the management control model of the 
municipality was made effective immediately. This meant that all budgets had to 
be changed according to the perspectives, objectives and key performance 
indicators used. The head of the technical department and some of his 
colleagues were given the task of instructing department heads, treasurers and 
key personnel about how to accomplish the changes that had to be made. This 
meant that the head of the technical department became a gate opener not only 
as a part of the aforementioned development group but also for the 
implementation of the new management control model throughout the whole 
municipality‘s organization.  
 The project group for the health accounts project discussed how health 
accounts could be integrated with the new management control model. The 
project team members found it natural to link the ongoing health accounts 
project to an employee perspective in the new management control model. By 
doing this it was expected that conditions for both control and monitoring of 
health issues would be improved compared to previously. Thus both political 
board members and department‘s heads would be able to set goals and suggest 
activities relating to health issues among employees in Gold City. The final 
version of the new management control model included an employee 
perspective in which a goal regarding the expected decrease in level of sickness 
absence over the coming fiscal year was stated. The members of the project 
team for health accounts were satisfied that they had been able to put the focus 
on health issues among municipal employees and that these issues received 
positive attention. These health issues were no longer tied solely to the existing 
sickness absence since the term ‗health‘ had a broader significance than merely 
the absence due to illness. 
 
Some Observations about the Presented Case 
 
The health account project was initiated due to the high costs due to sickness 
absence that had escalated in the Gold City municipality and other 
municipalities in Sweden. These national problems regarding sickness absence 
can be seen as institutional motivation to implement changes (Innes & Mitchell, 
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1990). The health account project had links to other projects that the Swedish 
government initiated to address the national sickness absence problems. By 
taking part in a development project concerning a national problem the political 
leaders and management of Gold City municipality expected that Gold City 
would enhance its legitimacy relative to other municipalities in Sweden. Local 
efforts to address the sickness absence problem can be seen as a desire to 
strengthen the local municipality‘s legitimacy and shows how organizations are 
affected by the social development of society (Brown & Deegan, 1998).  
 The need of public organizations to adopt governance structures that have 
proved useful in private organizations can be linked to the development pressure 
that is called New Public Management (Almqvist, 2006). By embracing new 
models, public organizations can increase their accountability and strengthen 
their legitimacy (Guthrie & Parker, 1989). Adaptation to the institutional 
environment pressure was facilitated by department heads who had experience 
of working with new business management models in private businesses. These 
managers felt that they could improve and develop activities in their 
departments by using the experiences they had from balanced scorecards and 
other management control models. 
 Granlund (2001), Innes and Mitchell (1990), Johanson (1999) and Cobb et al. 
(1995) mention several individual forces of change that may affect a change 
process: that responsible people want to make a change, that there is knowledge 
of and interest in new management systems and that there is agreement that a 
change should be implemented. Gold CityBoth management‘s and employees‘ 
interest and involvements in change activities were crucial driving forces for the 
success of the renewal process in the health accounts project. The Gold City 
municipality used the knowledge and experience of management control models 
that recently employed managers possessed from their previous jobs and this 
influenced the municipality‘s renewal of management control. The new 
managers' impact on the change process cannot be overemphasized and this 
effect can be seen as a modality, an identifiable and regular activity, in the form 
of a major resource influencing what was considered important and dominant in 
the organization (Giddens,1984).  
 Mobilizing processes are based on behavioural patterns that are repeated and 
become routine behaviours (Becker, 2004; Nelson & Winter, 1982; Winter, 
1964). Such behaviours are linked to identifiable and/or recurrent activities that 
constitute an important part of structuration theory – modalities (Giddens, 1984). 
The mobilizing processes are crucial for the development of knowledge, for 
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focusing on learning processes and for the execution of renewal (Johanson & 
Skoog, 2007). Regular meetings and the management‘s strong support for 
renewal were crucial for the legitimacy of the health accounts project at Gold 
City. These examples of motivation and communication processes were crucial 
for the health account project and the renewal of the management control model 
in Gold City. The final report from the health accounts project team stated that: 
―... the reports concerning health accounts would be integrated with the financial 
reporting process, which is both systematic and recurring, and targeted at all 
levels and employees in an organization.‖ This statement on the usage of health 
accounts exemplifies that it is about where and how the contents of these reports 
are used that determines the success of the renewal of the management control 
model (Johanson & Skoog, 2007). Linked to the management's interest and 
long-term acceptance of new control measures, this fulfils the preconditions for 
the use of the new management control (Johanson & Skoog, 2007).   
 
Conclusions 
 
Striving for Legitimacy Is a Force for Renewal  
Gold City sought to strengthen its legitimacy by addressing the problem of 
sickness absence.  By addressing the problem, and thus expressing a willingness 
to try different types of management control models, Gold City showed that it 
Gold City was interested in obtaining input from private enterprise practices to 
guide its organization (Almqvist, 2006). This can be seen as an institutional 
impact, as organizations develop from outside influences and these 
developments can affect an organizations' social behaviour (Rowan & Miskel, 
1999). As Guthrie and Parker (1989) have previously shown, these impacts 
involve the development of social reporting, including reporting on intangible 
resources, as a way for organizations to respond to external demands for greater 
accountability and thereby strengthen their legitimacy. Alignment with current 
affairs and institutionalization of operations is an important part of strengthening 
the organizations' legitimacy (Brown & Deegan, 1998).  
 
Change-oriented Managers Are a Must for the Renewal of Management Control 
Models  
As noted, the renewal of management control models is not directly attributable 
to the initiation and execution of the health accounts project. The new 
management control model would have been developed and used within the 
municipality regardless of whether the health account project was carried out. 
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The driving forces for this development were the interest in new forms of 
management control models among the municipality's management team and the 
political leadership. It was also important that there were people at management 
level in the organization who had experience with the balanced scorecard and 
interest in developing a similar type of control. Initiation and deployment of a 
change process requires establishment of a connection between the decision 
makers in an organization and the initiative to renew the presently used 
management control model (Innes & Mitchell, 1990; Johanson, 1999). It is not 
enough that these people are informed of the upcoming changes; they must also 
be involved and participate in the change process. Moreover, if they also 
undertake a leadership role that is identified with the change process for its 
duration, the prospects for successful change are good.  
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Chapter 14 

 
 

Lean Robotics for Industrial Renewal 
 
 
 
 
 

Erik Bjurström and Mats Jackson 
 
 
 
Over the last few years, Mälardalen University (MDH) has strived to explore the 
possibilities of robot automation for industrial renewal, not least through the 
Robotdalen initiative. The MDH experience suggests that it is indeed possible to 
see robot automation and lean production as complementary. However, the 
challenge of combining them lies not only in their practical application, but also 
in the different nuances of understanding of the production process that they 
invite. We argue that the most meaningful way to understand them is to view 
―lean‖ from a pragmatic perspective, emphasizing the combination of 
automation and human intelligence. The case of lean robotics teaches us that 
knowledge is crucial but changeable. If a design or a concept is practical and 
relevant, it will be so only over a particular stretch of time. With reference to the 
pragmatism of the founding fathers of the quality movement and testimonies of 
Japanese culture and western philosophy of science, we see that the renewal 
process is not just about techniques, but also about challenging our views. 
Skepticism about predictions in forecasts, emphasis on management by sight, 
keeping it simple to remain flexible, encouraging contradiction, learning and 
seeing any solution, naming or classification as only temporary also mean a 
radical emphasis on human problem solving in direct relation to everyday 
experimentation. 
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From Contradictory to Complementary Technologies 
 
Lean production is characterized by an orientation towards customer demands 
by a ‗pull‘ rather than a ‗push‘ rationale, to handle a large range of products in 
small quantities (Slomp et al., 2009). However, Found and Rich (2007) saw 
holistic lean thinking as a greater challenge. Riezebos et al. (2009) argued that 
while in the 1960s, Western computer-aided management systems and Japanese 
just-in-time were divergent techniques, they have now become complementary 
technologies. Prem (1997) defined the basic problem to be the traditional 
approach to robotics based on ready-made models of the world, rather than 
seeing the goal of the whole system as an emergent consequence of the goals of 
the subsystems. Lindeke et al. (2009) illuminated the challenge of maintaining 
innovative capacities, and suggested establishing innovation labs in highly 
automated lean organizations, possibly shared over a range of SMEs. However, 
the concrete implementation of the system is still unclear. Walker (2008) 
debated the very meaning of ‗lean‘, concluding that it must be seen as a work in 
progress and that its status as knowledge is contestable. Reviewing the evolution 
of the lean production concept, Holweg (2007) argued that it was not a single-
point invention, but the outcome of a dynamic learning process.  
 In the editorial of a special issue celebrating the 30th anniversary of Sugimori 
et al.‘s 1977 classic article on the Toyota production system (TPS), New (2007) 
concluded that although many have tried, we still don‘t understand what the TPS 
is and it is possible that we never will, not least because of Toyota‘s annoying 
habit of ceaselessly developing and improving its own practice. Black (2007) 
argued that the most significant characteristic of a lean system is the integration 
of control functions. This makes the system inherently unique and designed for 
creativity. In a similar vein, Pil and Fujimoto (2007) highlighted the critical 
importance of continuous evolution and reconfiguration in response to 
environmental demands. Experiences from implementing TPS at Hyundai have 
illustrated the ‗mutated‘ emulation of its principles as a complex evolutionary 
process, questioning the transferability of the concept (Lee & Jo, 2007). Lander 
and Liker (2007) argued that while the application of TPS in novel environments 
is possible, it is not the use of tools that makes the difference in the long run, but 
the deep principle-based understanding of the system, combined with a 
structured method for improving and learning.  Consequently, lean production 
ought to be thought of as an open ended process of innovation rather than as a 
matter of finalized and slimmed solutions. 
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 Jim Womack (2007), known from the classic MIT study of Toyota‘s 
production system, labeled recent decades‘ development of lean thinking ―the 
tool age‖, emphasizing that the envisaged improvements in value streams can 
only be achieved through constant experimentation. However, according to 
Womack there are signs of increasing interest in lean management from senior 
management before further considering lean tools. In other words, lean tools and 
technologies should be put into a context and the outcome is more a matter of 
practical experimentation than of design alone. It remains an open question to 
what extent robot automation and lean principles can complement rather than 
oppose each other. However, in order to explore the possibilities we may need to 
scratch below the surface of the phenomena and attitudes to better understand 
the contradictions.  
 
Disentangling Contradictions 
 
The term lean is often related to using less human effort in the factory with less 
manufacturing space, less investment in tools and fewer engineering hours to 
develop a new product in a shorter time, keeping less inventory, fewer defects in 
production, and production of a greater and ever growing variety of products 
(Womack et al., 1990). Lean practice has two primary objectives: to eliminate 
waste and create value for end customers. Studies show that returns increase 
with the comprehensiveness of the adoption of just-in-time and lean principles at 
a company. Traditionally, high tech automation has been used by companies that 
are not considered as lean (Muffatto, 1999), while companies such as Toyota 
have developed so called low cost automation (McCarthy & Rich, 2004). 
Womack et al. (1990) identified that Japanese companies with the highest 
productivity had the lowest level of automation. Nevertheless, they saw its 
potential for the future. Hence, we concur with Harris and Harris (2008) that 
automation and lean principles are about deciding the appropriate level of 
automation. 
 One of the pillars of the TPS is called Jidouka, which comprises 
―autonomation‖, i.e. automation with a human touch (Ohno, 1988), ensuring a 
stop if there are any problems during production. The Toyota Corporation saw 
the lack of checks for quality problems as a fundamental problem in normal 
automation. In response, we find ―at Toyota, a machine automated with a 
human touch is one that is attached to an automatic stopping device” (Ohno, 
1988). This means that autonomation is an important part of the ―visual control 
system‖, or ―management by sight‖, where it is important that the current state 
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of production is always visible and any problems are brought to attention as 
soon as they occur (Liker & Meier, 2006). By adding human supervision to 
automated processes, lean automation avoids reducing the flexibility and 
robustness of the system.  
 The 6-year study of Toyota by Takeuchi et al (2008) concluded that efforts to 
copy Toyota‘s road to success miss the point of creating a culture of 
contradictions which places humans at the centre, hence destabilizing and 
rendering more complex the everyday practices of learning to refine routines 
and processes. Such pressures trigger the human capacity for interpretation and 
reframing of situations, dramatically increasing complexity. This means that 
while simplification, process design and continuous refinement lie at the heart of 
the lean production and quality movements, destabilization and increased 
complexity through human interpretation and imagination implies a worldview, 
an attitude and expectation that there will be no ultimate design that permanently 
eliminates variation. Handling a large range in small quantities might even be 
postulated as a basic requirement of a changeable world (c.f. Tsoukas & Chia, 
2002). Therefore, while design is important, so are processes of learning, as 
adjustments to previously set standards (single-loop learning), or as revisions of 
assumptions (double-loop learning) (c.f. Argyris, 1977). Hence, the preferences 
for a human touch may add up to considerations about the fundamental character 
of the world and our ability to learn about it. 
 Mauléon and Bergman (2009) argued that much of the pragmatic 
epistemology of Shewhart‘s and Deming‘s theory of quality had been forgotten. 
In looking for its roots, they referred to the works of C.I. Lewis, emphasizing the 
subjective, interpretive, social, and strongly action-oriented character of 
knowledge, meaning that there can be no such thing as a neutral, permanent 
depiction of reality, as in the design of an industrial process. To Lewis, 
Shewhart and Deming, questioning assumptions was not only an expression of 
creativity, but also of necessity, as concepts are not stable, but change over time: 
―everything that has a name is to be identified with certainty only over some 
stretch of time” (Lewis, 1929, p. 257, in Mauléon and Bergman, 2009, p. 164, 
italics added). According to the founding fathers of the quality movement there 
is no single and eternally valid classification or objective relationship between 
our concepts and the world. Rather, knowledge and concepts are based on 
human interpretation in everyday practice and reflection in its socially shared 
contexts. Consequently, numerical control, calculation and probabilities are not 
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understood as exact depictions or predictions, but rather as rough – but practical 
– approximations for the time being.  
 The outcome of the argument may not only be that the meaning of ‗lean‘ is a 
work in progress, but that our production processes and our understanding of 
them are also works in progress. This allows for a performative view of ―lean‖ 
as being defined by its actual practices, meaning that ―lean‖ cannot be more 
standardized in its content than are organizational cultures, belief systems and 
practices. Within this view, the ultimate question is not so much what lean 
robotics is as what it does. Mauléon and Bergman (2009) argued that many of 
the deep insights of the founding fathers of the quality movement have been lost 
over the decades (at least in the western understanding of them). In a similar 
vein, other writers before WW2 often kept a pragmatic distance from their own 
theories, an attitude which later evolved into a more ‗scientific‘ way of writing 
(c.f. Ivarsson-Westerberg, 2004). In addition, the emphasis on awareness and 
self-reflection found in early writings of e.g. Dewey, James and Lewis were 
pushed aside by a more scientific zeitgeist, favoring behaviorism as a way of 
making psychology a more scientific genre, expressing itself in deterministic 
mechanisms rather than in terms of the role of human agency (c.f. Kolb & Kolb, 
2009).  
 It is striking that several prominent writers on the Toyota case or more 
broadly on Japanese management have emphasized the need to look at not only 
the techniques of lean production, but also at the context of ideas, attitudes, 
practices and beliefs defining its content (c.f. Womack, 2007; Nonaka & 
Takeuchi, 1995; Takeuchi et al., 2008). While traditionally scientific notions of 
stability, objective depiction and determinism still stand strong in western 
culture, there are also strong tendencies towards nuancing such beliefs. Nonaka 
and Takeuchi (1995) discussed and contrasted western traditions of thought with 
the Japanese hesitation to distinguish between mind and body, self and others, 
and between the observer and the observed. Several parallel developments in 
western thought have also interacted towards a rethinking of the possibility of 
social science. In the aftermath of the science wars of the 1990s and early 2000s 
(c.f. Parsons, 2003; Hacking, 1999), pragmatism with its modern touch of anti-
representationalism (c.f. Murphy, 1990; Rorty, 1992; Czarniawska, 2004), or 
Latour‘s (2004) interpretive empiricism with a practical pathos may appear to be 
possible ways out of fixed positions. Also, in social science, the role of agency 
has been increasingly addressed in recent decades, leading up to what has been 
called the ‗practice turn‘ (c.f. Whittington, 2006; Schatzski, 2005), reconciling 
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the long-standing tensions between micro and macro analyses within social 
science.  
 Disentangling the contradictions between lean philosophies and traditional 
western approaches to automation, we may draw the conclusion that the most 
fundamental differences may lie in the expectations of stability or change as 
basic characteristics of the world, and the view on knowledge. While both 
western and Japanese researchers and engineers certainly use scientific tools to 
analyze phenomena and design solutions and processes, there may be a slight 
difference between the ways these two groups use them. With expectations of 
stability, belief in final solutions to process design problems seems more 
reasonable. With expectations of change as the fundamental character of the 
world, design is never finite, but is just another step in the learning cycle, and 
maintains its validity only for a limited time. However, adding human 
supervision to robot operations also means being open to problem-solving 
beyond the foreseen and programmed. In other words, detail complexity is 
complemented by systemic complexity (c.f. Bateson & Bateson, 1988), allowing 
the organism to interact in new ways with the environment.  
 
Exploring Lean Robotics 
 
A case study is presented to illustrate the MDH experience and its results are 
discussed in the light of the potential and challenges for lean robotics in 
industrial renewal. While this case study, which is also presented elsewhere 
(Jackson et al., 2009), is based on a number of companies that are not 
necessarily representative in a statistical sense, the experience may illustrate 
conceptually valid considerations about the meaning of ―lean‖. 
 The cases consist of a combination of interviews, observations and to some 
extent practical development work. The motive for case studies is to study a 
specific phenomenon closely within its natural context. However this is at the 
cost of not fully knowing its delimitations (Yin, 1994). The first longitudinal 
case study was performed in close co-operation with a large Swedish 
manufacturing company, Company A, which aimed to explore the possibilities of 
combining robot automation with a lean production philosophy. A joint project 
was initiated with the involvement of academic researchers, personnel from the 
company and personnel from a third party robot systems integrator. Open 
interviews were conducted with production management, operators, and the 
production development teams. Several workshops were conducted where 
representatives of both companies and university researchers discussed different 
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topics regarding robot automation and the lean transformation. Two Masters 
thesis students worked at the company for twenty weeks in 2008 to map the 
current state of production with a focus on automation. It is important to stress 
that Company A had previous problems related to robot automation, hence their 
participation in this project. 
 The second case study was performed at four companies in Japan. Company 
B is an automotive company known for its highly developed lean production 
philosophies to which limited access was granted. However, a participating lean 
production expert provided in-depth information about the manufacturing 
system. Company C produces electronic devices for consumer and automotive 
industries and is known for its advanced adoption of lean production principles. 
The researchers were granted a high level of access to this company, were able 
to interview both production management and production engineers and access 
the production facilities and get a close look at the manufacturing equipment. 
Company D produces air-conditioning units for the automotive industry. During 
this company visit the researchers were granted a high level of access to the 
manufacturing facilities, as well as interviews with production management and 
production development personnel. In addition, a sales manager from the robot 
manufacturer that supplied the industrial robots to the company participated in 
the visit and was also available for interviews. Company E is a robot developer 
from Japan. The visit to their advanced R&D plant and prototype labs and 
interviews shed valuable light on current and future developments in the 
robotics area.  
 The context of the study into Company A was a large production 
development project aimed at transforming their manufacturing system towards 
lean production philosophies. The case study was initiated in response to 
discussions at the company about whether it was appropriate to use industrial 
robots after the transformation. The transformation meant a radical change, both 
in company organization and in manufacturing system layout where almost 
every machine and station was to be relocated. During the re-structuring of the 
company a debate was initiated regarding whether their current automation 
equipment was suitable for the new production philosophies. Voices at the 
company were saying that ―industrial robotics adds complexity to the 
manufacturing system‖ and ―robotics and lean manufacturing do not fit 
together, they rather contradict each other‖. The general belief was that 
workstations that include industrial robots become too rigid and thus create 
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production systems that are inflexible and incapable of adapting to changes. The 
company also experienced many difficulties with their current automation.  
 The result of the case study included a better understanding of why there was 
a reluctance to use robot automation at the company. The production 
management was skeptical about the current automation solutions due to low 
availability. Several reasons for this low availability were identified during the 
case study. Firstly, many machines and operations were found in each cell. 
When several machines are connected, their individual availabilities are 
multiplied for the whole cell, making the cell more sensitive to small failures 
and shorter stops. Secondly, there was a diversity of types of robot solutions in 
the manufacturing system, because several different third party integrators had 
been contracted with very low levels of control over their respective system 
builds. Thirdly, many small stops appeared in the cells with no real follow-up on 
how these continuous losses could be dealt with. There were also some issues 
regarding the more general use of robot automation in the company. Fourthly, 
there was an over-reliance on external consultants, due to a low level of 
expertise of the operators and inconsistent design of the robotic working cells 
due to sparseness of design rules supplied to the system builders. Fifthly, no 
measuring tools were used to monitor performance indicators, which resulted in 
a low level of understanding of the current state. Finally, the high cost of 
manufacturing was due to over-reliance on external consultants and losses in 
productivity (c.f. Hedelind & Jackson, 2008). 
 The second case study was performed in order to investigate the differences 
between how Japanese and Swedish manufacturing companies use robot 
automation. While the visits to Company B mainly provided the researchers 
with a better general understanding of lean production principles, the visit to 
Company C gave more concrete examples of how they went about automating 
the assembly line. While Company C was primarily performing manual 
assembly, there was some automation; both workstations had fixed automation 
used primarily for testing and they had some robot cells with assembly 
operations. Interviews with production management revealed that the company 
had just started using robots in the assembly lines, with the aim of reducing 
costs. Strikingly, unlike the Swedish case, interviews with production 
engineering personnel showed that the company designed and constructed the 
robot workstations entirely by themselves. The company had chosen a Japanese 
robot supplier because of its geographical proximity, for service or support. 
However, they did not use the robot supplier or a third party integrator when 
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building the workstations. They only contacted the robot supplier if they needed 
support with advanced programming issues.  
 The overall impression of the assembly plant of Company B was that even 
though the assembly line was mostly manual, the level of technology and 
automation was quite high. The company had many poke-yoke (i.e. mistake-
proofing) solutions in each station, to ensure that the operator performed each 
operation correctly. As the company designed all the manual stations with these 
poke-yoke and automation solutions, they had a lot of competence within the 
production engineering department that could also be used in introducing 
industrial robot automation. Discussions with Companies D and E showed that 
Company D was a quite demanding customer, which was appreciated by the 
supplier and they had developed a very close relationship. The production 
facilities at Company D had a high level of automation, with a mixture of fixed 
automation and robotics. The company showed an active interest in improving 
the productivity of the factory and had developed new production system 
philosophies in the past regarding the use of automation. The company built all 
their workstations themselves and were very interested to learn new production 
technologies.  
 To summarize these two cases, there was a distinct difference between the 
Swedish and Japanese ways of going about automation. While the Swedish 
company suffered from low in-house competencies and too much reliance on 
external consultants, the Japanese companies were designing and building robot 
cells in-house. They built up a high level of knowledge and experience of 
advanced manufacturing technologies within the company and felt confident 
with their own production equipment. The problems and challenges identified at 
the Swedish company were further supported by the findings in the Japanese 
companies. The results indicate that industrial robotics is applicable in a lean 
production system. However, as companies strive to become leaner and 
eliminate waste, complex and complicated production equipment often results in 
disturbances due to rigid solutions. Continuous flow and reduced inventory 
highlight inefficiencies and pose new demands on the equipment used in the 
production cells. Four key areas were identified as important to focus on when 
developing robot automation to be used in lean manufacturing systems. Two 
important observations can be made when looking at the list of key areas. 
 Firstly, these areas are very interconnected – they overlap, and some areas 
may enable the others. Secondly, they are not specific to robot automation. 
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However, robot automation increases the need to focus on these aspects of 
designing a manufacturing system. The key areas are: 
 

 Ease-of-use. This area focuses on how to collate all the information 
needed from the robotic working cell and present it to the operator. It 
includes aspects such as how to set up the robot programs so that it is easy 
to implement changes in the cell, for example when adding new products 
to be produced.  

 Standardization. This is used to ensure that all robotic working cells in a 
manufacturing system are designed in a similar fashion, enabling 
operators to work with the different cells and recognize how the system is 
built. 

 Robust operations. Systematic methods of working with maintenance in 
order to ensure high availability of the manufacturing system. This also 
includes methods for deciding which key performance indicators to 
monitor in order to receive the correct feedback on how well the system 
works. 

 Visualization. These are ways of showing every person involved in the 
manufacturing system what is currently happening and why.  

 
Understanding the Meaning of Lean Robotics 
 
These two cases show that lean philosophies also have the potential to improve 
industrial competitiveness in automated contexts. However, complexity 
multiplies without human supervision, resulting in reduced availability. 
Moreover, unless personnel are trained to design and reconfigure their 
equipment, low levels of control and high dependence on external consultants 
will prevail as will the high production costs. Furthermore, without follow-ups 
and reliable measurement, learning will tend to be slow. Contrastingly, the 
Japanese example sheds light on the absolute centrality of knowledge and 
learning to maintain lean processes. On a concrete and practical level, the key 
areas presented could be used to promote development of automation in a lean 
manufacturing system – ease-of-use, standardization, robust operations and 
visualization.  
 From a human resources perspective, the key areas can all be seen as means 
of stimulating learning processes. As seen in the case studies above, the point of 
automation with a human touch seems to be to avoid uncontrolled systemic 
complexity in the interaction between machines that are programmed to handle 
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detailed complexity and to manage the systemic complexity of the production 
system through human supervision instead. Hence, the human ability is 
exploited while complexity is reduced in the machine interaction. On a general 
level, we see that rigid pre-programmed solutions are avoided for production 
systems that require learning, i.e. those that deal with constant change. Instead 
the speed, accuracy and endurance of automated machines and robotics are used 
for mistake-proofing solutions, i.e. integrating control at the very point of 
production to support learning of operators.  
 While these conclusions may generate straightforward recommendations for 
making automation and lean philosophies work together, we may also ask 
ourselves what is really meant by lean robotics. The case studies certainly show 
that there is a place for robot automation within the context of lean 
manufacturing. However, automation has to be implemented within the holistic 
and interactive margins of lean thinking about operations. Rather than assuming 
fixed starting points of a general and overall design of the production process, 
generating ready-made models of the world, the goal of the overall system can 
be understood as a consequence of the emerging goals of sub-systems. Hence, 
lean robotics would mean automation which supports an ongoing and distributed 
problem-solving activity with a strong emphasis on the knowledge and 
competence of the company‘s human resources. In other words, the challenge of 
lean robotics may be to maintain the innovative capacity of the workforce, 
making the meaning of lean truly a work in progress. This conclusion would be 
consistent with the difficulties experienced by companies trying to copy the 
Toyota production system, seeing it as a set of tools and production design, 
rather than as a dynamic learning process characterized by ongoing development 
and redesign, which renders flexibility to the system.  
 From the perspective of industrial renewal, the MDH experience of lean 
robotics clearly illustrates the virtues of extending the analysis beyond robotics 
alone and looking at the innovative role of robots from the perspective of the 
entire lean production system and its philosophy. Lean robotics has the potential 
to introduce new approaches to automation and possibly more general ideas of 
industrial renewal. The case of lean robotics illustrates both the need to think 
things through in advance to reduce complexity, simplify operations and create 
routines and procedures for supervising and correcting errors before they 
multiply. However, the case also illustrates the complementarity of man and 
machine, where structure is important but does not eliminate the need for human 
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capacity to both handle and generate complexity through reflection, enhancing 
repertoires of action into the unknown.  
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This chapter examines the manager‘s role in two different work systems: the 
industrial and the post-industrial. Management is intimately dependent upon 
context. The post-industrial work system is characterized by flexibility. The 
coordination between departments and people within an organization, and 
between the organization and its environment are not pre-defined by the 
organizational structures in the same way as they are in the industrial work 
system. A new managerial task therefore arises: to provide conditions and 
influence the emergence of coordination in tune with a changing environment. 
We call this the directing managerial task. This chapter aims to provide 
background on why the directing manager is needed and describe the directing 
task. 
 The industrial and post-industrial work systems represent opposite ends of a 
spectrum. The industrial work system is based on centralization, standardization 
and specialization, whereas the post-industrial system is founded in 
decentralization, diversity, and generalization (Kira, 2003). This makes a 
decisive difference with respect to the managerial task. Management is about 
planning, governing, and controlling so that the tasks of the enterprise can be 
conducted as efficiently as possible, and working with the development of 
production and the individuals. The post-industrial work system is much more 
complex and cannot be planned, managed, and controlled by one person - the 
manager alone cannot coordinate (Streatfield, 2001). The task of the manager is 
to provide employees with conditions that support communication, so that a 
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viable way of solving business tasks can emerge. Maintaining these conditions 
that provide a continual flow of solutions and structures enables the goals of the 
organization to be met.  
 The post-industrial manager must focus upon the actors and the interactions 
of the organization. The actors are the managers and employees and the 
respective social groups that they participate in. We maintain that the actors‘ 
understanding of and ways of talking about work and the market are constantly 
emerging, re-created and altered through the interactions between them. How 
the actors understand and communicate influences − and is influenced by − how 
they work and cooperate in order to solve the work tasks of the organization. 
Ways of working and joint habits therefore emerge from the interaction. This 
also applies to the relatonics; that is to say, the patterns of relationships that have 
emerged and in which they have been developed, and are used in solving all 
work tasks that jointly make up the tasks of the organization (Backström & 
Döös, 2008).  
 We maintain that managers have significant influence over the conditions for 
interaction. This managerial task, which has become important in the post-
industrial work system, is seldom acknowledged in the literature on leadership 
and education. Devices such as goals, administrative and technical systems, 
distribution of responsibility, the design of the physical work environment and 
the structure for formal meetings provide opportunities for interaction between 
actors and provide opportunities for managers to influence cooperation between 
employees (Backström & Soderberg, 2007). Above all, it is by participating in 
and directing interaction in the workplace that the manager can lead the work. 
The purpose of this chapter is to acknowledge and describe this directing work 
and managerial task. 
 The chapter begins with a thorough theoretical description of the industrial 
work system and what it means for the managerial tasks. This is followed by a 
discussion on the post-industrial work system and a presentation of how 
managers are directing the leadership task. Finally, we present some empirical 
examples of how managers work with the directing tasks.  
 
Dynamics and Leadership of the Industrial Work System  
 
The manager‘s work is first and foremost about ensuring stability, so that the 
continuous daily work is conducted with high efficiency and high quality 
without major deviations, in spite of the fact that conditions are constantly 
changing. Secondly, it is about enabling development, so that the business is 
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able to maintain its competitiveness in a changing world. The different work 
systems have different characteristics in terms of stability and dynamism. The 
industrial employment system is characterized by four concepts: 
 

 1.  Specialization: That the production process is divided into small steps 
where each employee has his or her limited task to perform in each step.  

2.  Standardization: That each step always leads to an identical product, so 
that there will not be any problems in the communication between the 
steps.  

3.  Centralization: In order for all subordinates to report to, and receive 
direction from a superior. 

4.  Mechanization: That the development of the production process is 
primarily by the mechanization of work tasks. 

 
What do these four points mean for the manager‘s work? Before we discuss this 
issue, we need to elaborate on work systems and their dynamics. A work system 
can be regarded as a network of actors bound together by a joint or overarching 
task. The actors have varying degrees of contact with each other and influence 
each other in various ways. Stability and dynamics in these types of networks 
have been studied, for instance to understand the development of the gene pool 
in the evolution of species (Kauffman, 1995). With the help of Solé and 
Goodwin (2000, p. 71-79), one can conclude that this research indicates three 
ways to achieve stability: Low values of K, high levels of channelling, and high 
values of p. In the following paragraphs we review these three ways of 
stabilizing a network and discuss their importance in the industrial work system. 
 K values specify how many other actors each actor is in contact with in the 
network. It turns out that if each actor has few contacts with others, the network 
is more stable than if each actor were to have many. Stability means that 
disturbances or changes at one point of the network do not spread. If each actor 
has many contacts, the entire network can be chaotic with each disturbance – as 
long as there are no other mechanisms that prevent this from happening. In a 
very simplified network in which all stakeholders are equal and have the same 
number of equivalent contacts with others, one finds a critical value of K 
between 2 and 3, i.e. when the actors have contact with beween 2 and 3 other 
actors. If each actor has contact with less than three others, then the network is 
stable. If each actor has contact with three or more actors then the network 
becomes increasingly chaotic. The industrial work system is characterized, for 
instance, by specialization and standardization. Both of these minimize the need 
for interaction between workers in order to perform the work task. 
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Specialization means that one does not need to interact with others in order to 
implement one‘s little part of the process. Standardization means that one does 
not even need to hand over the work to the next actor. The industrial working 
system therefore has a low K value, which increases stability. 
 Channelization receives its label when an actor‘s signal in the system 
determines the function of the entire system regardless of the nature of the other 
actors‘ signals. Many channelizations mean that there are many instances when 
signals from a single actor synchronize the entire network. The centralization of 
the industrial system means just this: that a senior manager makes decisions 
independently of what others say. Channelization occurs often in the industrial 
work system, which increases its stability. 
 The symbol p denotes the proportion of combinations of signals that provide 
the same function in the network. High values of p mean that there are many 
patterns of signals between actors that lead to the same result. Standardization 
aims to always provide a specific function within such tolerances, independent 
of variations. Combinations of deviations (such as the customer coming from 
another continent, a co-worker being sick, the raw material being unusually hard 
or a tool wearing out) should not cause the finished product to fall outside the 
tolerances. The industrial work system has high p, which means stability - even 
in this regard. The stability contributes to consistent quality and a high degree of 
predictability. 
 The result of this emphasis on the dynamics of the system is that the 
industrial work system seems to have been designed for high stability. The 
manager who administers the industrial work system and ensures its adherence 
is rewarded with stability. This is one side of the managerial assignment. The 
other side of the assignment – to drive development – is more problematic. It is 
not surprising that the industrial work system leads to problems with change and 
that many change projects fail. Therefore, it is often wrong to place the blame 
for failed change projects on co-workers who are unwilling to change. Instead, it 
is the dynamics of the industrial work system that hold back change. 
 The manager therefore has two tasks in the industrial work system. The first 
is to administer the working system of specialization, standardization and 
centralization and thus obtain the desired stability. This means ensuring that 
everything works as planned and that everyone does what they are supposed to 
do; that instructions, division of labour and the chains of command are followed; 
and that the technical and administrative systems are used as intended. 
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 The other task is to drive change. This may involve changing the work 
system with respect to parameters such as what is produced, how it is produced, 
and under what technical and administrative contingencies. Change management 
is also about developing the workers‘ competence to perform specific tasks. 
Since industrial work system dynamics often resist change, development work is 
often placed outside the organization. There are special functions and projects 
that are expected to initiate and implement change. We therefore create a 
division between those who produce and do the same thing every day and those 
who are supposed to be creative and innovative: inventing new structures, 
procedures, services, and products. 
 
The Directing Leadership Task in the Post-industrial Work 
System 
 
Working life has changed significantly in recent decades. The new working 
environment is described with words such as information society, global 
marketplace, business networks and joint development, flat and lean 
organization, work without borders, and a skilled workforce who seek 
fulfilment. The post-industrial work system can be described as the antithesis of 
the industrial work system. It is based on decentralization, pluralism, and 
generalization. 
 The concept of decentralization points to a different managerial role: one that 
is not about controlling subordinates, but is instead about providing 
preconditions for employee decisions and responsibility. Horizontal 
communication is central to the post-industrial work system for many reasons. 
The government of the employees in the industrial work system is external to 
them, in the organization and the manager. However, in the post-industrial 
system, the government is within the employee him or herself. This requires that 
the employee has a level of development, skills and information needed to act 
autonomously and simultaneously (Hagstrom, Backström, & Göransson, 2009). 
Not all employees satisfy these pre-conditions. Social support, interaction and 
communication between employees therefore becomes important. In addition, as 
with many organizations, producing a multitude of more or less similar products 
or services without coordination through centralization and standardization 
places great demands on communication between employees and different parts 
of the business. Finally, the idea that every employee should be a generalist and 
manage an expanded work content places many demands on a broadened 
individual competence. It also provides the opportunity to develop both 
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individual and collective competences, learning to cooperate in order to gain 
knowledge from other employees. 
 The industrial work system minimizes the need for communication. This 
creates stability, but also creates problems with change and development. The 
post-industrial work system requires rich and well-functioning communication. 
There are many opportunities for flexibility, change, and development. 
However, the mechanisms that stabilize the industrial work system (low K, low 
channelization, and high p) have disappeared and must be replaced with 
something else. We believe that this stability can be created as a result of 
autonomous employees integrating by feeling a sense of collective belonging 
and by a common work task with a shared vision. 
 The post-industrial work system places high demands on employees. It is 
therefore not surprising that stress and burnout syndrome follows in the wake of 
this development. It is important that employees have the resources and abilities 
to meet the new demands without consuming themselves. Otherwise, there is the 
ever-present risk that individual employees will encounter ethical dilemmas in 
which responsibility is not supported by resources. Opportunities for 
regeneration of skills and abilities need to be built into the work system. 
Employees need to be able to build competence-supporting relationships with 
each other through shared responsibility for work tasks. This provides them with 
colleagues to consult and share responsibility with, which often leads to greater 
job satisfaction and better work. We therefore believe that social interaction is 
key to healthy working life. It is thus important to focus on the collective 
community and co-workers‘ integration.  
 The manager in the post-industrial work system maintains the two previously 
described working tasks: the administrative and the development tasks. He or 
she is also able to delegate some of these tasks to employees. In addition, a third 
work task has emerged, which involves communication: the directing task 
(Backström, Döös, & Wilhelmson, 2006). The directing task involves providing 
pre-conditions and influencing both the interaction between individuals and the 
collective self-organization which emerges from it (Åteg et al., 2009). The need 
to direct interaction between employees and between organizations has not 
received sufficient attention in research and education, which still often sees 
interaction as a phenomenon either on the system/organization level or on the 
individual level. The directing task focuses on both of these levels and the 
interaction between them, and thus lies between and beyond the traditional 
scientific disciplines. 
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Emergence: A Different Way of Understanding Reality 
 
Theories about complex systems have been the meta-theoretical basis for the 
development of the idea of the directing task. This entails among other things, a 
different view of causality. We believe that the linear causality of the type A 
leading to B does not sufficiently explain social systems like organizations. If 
one wants to understand why a co-worker does as the manager says, it is too 
simplistic to say that the managerial instruction (A) leads to the co-worker‘s 
action (B). We believe that the structure of thoughts, actions and relationships 
emerge over time and strongly influence the chain of events. Whether the 
employee follows what the boss says depends on whether or not this is the 
normal way of going about things – but there is always a chance that the 
employee will choose to do otherwise. Particularly in the Swedish working life, 
there seems to be a tradition of autonomously acting employees (Backström, 
Granberg, & Wilhelmson, 2008). In one interview, a manager at a 
telecommunications company said that Sweden overcomes many bad 
managerial decisions because employees do not do what the manager decides 
simply because they regard it as a bad decision. In other countries, it is common 
for decisions to be adhered to, regardless of what employees think about them. It 
is not possible to predict or control what can happen in a complex system (such 
as a post-industrial organization) in the same way as in an industrial 
organization, where there is specialization, standardization and centralization 
when everything works, which produces an ordered rather than a complex 
system (Kauffman, 1995). As previously stated, the manager‘s role then 
becomes different. We have called the communication and associated supporting 
task the directing task. 
 In the directing task, we focus on the manager‘s mission to enable and 
influence emergence. By emergence, we mean the development of self-
organization. Or in other words, structures of thinking, acting and relating 
emerge (are created and recrated) in recurrent interaction between people, and 
these structures organize the following interaction between them, and thus their 
work. Employee autonomy and integration are two key conditions for 
emergence (Backström, 2009). Autonomy means that the employee can, knows 
how, and wants to be autonomous: 
 

 The employee can be autonomous in the sense that it is possible, 
permissible, and expected that each employee acts independently in the 
local situation. This is to say that he or she acts according to his or her 
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own interpretation of what is best, rather than following external 
instructions.  

 Knowledge of autonomy involves having the competence to act 
independently. This is based on the employee‘s knowledge and 
experience, available information, and the support that he or she can 
obtain from his or her colleagues. In addition, a subset of members in 
each social group need to have the ability to lift the perspective and 
understand each situation in a larger context. This involves being able to 
contribute with ideas about the organization‘s ability to respond with 
appropriate actions in various situations in order to avoid sub-
optimization. 

 Wanting to be autonomous means acknowledging the reasons for 
autonomy. It takes more energy and is more risky to design one‘s own 
way, instead of just doing what one normally does or is told to do. 
Reasons for doing this may include the eagerness of the employee to do 
their best for the team and the organization. Motivation to act 
autonomously can result from feedback on what one is doing – from 
colleagues, managers, and customers, as well as from external 
measurements of outcomes. Feedback also provides a basis for new ways 
of thinking and acting.  

 
The directing task involves autonomy with regard to letting go, showing trust, 
overcoming obstacles, and ensuring that co-workers have the resources they 
need, for instance to organize cooperation between co-workers who have use of 
each other‘s competence. 
 Integration involves the co-worker consciously or unconsciously lending 
themselves to the structures that emerge. We can divide these structures into 
three to facilitate understanding them: 
 

 Thought Patterns: When people communicate and exchange ideas, a 
shared understanding emerges. This often means that people who 
communicate have a similar understanding of things; they develop a 
consistent way of evaluating phenomena and events. A common direction 
to work towards can be created and co-workers can be motivated to accept 
it (Drath et al., 2008). Culture Psychology studies such processes 
(Shweder & Sullivan, 1993). 

 Action Patterns: Many believe that the fundamental reason for 
communication is to be able to coordinate actions (Ulfstrand, 2008). We 
create common patterns of division of labour where we expect people to 
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do the same as they usually do (Berger & Luckmann, 1966). These habits 
can then be legitimized by thought patterns. 

 Relatonics: i.e. the patterns of relationships. Interactions during work 
create relationships between people over time that enable a collective 
competence to perform work tasks (Backström & Döös, 2008). Each task 
has its own relatonics. 

 
The directing task in integration involves providing opportunities for 
communication and interaction. An example of directing leadership may be 
organization of the responsibility for a task to be shared by a number of people 
with different relevant skills who are jointly given a common task to solve. This 
requires cooperation and a common understanding of the purpose of the task, 
which can lead to the task being more skilfully managed as the skills of both the 
individuals and the collective evolve. 
 Creating the conditions for employee integration also means that as a 
manager, one provides resources for communication such as time for interaction, 
meeting structures and the spatial design of the work environment, that provide 
employees with natural meeting places. During meetings, the main task of the 
directing manager is to ensure that employees can participate and be active 
instead of having a one-way flow of information from manager to employees. 
This can be achieved by discussing issues in smaller groups and ensuring that 
everyone gets to have his or her say, and that the manager deliberately puts 
himself or herself on the same level as the employees to show that he or she 
takes a different role. The directing manager‘s role can be described as an 
educational group process leader, who sees themselves as an equal work partner 
with the ability to listen, take in new perspectives, and delegate responsibilities. 
In addition, managers need to work actively to develop employees‘ abilities to 
interact with each other. In a research project, using an interventionist design, 
we have trained managers who are interested in directing with skills such as: 
 

 Dialogue Skills: All involved in a conversation have a responsibility to 
express their ideas and experiences and argue for them, and to actively 
listen to the others and try to absorb their perspective in order to 
understand what they say and to be open to re-evaluating one‘s own 
understanding (Wilhelmson, 1998). 

 Social Climate: Especially to create positive and constructive talk habits 
(Losada & Heaphy, 2004). Awareness of how different ways of relating to 
each other − both verbally and through body language − affect the ability 



224 
 

to create good working relationships. Trust is another central ingredient in 
the social climate.  

 Improvisational Role (Olsson, 2008): This concerns affirming and 
building on the offers that others give; to acknowledge the common theme 
or the group idea that emerges from the conversation; releasing any 
potential plans that one has, and trusting the group‘s ability to find good 
answers and solutions for the topic at hand; allowing the group idea to 
become a vehicle in which to travel together to a more viable way of 
working. 

 
In addition to providing good opportunities for interaction and communication, 
the director‘s task involves influencing and participating in the interactions in 
the workplace. The manager‘s special role is to bring a comprehensive 
perspective of the organization as a whole, with a longer time horizon than most 
co-workers, given their respective tasks. The manager is also an important link 
between the organization‘s management and employees. He or she should 
contribute with the thoughts and ambitions of the management in the workplace 
and convey to management the ideas and structures that emerge among the 
employees, in order to legitimize them and support organizational learning by 
making them known and understood in other parts of the organization. Middle 
managers play a key role in giving and receiving regular feedback to and from 
employees and passing this information on so that the organization‘s 
management is in tune with the organization‘s actual operations. 
 Autonomy provides opportunity for change. However, if it is not balanced by 
integration, it can lead to fragmentation and chaos. Integration provides the 
opportunity to build on the past (what has been called memory). However, if 
autonomy is not balanced it leads to group thinking (Janis, 1972), collective 
oppression (Barker, 1999) and hence stagnation. However, if there are high 
levels of both autonomy and integration, a complex system emerges that can 
learn and develop, and can adapt to external changes and may even shape the 
future (Backström, 2004). 
 The emergence perspective means that managers‘ understanding of their role 
can change. The easiest way to understand this is to see the manager‘s role as 
reactive. The manager waits until it is necessary before doing something. Only 
then does he or she intervene and correct the situation. This means that the 
manager‘s work is controlled by events in the environment, which (to some 
extent) is true for all managers. This reactivity can be complemented with being 
proactive, trying to make the work function so well that the manager never 
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needs to be reactive. Being proactive means trying to control the environment. 
The emergence perspective provides yet another way of relating to the outside 
world, which we call generative. This means seeing the possibility that different 
actors in a joint communication process can create a new and better future for all 
parties (Lubatkin, Florin, & Lane, 2001). Co-workers jointly create their own 
future work environment and the way in which they work. The organization‘s 
various departments create the future organization together. The organization, 
along with its partners (such as other players in the region, customers, and 
suppliers) create the future market. 
 
Some Managers’ Words about Directing Leadership 
 
In closing, we would like to reiterate some ‖words regarding their directing 
role‖ from a group of managers with experience of directing. These managers 
received a year of training in the balanced task of the director: to simultaneously 
confine employee responsibility and create conditions for this in relation to the 
task and to each other. In other words, to organize autonomy and integration for 
the employee. In the final workshop of this research project they formulated 
keywords for a directing leader. A quote was chosen for each word by some of 
the managers to illustrate their meaning.  
 

Communicative: ―To ensure that everyone in the group listens to each other.‖  

Creating: ―To create conditions for creative meetings.‖ 

Goals/Frames: ―Trust is necessary, but not enough – there must also be some kind of 
governance.‖ 

Thoughtfulness: ―An organization works better if you like each other.‖ 

Trust: ―Trust and integration is necessary for the cooperation to work.‖ 

Guidance: ―To get everyone to move in the same direction: this involves having the 
stamina to have discussions; to allow everyone to talk.‖  

Innovation: ―That we think outside the box, change patterns, and be some kind of 
catalyst.‖ 

Listening: ―To have a close relationship with the employees: to see, be present, listen, 
support good ideas, and to give credit and affirmation.‖ 

Community Building: ―To be there, build relationships, and provide conditions for 
participation.‖ 

Role Model: ―I must like my job; this is the core. It is important to be humble.‖ 
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Chapter 16 

 
 

Management Control of Communities of 
Practice: Expanding an Oxymoron 

 
 
 

Erik Bjurström and Ulf Johanson 
 
 
 

Industrial renewal in the third industrial revolution has become closely 
associated with the idea of the knowledge society (Stehr, 1994), with its 
expectations of more intense interaction between universities and the 
surrounding society. Such ambitions have often been expressed through the 
notion of a triple helix of interaction between universities, industry and 
government (Etzkowitz & Leydesdorff, 1996, 2001), and a more interactive 
mode (‗mode 2‘) of research activities (c.f. Gibbons et al., 1994; Nowotny et al., 
2001). While technological innovation may play a crucial role in this 
transformation, managerial and organizational principles as well as societal 
institutions may support or hinder these developments. This chapter highlights 
the challenge of rethinking not only concrete practices, but also theoretical 
underpinnings that inform and legitimize them. Despite the practical need to 
accommodate Management Control (MC) practices with the increasing 
importance of Communities of Practice (CoP), combining these theories seems 
to create an oxymoron, i.e. a contradiction in terms. We therefore need to 
explore the possibilities of expanding the respective notions into a new and 
useful combination of different sources of knowledge. 
 In the knowledge society, knowledge has become the most critical form of 
capital. As a consequence, science has increased in importance. However, with 
knowledge as the central source of economic growth, it is more explicitly a tool 
and a commodity, adapted for concrete problem-solving, typically as 
combinations of knowledge from multiple sources brought together through 
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external resourcing in networks. In this new context of collaborative modes of 
research and development, established notions of control, organization and even 
of knowledge itself may be challenged. With the pressure from the practical 
interest in becoming productive in organized ways, academic tribes (Adams, 
1976) and other traditionally more closed communities are forced to expose 
their practices and theoretical credos to diversity and the challenges of practical 
problem solving. Such managed and heterogeneous heterarchies (Stephenson, 
2009) offer fundamental challenges to both everyday management and academic 
theorizing.  
 Hence, there is an urgent need to formulate consistent theory that embraces 
both the knowledge-creating perspective of CoP (Lave & Wenger, 1991) and 
notions of MC. However, while research is increasingly addressing MC in 
networks (Håkansson et al., 2010), the notion of CoP has largely been ignored. 
Likewise, the CoP literature tends to downplay managerial issues (Agterberg et 
al., 2010). Ironically, CoP theory may itself provide a plausible explanation as to 
why this happens. Drawing on Kuhn‘s (1962) notions of paradigms and 
revolutionary steps in the development of science, CoP theory provides a 
framework for understanding why notions of MC and CoP sit so uneasily 
together. Nevertheless, practical experience calls for new attempts to bridge the 
theoretical contradictions and tensions, as well as the corresponding tensions 
between researchers of different academic tribes.  
 In order to shed some light on these issues, this chapter focuses on three 
different levels of industrial renewal with regard to MC of CoP: the 
technological level, the level of principles, and the institutional level. We will 
first examine recent developments in MC as an expression of the level of 
technological innovations, both in terms of information technology and the 
invention of new frameworks, also reflected in their theoretical underpinnings. 
We then contrast the traditional MC framework with the assumptions associated 
with practice theory, specifically by examining how the notion of CoP 
challenges established managerial and organizational principles.  
 
Later Innovations in Management Control  
One of the most famous manifestations of the industrial crisis in the business of 
management control is Johnson and Kaplan‘s (1987) influential critique of 
management accounting. Under the heading ―Relevance Lost‖, they argued that 
the accounting-based tradition of internal control which had been so successful 
during the 2nd industrial revolution‘s era of mass production had increasingly 
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become part of the problem of declining competitiveness of western industry by 
the 1980s. Consequently, in the following years, a number of suggestions were 
addressed to come to grips with the narrow focus on financial accounting, 
typically associated with Anthony‘s (1965) insistence on a single dimension of 
measurement for the sake of calculable optimization. While not all the proposals 
were entirely new, an air of newness also came to 1960s Human Resource 
Accounting, which was extended by utility analysis into the calculative practices 
of Human Resource Costing and Accounting (Johanson & Henningsson, 2007).  
 For the accounting community, the appropriate response was to address the 
intangible resources of organizations. A number of definitions emerged from 
different perspectives during the 1990s. The International Accounting Standards 
Committee (IASC) engaged in defining intangible assets in order to include 
them in financial reporting, finally issuing a standard (IAS 38) in 1998, and 
making intangible assets identifiable and separable for more general notions of 
goodwill. While these efforts focused on the reporting of business assets, the 
Organisation for Economic Co-operation and Development (OECD) initiated a 
number of activities to explore the ability to recognize and measure intangible 
assets. The European Commission (EC) also followed this path, publishing a 
white paper in 1995 that argued, for example, for treating training and capital 
investment on an equal basis. In 1998 the commission also decided to support a 
six-nation research project named Measuring and Reporting Intangibles to 
Understand and Improve Innovation Management (MERITUM), suggesting a 
framework for measurement and management of intangibles in 2002 (ibid).  
 The idea of knowledge as a form of capital also gave birth to the more 
contested notion of Intellectual Capital (IC). OECD became an important actor 
in legitimizing the diffusion of the IC concept, which was first illustrated in 
supplements of Skandia‘s annual reports in 1994 and 1995. The popular 
categorization of human capital, relational capital and structural capital also 
became widespread and was used to conceptualize the invisible values hidden in 
companies‘ employees, processes and network contexts. A few years later, 
leading researchers in the field commented that ―the battle for acceptance of 
intellectual capital as a topic worthy of boardroom discussion and serious 
academic investigation has largely been won‖ (Guthrie et al., 2001). The 
following decade witnessed a growing interest in intangible assets and 
intellectual capital, illustrated in the global proliferation of many different 
reporting and measurement frameworks, e.g. by the Japanese government 
(Johanson, Koga, Skoog, & Henningsson, 2006; Johanson & Henningsson, 
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2007). While the vast diversity in terminology and reporting practices may have 
increased experimentation and local uptake of new reporting models, the lack of 
harmonization can also be seen as a barrier to broader uptake and practice 
(Boedker et al., 2008).  
 Among the more recognizable expressions of the technological innovation in 
the management control field is Kaplan and Norton‘s (1992, 1996) Balanced 
Scorecard (BSC), an exercise to set financial figures in relation to dimensions of 
internal business processes, learning, growth, and customer relations, all guided 
by the organization‘s vision and strategy. While this is only one example among 
other frameworks, it clearly signals the character of the main innovations in 
management control in recent decades: the move away from the narrow 
definition of management control through solely financial measures. As such, 
many of the suggested frameworks addressed the criticism against the lost 
relevance of accounting-based approaches to management control, and signaled 
both a return to more concrete measures of production processes and the 
ambition to grasp the invisible capital of e.g. knowledge and relations. 
Moreover, the fast development of ever more flexible computerized reporting 
systems allowed for more timely information distribution in customized reports 
throughout organizations in a way that had been unimaginable before. 
 While being innovative in both a technical and conceptual sense, most of the 
suggested reporting models still bear implicit assumptions of traditional 
hierarchical organizations and conventional notions of e.g. human motivation, 
the role of information systems and control doctrine. Hence while practitioners 
experiment to cope with new organizational realities of collaboration and 
horizontal relationships, researchers still struggle to come to grips with 
theoretical models to better illustrate the more complex logics of control. With 
its focus on measurement, MC has been associated with positivist assumptions 
of measurement as valid representations of an objective reality (c.f. McKernan, 
2007), simplistic notions of organizations (Hofstede, 1978; Otley & Berry, 
1980), motivation (Drucker, 1964) and predictive models (Otley, 1999, 2001; 
Otley et al., 1995), implicitly assuming stable or linear and deterministic 
environments allowing for prediction. Giglioni and Bedeian (1974, p. 301) 
commented early on that the development of 20th century management control 
theory needed to ―bring control theory to new levels of sophistication and, above 
all, pragmatism‖. This was later echoed by suggestions to put ―the management 
back into management accounting‖ (Otley, 2001, p. 243) and the need to relate 
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management control theory to field studies of management control practices 
(Berry et al., 2009).  
 Otley and Ferreira (2009) highlighted the need to focus not only on specific 
aspects of control systems but instead to try a more comprehensive and 
integrated approach, commenting that our understanding of MC systems will be 
piecemeal as long as researchers ignore the interplay between different control 
mechanisms operating simultaneously. In a similar vein, Broadbent and 
Laughlin (2008) lamented the concentration on measurement rather than the 
broader notion of management of performance, narrowing down the 
understanding of what constitutes performance management systems (PMS). 
Hence, as Otley (2008) argued, we need to move outside the confines of 
management accounting and even management control systems rid ourselves of 
the blinkers in our thinking that prevent studies approaching practice.  
 Commenting on recent developments in MC research, Berry et al. (2009) 
noted three main features that have strongly influenced its later development. 
First, MC is a reciprocal activity with fundamentally uncertain and sometimes 
totally subverted outcomes of attempts of one group to impose controls upon 
inherently self-controlling sub-groups. Second, acknowledging MC systems as 
socially constructed artifacts that shape social contexts makes the interplay of 
rational design and socially constructed realities interesting. Third, there are so 
many relevant dimensions influencing control activities and their consequences 
– often working in opposing directions, varying from situation to situation and 
developing dynamically over time – that the establishment of an integrated 
contingency theory with deterministic specification seems all but unfeasible. In 
other words, the results of MC research points in a direction which has lately 
been termed ―practice theory‖. 
 The last decades‘ development of new management control models and 
frameworks clearly illustrates the move from a traditional accounting-based 
notion of control towards a search for new ways of including knowledge as the 
most important form of capital in both reporting and management. The 
experience of this era of experimentation has suggested a stronger emphasis on 
the management of knowledge, intangibles or intellectual capital and not only on 
measuring it. Kaplan and Norton (2001) summed up their experience, 
commenting that ―Several years ago, we introduced the Balanced Scorecard. At 
the time, we thought the Balanced Scorecard was about measurement …‖ (p. 3) 
and also bringing an end to the tendency to allow the ―best to be the enemy of 
the good‖ by demanding perfect reports with valid data for every measure (p. 
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364). Instead, they emphasized the need to make strategy everyone‘s everyday 
business, i.e. to let strategy become everyday practice. However, how this comes 
about is typically still treated out of quite traditional assumptions of human 
motivation in hierarchical contexts.  
 A specifically interesting stream of research challenging such assumptions is 
the growing branch of accounting in networks. With the strong connections to 
unconventional modes of organizing, typically addressing not only vertical but 
also horizontal modes of control, accounting in networks as a genre is promising 
as a source of renewal not only of management control frameworks, but also of 
their underpinning theories, addressing the level of managerial and 
organizational principles. In their overview of the research genre, Håkansson et 
al. (2010) illustrated the theoretical richness of the field, spanning transaction 
cost economics, industrial-network approaches, actor-network theories and the 
institutional theory perspective. However, despite the theoretical breadth of the 
genre and the increasing emphasis on the notion of MC practices, the theoretical 
tradition of CoP is largely missing. Hence, there are good reasons to explore the 
possible contribution of CoP to the level of managerial and organizational 
principles. 
 
Practice: Reconsidering Managerial and Organizational 
Principles  
The notion of CoP has had an impressive career over the last 20 years (Wenger, 
2009b), both as a theoretical concept and as a policy concept, not least by 
attracting scholars and practitioners with an interest in learning organizations, 
organizational learning and collaboration across competencies, organizational 
borders and between academia and the rest of society. As we will see, practice 
theory not only addresses the fundamental questions of MC, but also offers 
excellent challenges to the typical blinkers of MC assumptions.  
 A basic challenge of social science has been to handle micro and macro 
explanations to human behavior, i.e. whether people‘s actions are based on 
rational free will, or a result of rule following and expressions of general laws of 
behavior. This problem has also been addressed as a matter of ‗agency‘, i.e. to 
what extent and how individuals make a difference or not in society. The 
problems in formulating a valid contingency theory of MC can be understood as 
an expression of the difficulties of predicting human behavior and the effects of 
implementing MC systems in organizations of different sizes, business areas, or 
other characteristics.  
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 The practice turn within social theory has the role of human agency at its 
heart, and acknowledges the failure of science to predict human behavior. 
Czarniawska (2004, p. 13) even saw this failure as the greatest achievement of 
social science: an acknowledgement of the intelligibility of unpredictable human 
action through its sense of purpose. The notion of practice thus not only 
challenges dominating assumptions of MC theory, but also draws on both 
theoretical and methodological reflections, not least within the sociology of 
knowledge, with Kuhn‘s (1962) notion of paradigm as an important landmark. 
Addressing the role of human agency in MC frameworks also means 
challenging many fundamental paradigmatic assumptions of MC. However, 
given the uncertain outcomes of attempts to impose controls on people, 
themselves being such active co-creators of MC arrangements in practice that 
outcomes become unpredictable, dominant theoretical blinkers may need to be 
challenged in order to inspire practical sophistication. 
 The theoretical notion of ‗practice‘ clearly differs from the everyday 
distinction between theory and practice. Later contributions within the 
‗alternative‘ stream of research, drawing on the work of Giddens, Bourdieu, 
Foucault and Latour have highlighted the agency of individuals, i.e. their ability 
to make choices, as well as the fragility of meaning (Baxter & Chua, 2003). A 
characteristic feature of what has been called the practice turn in social theory 
(c.f. Orlikowski, 2000; Schatzski, 2005; Whittington, 2006; Chia & Holt, 2006; 
Ahrens & Chapman, 2007; Chua, 2007) is the recognition of practice as the site 
that determines what happens. Peoples‘ choice of action shapes the practice, 
which in turn makes up the situational context in which choices are made. 
Consequently, freedom of action is not absolute, yet at the same time people 
have a choice and can make a difference. Whittington (2006) argued that a 
practice perspective assumes that society, activity and actors matter equally and 
that people ―may play the same hand differently according to their skill and the 
flow of the game‖ (p. 615). In other words, action should be understood as an 
outcome of what the situation allows for and what people choose to do. 
 Ahrens and Chapman (2007) argued that the possibilities of MC systems as a 
resource for action remain a key question for MC theory. In their study of the 
use of accounting in the restaurant industry, they found that practitioners drew 
on performance metrics to establish a shared understanding of what it meant to 
do well, but were nevertheless not ruled by the numbers. They further 
emphasized the role of managerial intentions conveyed through accounting in 
practice: managers drew skillfully from accounting to motivate and create 
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understanding of their intent. Hence, given the programmatic character of 
accounting manifested in action, where it takes on a structural character and a 
constitutive role in organizing through its reach, they argued that a practice 
notion of management control systems should be conceived as structures of 
intentionality. 
 The notion of practice emphasizes the social context in the CoP as the 
decisive situational condition setting the stage for action. This also means that 
motivations become more than simple behaviorist responses to stimuli, instead 
they are interwoven with the social norms, expectations and the practical 
everyday activities in the community. Hence, the intentionality of organized 
activities can be traced and felt in mundane everyday practical arrangements. In 
this sense motivation may be hard to separate from sense of purpose or even 
sense of identity, leading to more intrinsic motivation emanating from being part 
of a social practice. Hence, the notion of CoP suggests more complex notions of 
motivation than are often assumed by MC frameworks, which typically 
emphasize the central role of goals and rewards and external sources of 
motivation. Consequently, traditional conceptualizations of decision-making 
paint an inadequate picture of the contextual situation (Schatzski, 2005). On the 
other hand, context never becomes fully determining of behavior, thus creating a 
permanent uncertainty between e.g. the implementation of a MC system and the 
resulting actions and outcomes.  
 The insistence on the importance of the practical and social context also has 
consequences for the notion of knowledge and the status of measurements. In 
essence, the CoP perspective boils down to its view on the character of 
language. Rather than assuming the positivist view of language and 
measurement as a representation of reality, a CoP perspective instead suggests a 
―language-game model of communication‖ (Boland & Tenkasi, 1995). 
According to this model, knowledge and methods for obtaining it are objective 
only in the sense that they may be ratified as objective by a specific community 
of interpretive conventions. Furthermore, it is only within such a community 
that consensus can be reached about the meaning of terms. Even then, meanings 
of words are not fixed but change over time and space. In other words, 
according to the language-game view, language does not represent thoughts and 
objective knowledge, instead language is both thought and knowledge and the 
limit of our language is therefore also the limit of our thoughts and knowledge 
(ibid). Knowledge therefore evolves by inventing new language-games, i.e. by 
coining new terms or by using them in new ways. All knowledge therefore 
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necessarily refers to or is interpreted in relation to the specific practices of a 
specific community, not least through its use of language. 
 An important consequence of the CoP perspective is that it eliminates the 
distinction between ―theory‖ and ―practice‖. Rather than seeing some peoples‘ 
knowledge as more valid than others, CoP insists that all human activities, even 
research activities, are practices. Hence, doing research and formulating theories 
is as much a practice as the practice of everyday management, which may be the 
object of the study. However with their specific tools, nomenclature and ways of 
doing, the researchers‘ reality is different to that of the manager he is trying to 
analyze. Consequently, they understand different things and draw very different 
conclusions from the same situations. Their foci are different as is the language 
they use to make sense of different phenomena. Using measurements rather than 
everyday experiences as tools do not make the researchers‘ picture more valid 
than the knowledge of the practitioner. Instead, both researcher and practitioner 
are practitioners, the only difference between them is the nature of their practice: 
the practice of management and the practice of research respectively. In a 
similar vein, the knowledge and perspective of the manager is not more valid 
than the perspectives of his or her subordinates. It is merely a different, and not 
a superior, perspective. 
 In metaphorical terms, the CoP theory paints a picture of an absolutely flat 
epistemological landscape where everyone‘s knowledge only refers to the 
practices of his or her community (Abbot, 1884). Since no individual is able to 
get in touch with reality other than through the practices (including tools, 
methods, terminology) of his or her group, nobody can claim to have a better or 
truer knowledge than anybody else. The notion of truth therefore refers more to 
the degree of social consensus on a fact within the group than to any more direct 
correspondence between a statement (i.e. utterances, sounds, or symbols 
representing sounds) and a phenomenon. Hence, while we still have to accept 
and adapt to the brute forces of physical reality, there is no self-evident basis for 
our interpretation of these events. While the world ―out there‖ exists, there is no 
privileged or objective description of the situation. Instead there are many types 
of evidence which are all narratives of how we make sense of the world (Wicks 
& Freeman, 1998). 
 As shown above, the CoP perspective offers what is almost the antithesis to 
conventional MC assumptions about managerial and organizational principles. 
Rather than assuming MC systems to be efficient per se, a practice perspective 
introduces agency as an uncertainty regarding people‘s reactions to control 
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efforts, at the same time as notions of motivation become more complex and 
nuanced. Furthermore, rather than assuming a straightforward relationship 
between measurement and reality, CoP theory questions the objectivity of any 
measure and stresses the need to contextualize terms and measurements to 
understand their meaning in the local situation. In addition, seeing organizations 
as an absolutely flat landscape with respect to the knowledge held at different 
levels also means questioning the conventional wisdom of seeing top 
management as wielding more authority due to their being more informed than 
other who only have local experience. Rather than having better or more valid 
knowledge, CoP theory suggests that every community has different knowledge 
of the same epistemological status. The remaining question is therefore how MC 
can be used to influence the knowledge creation processes within CoPs, i.e. how 
MC can make things work, or how it should be used to avoid limiting the 
potential of such communities. Whether or not, or to what extent, the 
perspectives of CoP and MC can be combined still seems to be an open question 
and the combination of the concepts still bears the appearance of an oxymoron. 
 
Extending an Oxymoron: Challenging Academic Tribes … and 
Others  
An oxymoron is a combination of contradictory or incongruous words or 
something that is made up of contradictory or incongruous elements (Merriam-
Webster, 2010). To a large extent, this description can be said to apply to the 
combination of typical notions of MC and the typical notion of CoP, or even 
practice theory more generally. As shown above, many of the basic assumptions 
of the major MC frameworks contradict the fundamental ideas of CoP. 
However, at the same time, there are tendencies and developments in both 
theoretical traditions that indicate a possibility of convergence, given a 
broadening and expansion of their respective traditions through revision of their 
respective fundamental assumptions. This section will discuss their possible 
expansion in the light of experience from a Swedish university, allowing for a 
partial integration of the concepts.  
 The university is probably the most experienced university in Sweden with 
respect to co-operation between the university and the surrounding society 
(Brulin, 1998). Although this track record necessarily involves many people, 
there is little doubt about the decisive roles of specific individuals in inspiring 
the collaborative spirit and lowering the fences between academia, industry and 
public organizations. Interviews with centrally placed actors, as in Chapter 19, 
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reveal the power of unconventional initiatives that transcend the established 
roles of e.g. professors and industrial leaders. ―War stories‖ about making deals 
concerning collaborative projects on the spot – for instance in a parking lot – to 
save time and create a win-win situation for industry and academia in times of 
recession - provide a sharp contrast to the everyday experience of academic 
bureaucracy. There is no doubt that the results could hardly have been achieved 
solely through the uni-directional planning and control systems of any of the 
involved parties. Furthermore, the experience of making trustful deals involving 
individual risk for the people involved in the respective organizations also seems 
to have inspired a sense of relatedness and common ground beyond the more 
short-sighted goals of the respective organizations.  
 Despite the need to defend initiatives in terms of alignment with the strategic 
goals of the respective organizations, the habit of making trustful deals timely 
enough to exploit win-win opportunities seems to have fostered identification 
and a sense of purpose beyond the direct benefits of the contract. While being 
part of the exclusive groups making such deals seems to bring an individual 
reward for the person qualifying to become such a discussion partner, the norms 
within the conversations and negotiations seem to maintain their focus on the 
long-term prosperity of the region, for the sake of future generations if nothing 
else. Hence, in many ways CoP theory helps to highlight several of the crucial 
aspects that energize collaborative efforts: the sense of belonging, the sense of 
purpose, the importance of history and habit, the balancing of short-sighted 
individual calculation with more practical, social and even emotional aspects of 
decision-making. This type of social transition of representatives of different 
organizations into a group of different participants – from the same group – is 
barely analyzable with conventional MC theory. In sharp contrast, CoP theory 
can explain the transition from a heterogeneous herd of representatives from 
different organizations into a community that shares values and visions, if not 
knowledge and identities. This description also holds many similarities with the 
stories told from more local initiatives and project groups.  
 While the above describes the nuts and bolts of a real-life triple helix and 
interactive mode 2 research efforts, the CoP interpretation is only one side of the 
story. Evidently, even deals made in parking lots sooner or later become rows in 
databases which are aggregated into annual reports and monthly accounting 
reports in between. Hence, neither the CoP or the MC story of events can be 
entirely discarded. However, there is still a mismatch in theoretical foundations. 
Would a sunsequent theoretical reconciliation be possible? Could the oxymoron 
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of MC of CoP be extended to create an overlapping zone of communication 
between the theoretical fields large enough to inform and legitimize 
collaborative efforts in the emerging knowledge society? In order to inspire such 
developments, the last section of this chapter will be devoted to some 
suggestions concerning the strengths and limits of the respective perspectives 
with the hope of motivating reconciliation. However, such attempts are always 
made at the risk of provoking one academic tribe or another.  
 First of all, while a practice perspective highlights and may even explain the 
well-known communication challenges both within and between organizations 
and among individuals, the standpoint that communication is almost impossible 
is neither theoretically evident nor very practical as advice. Alternatively, the 
point of practice theory – looking at language primarily as a social practice with 
meaning of utterances as a secondary and contextual issue – balances the 
common sense view that meaning resides in the words themselves. While it may 
be useful to think about the challenges of communication, especially when 
communicating over social borders, everyday experience also tells us that 
dictionaries are useful and that we are able to communicate with quite distant 
customers, providers, business partners, governmental authorities, etc. 
Furthermore, even though text on a sheet may only be signs indicating sounds 
(c.f. Zuboff, 1988), in practice people seem to reach a good enough level of 
coherence of understanding by reading each other‘s texts to be able to cooperate 
or at least communicate in meaningful ways. 
 Furthermore, the narrow behaviorist notion of motivation that MC inherited 
from economics seems too narrow in many cases, especially for explaining 
collaborative phenomena. Berry et al. (2009) commented on the need to 
integrate notions of collaborative behavior in MC research: ―Many organizations 
with high levels of dependency on innovation and performance have discovered 
that collaborative rather than conflictual relationships give better results‖ (p. 15). 
At the same time, the notions of close and continuous relations so typical of CoP 
theory may be questioned as a basis for collaborative behavior. Blackler and 
Regan (2009) argued that earlier developments of practice theory focused on 
craft work in clearly bounded groups doing complex but familiar tasks. 
Unhappily, such conditions have become far less common in the last 20 years. 
Instead, work is increasingly done in groups that fade, intermix and are 
reconfigured in contexts characterized by more visible uncertainty and 
contradiction. Consequently, theoretical development of practice theory should 
orient itself towards object-centred sociality (Knorr-Cetina, 1997, 2001; Knorr-
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Cetina & Bruegger, 2000) and distributed agency (Schatzski, 2005), i.e. towards 
a more functional and perhaps less organic view of communities.  
 Although this concern is underlined by new patterns of interaction, e.g. in 
networks, the issue is not new. The emphasis on homogeneity or tensions within 
communities of practice has varied in different writings (c.f. Brown & Duguid, 
2001; Cox, 2005; Novicevic et al., 2007). Moreover, Lee and Williams (2007) 
suggested that the CoP perspective is too broad to depict the distributed 
entrepreneurship that is often aimed at when talking about learning communities 
within innovative organizations. While other aspects have been implied or 
sometimes emphasized, the primary preoccupation of CoP theory has been on 
learning rather than on organizing or control (Wenger, 2009b). Consequently, 
while CoPs and a practice notion of MC may seem compelling, little empirical 
or conceptual work has been done to address the vertical MC dimension of 
organizing communities. Ahrens and Chapman (2007) described the systemic 
aspect of organizing as the structures of intentionality emanating from the local 
explanation and contextualization of MC figures, and taking a structural 
character throughout the organization. However they did not discuss challenges, 
tensions or communication across vertical echelons of command. Hence, while 
explaining the local functions of figures, their practice notion of MC remained a 
genuine micro-based bottom-up approach. In line with the notion of distributed 
entrepreneurship, Blackler and Regan (2009) suggested an exploration of 
‗Collective Intentionality‘, i.e. future-looking, non-routine conception of 
practice as an alternative to previous research. 
 From a learning governance perspective, Wenger (2009a) discussed the 
balance between stewarding and emerging governance, and the tensions between 
vertical and horizontal accountability. While warning of the tendency to 
demonize vertical accountability and romanticize local engagement in practice, 
Wenger pointed out that experience says that vertical accountability structures 
are normally not designed to encourage learning, are compliance-based and that 
power and expressiblity tend to be one-way. With the learning perspective of 
communities of practice, all practices – however unique and different – are also 
the same: ―all practices are practices‖ (Wenger, 2009b, p. 9). In other words, 
from an epistemological viewpoint, no practice can claim its knowledge has a 
higher degree of validity, giving academics and top management the same 
epistemological status as people on the shop floor or on the street. By extension, 
this may lead to a questioning of the legitimacy of management power. 
However, while the influence of higher management levels on the conditions for 
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local learning were addressed, the relationships between different management 
levels were not discussed at any length.  
 Stephenson (2009) argued that heterarchies should be understood as 
collaborative endeavors whereby organizations are networked together. 
Heterarchy is very difficult to implement as it requires a well-designed and 
coordinated network, ensuring alignment and common connections, largely 
through performance measures. Schein (2009b) commented that some concrete 
examples of how such heterarchies were created and what enabled them to 
function would be enormously helpful. Furthermore, for the trust-building 
process to work, the motive for collaboration – balancing self-interest – must be 
present. From this point of view, collaboration can be viewed as a process of 
mutual assistance, a type of process that is often absent in the capitalist frame of 
reference, which elevates competition as the basic motivator (Schein, 2009a). 
 Thus, while compelling in its capacity to explain collaborative behavior, CoP 
and practice based perspectives tend to ignore managerial issues (Agterberg et 
al., 2010). The dilemma thus becomes to balance phenomena of emergent self-
organization and autonomy with formal MC influence on the other hand. There 
have recently been many calls for research that balances control and autonomy 
and systematically disentangles and analyses governance mechanisms from a 
micro-level perspective. This is only one indication of the inability thus far of 
present literature on MC and knowledge management to adequately explain how 
CoPs can be managed without being killed (ibid). There is therefore still 
important work to be done. 
 
Epilogue  
Discussing the practicalities of how to increase academic relevance, Hillman 
(2009) suggested that researchers talk to each other within divisions, across 
division, across disciplines and with practitioners. One of the ways envisaged to 
improve the state of the art in practical theorization was to encourage more 
holistic models built on different theories from different areas. This signal, 
coming as it does from one of the most prestigious journals in the management 
field is of course very encouraging. However, the question is whether the 
academic community is mature enough to take on the challenge of 
unconventional theorizing for the sake of practical relevance. Here, despite 
impressive levels of technological innovation and even reconsiderations on the 
levels of principles, the institutional level may offer the toughest obstacles.  
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 Broadening the MC perspective to eventually overlap with the CoP view 
would also mean readdressing some of the proposed research questions. For 
instance, the configuration of the control arrangements may not only or even 
mainly be a matter of the kinds of measurements, i.e. what information is 
gathered. Instead, what may really matter is the design of relations of 
accountability and the character of the deal: either contractual – being ultimately 
dependent on predictive models, or moral, and designed to cope with even the 
harshest tempo of change and challenges to perception. Ultimately, we may ask 
whether the relevant control arrangements, while in practice being both, should 
be described as informational systems or social systems of predominantly social 
control emanating in organization-wide structures of intentionality (Ahrens & 
Chapman, 2007). In other words, a CoP view offers very different perspectives 
to those offered by traditional MC frameworks. 
 Even more generally, the CoP perspective may present an even more 
frightening challenge to any system of power that is based on belief in authority 
and legitimacy rather than arguments. Is it possible that the future of academic 
life will no longer provide the old types of closed communities guaranteeing 
orderliness? Can it be that the future of academic life will mean a constant 
challenge from competing ideas in well-organized heterarchies, paying no 
respect to knowledge if it doesn‘t show itself to be useful in practical problem-
solving? Will the logic of communities and the need for efficiency bring 
together CoP and MC practices in a way that questions old conventions about 
the very nature of knowledge as objective, respected at a distance and depicting 
reality rather than acting on it? This may well be how the next wave of industrial 
renewal will come about. 
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Part IV 
 

INSTITUTIONAL RENEWAL − 
CHANGING THE CONTEXT FOR 

INDUSTRY 
 

Erik Bjurström 
 
 
 
The last decades have in many ways been turbulent and dramatic, not least in the 
context of Swedish industry and working life. From being famous for its 
productive stability in the ‗Swedish model‘ of corporatist solutions, involving 
organized interests in decision-making throughout the governmental 
administration, the situation suddenly changed at the beginning of the 1990s. 
These changes were far from unique to the Swedish context, but arguably 
shocked a nation which had built its progress on welfare state capitalism based 
on a strong consensus around consensus-seeking and negotiation mechanisms 
for handling conflict of interest, e.g. between labor market parties. Within a few 
years it seemed that the traditionally strong issues of e.g. working life health and 
democratization had been substituted for an opposing agenda, focusing on the 
external demands for change in the workplace and in the economy as a whole.  
 This constituted a rapid change of agenda. Bjurström (1999) remarked that 
within a few years the descriptions of a new context for industry and working 
life had reached such a strong position that they no longer needed to be defended 
or argued for. The transforming role of information technology, with the internet 
and social media together brought about a new world of globalization, in turn 
leading to weakened states, increasing privatization and deregulated markets 
allowing capital, people and knowledge to flow across borders, increasing the 
role of international cooperation and transnational organizations, in turn 
reducing the relevance of national political parties and democratic elections. All 
of this came to be self evident and for many years it seemed that there was no 
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option but to surrender to the inevitable forces of human development, and to 
move into an era of globalized liberal democracy and capitalism. In this way the 
statements about the new environment were no longer merely matters of fact, 
but instead a matter of meaning: to give meaningfulness to new policies and new 
agendas (ibid.). 
 The more problematic parts of the discourse were the deterministic 
tendencies to explain the development as a historical necessity and a logical 
consequence of human development as such: as natural states, driven by natural 
(historical) forces, often referring to science or economic theory to demonstrate 
them to be the only and necessary path into the future. Societal development was 
no longer driven by the spirit of Olof Palme‘s (1968) famous quote: ―politics is 
wanting something‖. Instead, the development seemed to be driven by forces 
other than human choices and needs. Indeed, humans no longer seemed to have 
much influence over the direction and speed of the construction of the new 
society. These deterministic tendencies went so far as to provoke a liberal 
student organization, Fria Moderata Studentförbundet, to accuse the leadership 
of the leading liberal party Moderaterna of having more to do with Marx‘s 
historical determinism than with classical liberal beliefs in the power of human 
dreams (Svensk Linje, 1996). 
 There is little doubt that Anglo-American capitalism came to dominate 
institutional development (c.f. Collison et al., 2010) in the globalized economy. 
However, what has become more controversial over time is whether this can 
really be proclaimed as ―The End of History‖, as Francis Fukuyama puts it 
(Fukuyama, 1992). This phrase refers to the absence of ideological competitors 
to liberal democracy at the end of history. In the last few years, empirical 
outcomes have shown that the rumors about the death of ideology have been 
greatly exaggerated, perhaps most clearly stated in Kagan‘s (2008) claim of a 
return of history and Žižek‘s (2008) defense of lost causes. As Kagan (2008) 
points out, the globalization of the economy has not forced all countries into 
democratic reform. On the contrary, both China and Russia provide illustrative 
examples of how economic growth can combine with autocratic governments 
who threaten to close themselves around nationalistic control, in turn creating a 
political situation that resembles the 19th century more than the cold war. Hence, 
nationalist or revanchist tendencies may be as strong as the urge for material 
wealth. Žižek (2008) pushes this point even further, arguing that while Soviet 
communism surely died in the early 1990s, the dream of a righteous society is 
not likely to die very easily. In China, there is an ongoing reappraisal about the 
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relationship between the market and the state, not least in the promotion of 
innovation (Huang, 2008). Hence, in many ways, the utopias and governments 
are back in the game.  
 From a social science perspective, a critical question is how changes in the 
institutional environment come about at all. An overly structural or deterministic 
view leaves little room for individuals to make any difference at all. On the 
other hand, an exaggerated focus on individual actors denies the influence of 
institutional parameters on perceptions and decision-making. A more balanced 
view would emphasize the interaction between individual and structural 
conditions, not least in the flux of events and decisions over time. Lately, 
practice theorists have tended to emphasize the role of human agency in trying 
to understand the dynamic interaction between individual and context. Action 
should be understood as an outcome of what the situation allows for and what 
people choose to do: society, activity and actors matter equally and people ―may 
play the same hand differently according to their skill and the flow of the game‖ 
(Whittington, 2006, p. 615). Hence, such a view addresses old issues about the 
degree of human rationality, ranging from fully rational economic-man models, 
through notions of bounded rationality, to garbage-can views of decision-
making. These general models are also highly relevant when discussing 
institutional change, how it comes about and what rational expectations of actors 
and institutions should look like.  
 In the first chapter of this section, Johansson illustrates in detail the 
developments around the fall of the Swedish model and seeks to prove the 
strategic intentionality in the decision of the Swedish Employers‘ Confederation 
(SAF) to unilaterally withdraw its representatives from government boards. This 
case shows the strategic impact of the move of a single actor, causing a 
profound change in the roles and interactions, not only in the labor market, but 
also generally throughout the governmental agencies, and by extension in the 
working of law and regulations in most spheres of interest. In other words, 
SAF‘s withdrawal clearly illustrates the role of human agency in a situation 
where rational decision-making seems quite possible, given the insight that their 
participation in different boards was necessary to maintain the workings of the 
Swedish model. As it was, the power to reshape the institutional environment 
lay fully in the hands of either of the parties that wanted to see a change.  
 The second chapter, also written by Johansson, instead of illustrating the 
power inherent in being part of the structures, examines the case where the 
power lies in the hand of the one playing the cards skillfully enough to exploit 
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the situation through timing rather than brute force. The case also illustrates the 
interplay between analysis and rational strategic thought on the one hand and the 
role of hazard and even confusion on the other. The story of how SAF 
succeeded in convincing the Social democratic government to put forward a 
suggestion that led to a parliamentary crisis and a crisis of confidence between 
the labor unions and its members also has almost counter-factual traits. Had 
SAF‘s strategy not succeeded and had Sweden instead implemented the ―stop-
package‖ policy, the institutional preconditions for industrial renewal in Sweden 
would have looked very different. As such, the chapter also emphasizes the role 
of voluntarism rather than determinism in the evolution of institutions.  
 In the third chapter, Stranne reviews the developments towards a new 
institutional policy of trade unions in Sweden. His account illustrates both a 
sense of pragmatism and an evolving new balance between the actors in the 
labor market and their perspectives on the need for a renewed agenda for the 
development of working life and competitiveness of Swedish industry. As such, 
the chapter shows how the labor unions tried to regain the initiative given the 
new institutional context. It also illustrates how the labor market actors try to 
find new roles and new bases for constructive agreement, arguably looking for a 
new harmony to extend the Swedish tradition of consensus-building.  
 In the fourth chapter, Johanson & Mårtenson address the ―End of History‖ 
debate more directly by problematizing the role of government in promoting 
innovation. During the heyday of Anglo-American capitalism, state involvement 
and regulation was clearly seen as an intrusion in the sound workings of the 
markets. Hence, the Schumpeterian notion of the entrepreneur as a single 
businessman engaged in creative destruction of inefficient markets and 
structures was the dominant view of how innovation comes about. However, not 
least with the example of China (Huang, 2008), the view of the role of the state 
has started to change towards a more positive view of state involvement, not 
least in creating competitive environments for innovation. This also affects the 
role of universities in the innovation system. With MDH as a forerunner in the 
co-production of knowledge with the surrounding society, the authors describe 
some central challenges to co-producing universities of the future. 
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Chapter 17 

 
 

The Case of Employer Withdrawal from 
the Corporatist Model 

 

Joakim Johansson 

 

 

 

Introduction 
 
In the past few decades, Swedish governance has been profoundly transformed. 
Political scientists attribute much of this transformation to de-corporatisation. 
The participation of interest organisations in formal decision making has 
decreased. An important landmark in this development was the 1991 decision by 
the Swedish Employers‘ Confederation (SAF) to unilaterally withdraw its 
representatives from government agency boards. This decision signified the fall 
of the traditional ‗Swedish model‘ of formalised, institutionalised participation 
by SAF, the Swedish Trade Union Confederation (LO) and the Swedish 
Confederation of Professional Employees (TCO) in the shaping of policy on 
labour market and working life issues. SAF‘s exit also functioned as a basis for 
a still valid 1992 decision from parliament, which demanded that the boards 
from which SAF had withdrawn be restructured. As a result, the representation 
of trade unions in these boards also came to an end. As actors with a 
comparatively pro-regulative approach to governance of industrial renewal were 
thereby severely weakened, and actors with deregulative, market liberal 
approaches were strengthened, preconditions for industrial renewal in Sweden 
were also fundamentally changed by the outcome of this process.  
 The purpose of this paper is to put forward evidence that explains SAF‘s 
withdrawal from the government agency boards in terms of strategic 
intentionality, thereby rejecting the understanding of SAF‘s motives proposed 
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by Bo Rothstein. 9  Rothstein defends a hypothesis of reactive intentionality 
(Rothstein & Bergström, 1999; Rothstein, 1992), which he proposed to oppose 
strategic intentionality as pro-active action. Although I would not deny that 
decision making is often about reacting (skillfully) to external pressures in the 
environment rather than simply acting pro-actively in order to change the 
environment (Cf. Jacobsson 1989), I very much disagree with Rothstein‘s 
interpretation of SAF‘s withdrawal, and maintain instead that SAF saw 
withdrawal as motivated from the perspective of a long-term plan, aimed at 
changing the rules defining access to policy processes, thereby strengthening 
the influence of SAF in relation to that of trade union organisations. More 
generally, my study of SAF‘s motives may serve to illustrate how an actor can 
determine their degree of influence on a situation, and therefore plan their 
strategic behaviour based on calculated impact. 
 
Rothstein’s Hypothesis of Reactive Intentionality 
  
Rothstein‘s central explanatory hypothesis is the idea of reactive intentionality, 
which is contrasted with conceptions of strategic intentionality: 
 SAF has reacted to a course of events beyond its control. The organisation 
has  suffered a diminishing influence in agency boards and its decision to ‗say 
farewell to  corporatism‘ is a subsequent reaction to this. The other possibility 
is that SAF acted  strategically to increase its influence or to avoid a decreased 
influence. The act  then becomes anticipative. They wanted to attain or avoid 
something they saw happening in the future (Rothstein & Bergström, 1999, p. 
46). 
 The conclusion articulates the hypothesis of reactive intentionality more 
precisely. Rothstein also believes that he has found empirical support for it. 
 

[T]he main cause for the SAF withdrawal from the government agency boards is that their 
influence had decreased. The possibility of influencing the implementation of policy had 
been reduced during the entire 1980s. The state had not fulfilled its part of the corporatist 
‗contract‘, and in reality made it ever more unprofitable for SAF to participate in the 
boards of AMV. The relation between costs and benefits had become ever more 
unprofitable through the reform of the boards (Ibid, p. 82f.). 

 
The idea of a corporatist ‗contract‘ is borrowed from PerOla Öberg, who applies 
Gudmund Hernes‘ power exchange model to corporatist arrangements in his 
doctoral thesis. Öberg regards corporatism as the result of an exchange of power 
                                                      
9 See Johansson (2005). This essay is an abbreviated and slightly modified version of that 
text. 
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resources between the state and interest organisations whereby the state acquires 
legitimacy for its public policy in exchange for allowing organisations a degree 
of influence over the same public policy. Important preconditions for the 
establishment of such a corporatist exchange are first that the interested 
organisation is representative and able to control opinion within the functional 
interest that it represents, and second that the state really can guarantee the 
interested organisation in question a substantial influence over public policy 
(Öberg, 1994).  
 By arguing that the state failed to fulfil its part of the corporatist contract 
during the 1980s, Rothstein implies that the state had been a bad guarantor for 
SAF‘s influence over public policy on labour market issues. This could – if it 
really reflects SAF‘s reasoning – fundamentally mean one or both of two things. 
Firstly, that the state failed to guarantee enough SAF influence vis-à-vis the 
trade union movement and other interest parties on government agency boards, 
given that there was a real board influence to distribute in the first place. 
Secondly, that the state failed to guarantee the influence of the government 
agency boards over public policy in relation to other ‗state actors‘, such as the 
parliament, the government, and officials in public administration. 
 Judging from the more narrowly defined hypothesis of Rothstein‘s 
investigation, his reaction thesis covers both of the above possibilities to explain 
a decrease in SAF influence over the government agency boards (Rothstein & 
Bergström 1999, p. 45f.). At the same time, it is evident that Rothstein focuses 
heavily on the idea that the government agency boards lost decision-making 
authority in relation to other institutions in the political system during the 1980s.  
 

Above all, the reduced power of government agency boards has benefited public officials, 
as decisional authority has been transferred to director-generals and provincial labour 
directors. Thus, the conditions of the corporatist exchange have changed. This picture is 
confirmed by SAF official Redbrandt, who is of the opinion that, in the boards, SAF could 
do little more than criticise decisions that were already taken. [– – –] The only thing that 
contradicts the overall picture is SAF‘s declared motive of undermining the position of 
LO. Given the weight of the other motives, it is reasonable to assume that this argument 
was indeed a contributory cause to the organisation‘s decision, but that it carries little 
weight when compared to those motives that are based on the reaction to government 
policy vis-à-vis the government agency boards [italics added] (Ibid, p. 78ff.) 

 
According to Rothstein, changing the manner in which the government 
exercised political control caused a change in SAF‘s cost-benefit analysis, which 
– at the actor level – provides an explanation of their withdrawal from the 
government agency boards. 
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Having made an efficiency analysis [...] SAF, the organisation with the greatest doubts 
about the public sector and, accordingly, the lowest threshold of withdrawal, chooses to 
opt out of the cooperation in 1992. [– – –] It is quite likely that if an organisation like SAF 
is forced to pay an increasingly higher price for an ever decreasing influence, it is just a 
matter of time before the organisation withdraws from the activity (Ibid, p. 150f.). 

 
Strategic Anti-corporatism 
 
SAF conceived of the government agency boards as the centre of political 
power. The following is the view of SAF‘s managing director: 
 

[R]egulative government agencies are something we [...] have in abundance. I want to call 
to attention that, every year, the governmental agencies that are authorised to promulgate 
regulations, which are about 40, produce about three times as many regulations as are 
produced by the Government and Riksdag combined. I will provide an example 
concerning the field of work environment. The work environment act is a  typical so-
called skeleton law. Based on this law, the Government issued an ordinance and in turn 
delegated authority to the National Occupational Safety and Health Authority to issue a lot 
of rules. The National Occupational Safety and Health Authority does that, and has been 
doing it in an orderly corporatist manner for a number of years, with the assistance of 
representatives of interest parties. Then, after a number of years, you find out that many of 
the rules issued by the Work Environment Authority are most probably unlawful, meaning 
that they go beyond the framework designated by the Government. The Work 
Environment Authority replies that the interest parties have given their assent. And then 
everything is alright, even if it happens to be unlawful. In this field – as in all others – the 
case is that the agency concerned is far better equipped than corresponding ministry in 
the Governmental Offices [italics added]. This means, that if you turn to the Governmental 
Offices, they say that it is an issue for the Work Environment Authority, and if the parties 
have agreed on it, everything is alright (SAF, 1989, debate following speech by Ståhl, p. 
4)  

 
The scope of decisions regarding ordinances and company fees was seen as 
quite considerable, especially through the use of vague skeleton laws on the part 
of the government and parliament – which gave plenty of leeway to government 
agencies in areas important to business interests. Furthermore, the quotation 
expresses a view of the government agencies as having an advantage over the 
governmental offices in influencing an array of policies. That is, government 
agencies could also be expected to play an important role in initiating policies 
that were later accepted by the government and parliament. The SAF chairman 
for his part noted that ―more than 1/3 of the national budget is channelled 
through these [government agency] bodies. It is all about corporatism – the 
excessive influence of the interest organisations over the political sector‖ 
(Laurin, 1990).  
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 From the quotations above, it is not apparent what specific status and power 
were ascribed to the boards. However, when other statements are studied it 
becomes clear that the boards were seen as important power centres: 
 

Since 1985, we have tried to build public opinion in order to get the Government, LO, and 
TCO to realise the ill-suited involvement of interest organisations in the running of 
fundamental elements of the state apparatus (Laurin, 1991, p. 17). 

 
The year 1985 was the year that SAF first officially declared its policy of 
abolishing interest organisations‘ representation on government agency boards, 
something the SAF chairman describes above as an issue of running 
fundamental elements of the state apparatus. SAF‘s managing director argued 
for his part, that ―[t]he issue of participation of organisations in government 
agencies has a more far-reaching significance than one might first believe‖ 
(Tunhammar, 1991, p. 157) – made apparent by the fact that ―[o]ver a third of 
the Swedish national budget is managed by corporatist boards [italics added.]‖ 
(Ibid, p. 158).  
 The same people also believed that SAF‘s influence in the boards was weak 
enough to be considered a problem. This is the view expressed by the SAF 
chairman in 1990: 
 

The role as ‗hostage‘ does not feel good and the question is whether we really do have an 
influence. Most often, we are outvoted (Ulf Laurin, quoted in SAF-tidningen, 1990, p. 4).  

 
And from another interview: 
 

We must constantly register dissenting opinions or make adjustments, and then we end up 
with a decision that de facto goes against the interests of our owners (Ulf Laurin, quoted 
in Dagens Industri, 1990). 

 
SAF‘s managing director argued in the same spirit as the above that having 
corporatism in the government agency boards was something that ―LO and TCO 
[...] had benefited from‖ – it did not serve the interests of SAF (SAF board 1991, 
p. 19 [Göran Tunhammar]). 
 

The rationale behind the withdrawal decision is making SAF a more efficient promoter of 
industrial interests and better at exerting influence (Ibid, p. 13 [Göran Tunhammar]). 

 
Furthermore, SAF‘s managing director argued that it was problematic for SAF 
to sit on the government agency boards while simultaneously working for ―a 
calling into question of fundamental questions‖, ―[as] the room for maneuver 
left for SAF representatives is restricted‖ (Ibid, p. 18 [Göran Tunhammar]). This 
dilemma was evident regarding the National Board of Occupational Safety and 
Health, but it was even more problematic with respect to the National Labour 
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Market Board, ―because SAF‖ was ―critical to large parts of Swedish labour 
market policy‖ (Ibid, p. 18 [Göran Tunhammar]).  
 SAF representatives on government agency boards were portrayed as 
hostages, constantly subdued by various pro-regulation coalitions, consisting of 
union representatives and officials who were more or less loyal to the working 
class movement and to the policy of the social democratic government. 
 SAF also examined how the perceived influence problem at the time could be 
solved. The need to ―formulate demands and proposals of our own‖ was 
discussed, as well as the need for a more offensive strategy, which was ―difficult 
to reconcile with traditional participation in government agencies, in which all 
important issues are managed according to the agenda and needs of the 
government agencies‖ (Redbrandt, 1991, p. 4). Thus, a prerequisite for solving 
the influence problem was to release SAF from the constraints of participation 
on the government agency boards. This would make ―the position of SAF [...] 
stand out more clearly‖, and also make possible a ―gathering of forces around 
the issues [deemed] important by companies‖ (Ibid, p. 17). 
 However, this was by no means regarded as sufficient – it was also 
important, as is evident from the memorandum that formed the basis for the 
withdrawal decision in 1991, that ―[t]he most efficient working methods are [...] 
utilised‖ to a greater extent than before (Ibid, p. 17). 
 

Projects and policy are promoted by public opinion building and direct contacts with 
decision makers and government agencies (Ibid, p. 17). 

 
The memorandum argues for a stronger focus on lobbying and public opinion 
building in SAF activity relating to government agencies. This strategy was 
perceived to offer SAF the greatest influence on policy making. Moreover, the 
memorandum made it clear that the qualitative improvements expected to result 
from SAF‘s acting more independently, without constraints from earlier board 
positions, were to be combined with other (both quantitative and qualitative) 
improvements in the lobbying operations.  
 

Informal contacts between SAF and the government agencies are to be increased. 
Initiatives are to be taken by SAF. This holds for the managerial level as well as for the 
relationship between SAF experts and the government agencies. It is important to 
influence the central offices‘ management of the government agencies on a regional and 
local level (Ibid, p. 18). 

 
It is also evident from the memorandum that increased ventures into lobbying 
and public opinion building were also associated with economic reallocations 
and re-prioritisations in SAF‘s budget (Ibid, p. 4). 
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A greater potential for SAF influence on government agency policy was of course not and 
end in itself. Essentially, it was about accomplishing a fundamental change in the way 
labour market and economic policy was being made, aiming for far reaching deregulations 
in areas relevant to private business (see for example SAF 1990). There was also a school 
of thought within SAF that, inspired by American neo-liberalism, sought an increased 
parliamentary direction, and control and revision of the government agencies, in order to 
bring about a ‗regulation slaughter‘ in public administration (Quotation from 
Organisationernas Inflytande, 1984c, p. 26).10 

 
We are in fact left with the paradoxical circumstance that the actors within SAF, 
who were involved in the moulding of SAF‘s official policy in the mid-1980s - 
both concerning anti-corporatism and the recommendation for an increased 
parliamentary control of government agencies – simultaneously experimented 
with two different apparently contradictory types of projects. These were aimed 
at steering the implementation of official policies in a direction more favourable 
to the members of SAF. The individuals who argued in favour of the idea of de-
corporatisation and for an increase in the influence of industry over the 
government agencies also wished to restrict and weaken the same agencies‘ 
room for maneuver and decisional authority. How is this odd case to be 
understood?  
 To shed light on the circumstances, it seems necessary to return to some texts 
written in 1984. These texts express the view that ―SAF must design an 
apparatus for development and influence that can survive changes in political 
power‖ (Organisationernas Inflytande, 1984a, p. 4). Placing full trust in 
increased parliamentary control of the government agencies was thus seen as a 
very risky way for the organisation to accomplish the ideologically motivated 
deregulation of Swedish industry. It assumed that government and parliamentary 
decisions would go in that direction, and that there would be a new way of 
thinking in the governing social democracy, which was seen as rather unlikely.11 
At the same time, the activists‘ view was that this opportunity for stronger 
political control of the government agencies carried a certain risk. Who really 
knew what to expect from a state interventionist social democracy that would 
not hesitate to make a socialist thrust if the opportunity arose? 

                                                      
10 The official SAF attitude was articulated in an interest paper (SAF 1985) concerning a 
report from the Public Commission on Government Agency Management (verkslednings-
kommittén) but was preceded by internal discussions within the SAMPOL project 
‖Organisationernas inflytande‖. See Ander 1984, p. 4; Redbrandt 1983, p. 4f.; SAMPOL 
1984b, p. 2. See also the interview with Göran Tunhammar in SAF-tidningen 1985. 
11 See for example Göran Tunhammar quoted in SAF-tidningen 1985.  
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 It is important to note that the activist wing of SAF and Swedish industry 
harboured clear doubts regarding the relationship of the social democrats to 
socialism, and a generally pessimistic view of the future direction of the social 
democratic government. The many cuts and changes in the question of wage 
earner funds during the 1970s and early 1980s offered ample evidence to 
motivate such a sceptical attitude. 
 Considering the above, it is also possible to understand how on the one hand, 
an increase in parliamentary control of government agencies, and on the other, a 
de-corporatisation of these agencies, were understood as two complementary 
plans to bring about desired policy outcome on industrial and economic issues.12 
The great advantage of the former was that it relied less on the presumption that 
SAF and industrial organisations would use a considerable portion of their 
resources to direct public policy towards industrial policy goals. Nevertheless, 
the main problem was that when it came to the question of parliamentary control 
of public administration, parliament and the government had the initiative, while 
SAF was largely reduced to being an onlooker. In light of an uncertain future, 
Swedish industry had to look after itself. This situation called for a continued 
vitality of the de-corporatisation strategy, and for it to remain motivated from an 
influence perspective. 
 
Strategic Withdrawal 
 
What about the assessment of the effects of a unilateral SAF withdrawal? 
Neither SAF‘s chairman nor SAF‘s managing director were slow to express 
themselves during the SAF board discussions. They confined themselves to 
asserting that ―SAF‘s withdrawal will be troublesome as far as the legitimacy of 
other parties is concerned‖ (Cited from SAF‘s styrelse 1991, p. 19 [Ulf Laurin]), 
also stating that ―there is a point […] in LO losing its legitimacy if SAF leaves‖ 
(Ibid, p. 19 [Göran Tunhammar]). Whether these statements are to be 
understood as empirical predictions for an anticipated cause of events, or as 
manifestations of personal normative notions of legitimacy is impossible to 
decide without taking into consideration contexts other than the SAF board 
discussion. 
 It is clear that the two possibilites are not mutually exclusive, and if other 
statements from the same individuals are taken into account, strategic reasoning 
plays a part. ―De-corporatisation is an […] element that is especially 

                                                      
12 See also Redbrandt 1991, p. 4. 
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advantageous to SAF, since we to a large extent control it ourselves‖, the 
chairman argued (Laurin, 1991, p. 17). He also described the significance of the 
1991 withdrawal decision: ―Hence, the dismantling of yet another corner-stone 
of the old, centralistic Swedish model, is launched‖ (Ibid, p. 17). ―With this 
momentous shift, we tear down old structures‖, SAF‘s managing director stated 
(Tunhammar, 1991, p. 165). 
 This mode of expression is similar to the one used by other SAF activists 
some years earlier. 
 

If SAF decided to leave the National Labour Market Board [AMS] today, the construction 
of AMS would collapse like a house of cards. It is built on party representation. […] the 
whole construction would go to rack and ruin (Svenska Arbetsgivareföreningen, 1989, 
debate following a presentation by af Winklerfeldt, p. 3 [Janerik Larsson]). 

 
And further on: 
 

We argued that if we left – and this later happened – the model falls, so to speak. I have a 
saying, you can sit on a three-legged stool, but if you saw off one leg, you can sit and 
balance for a while, but not for very long (Redbrandt, 1999). 

 
This interview statement ex post should not be seen as a rationalization of 
motives. This is evident when the memoranda composed of material for the SAF 
board‘s consideration of the question of withdrawal are taken into account. 
 

SAF has […] criticised corporatism and the representation of organisations on the boards 
for several years. It has not led to the intended results. A continuation of public opinion 
building of the kind we have been pursuing can‘t be expected to produce results within the 
foreseeable future. Hence, we ought to harden our approach (Redbrandt, 1990, p. 3). 

 
The idea that SAF representation on the boards constituted an empirical 
prerequisite for trade union representation was mentioned as far back as the 
early 1980s, in connection to SAF‘s internal investigation known by the 
acronym SAMPOL. 
 

Our participation in corporatist arrangements bestows legitimacy on our opponents. LO 
and TCO would also be included (Organisationernas Inflytande, 1984c, p. 21). 

 
Through SAF‘s participation [on government agency boards], the participation of trade 
unions is legitimised (Organisationernas Inflytande, 1984b, p. 3). 

 
In conclusion, the consequentialist reasoning regarded a unilateral SAF 
withdrawal from the boards as a strategic decision that undermined the 
prerequisites for continued representation. As becomes clear from their 
emphasis of the hostage metaphor, the understanding was that SAF‘s board 
representatives rarely brought about any meaningful results, and that the 
conception of SAF as a counterbalance to trade union representation was a 
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delusion. The general idea was that no appreciable influence would be lost, even 
in the short run, if SAF decided to withdraw unilaterally from the government 
agency boards. Such an idea was of course an important prerequisite for a 
unilateral withdrawal to be seen as motivated. 
 
Conclusions 
 
There was a well-planned power-political design, a relatively sophisticated 
strategy, behind the withdrawal of SAF from the Swedish government agency 
boards. Part of SAF‘s objective was to set aside the conditions for a continued 
representation of the trade unions on labour market government agency boards. 
In this way, SAF would be able to open up a system of party participation where 
influence over important policy processes in AMS and ASS became dependent 
on access to organisational resources for lobbying and public opinion building to 
a much greater extent than in the corporatist system. In this respect, SAF 
thought it had an advantage over the trade unions, an advantage linked to the 
withdrawal decision that would also be emphasized by the restructuring of 
SAF‘s working methods. It was a matter of making it possible to recapture the 
agenda-setting initiative, regarded by many as having been in the hands of trade 
unions and administrative officials loyal to the social democratic government for 
several decades. It was essentially a question of resisting socialist efforts and 
paving the road for a neo-liberal change of system regarding labour market and 
industrial policies.  
 All in all, preconditions for industrial renewal were changed in fundamental 
ways, as actors with comparatively pro-regulative views on governance of 
industrial renewal were severely weakened and actors with de-regulative, market 
liberal approaches were strengthened. More generally, my study into SAF‘s 
motives serves to illustrate how an actor can actually detect that they has a large 
influence on a situation, and thereby plan their strategic behaviour with 
calculated impact. 
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Chapter 18 

 
 

On the Verge of Planned Economy 
 
 
 
 
 

Joakim Johansson 
 
 
 
Introduction 
 
In February 1990, the Social Democratic Party (SAP) was defeated in a vote in 
the Swedish Parliament on an economic crisis program, the "stop package" 
policy, which had a planned economy profile. If approved by Parliament, a 
planned economy would have seriously changed the preconditions for industrial 
renewal in Sweden. Preconditions for industrial renewal were affected anyway, 
as the Swedish labour movement with its comparatively pro-regulative approach 
to governance of industrial renewal was fundamentally weakened. The crisis in 
government that it led to seriously damaged the SAP before the general election 
in 1991. It also led to a severe split within the Swedish labour movement as the 
Communist Party for the first time participated in defeating a SAP government, 
and resulted in a crisis of confidence in the leadership of the Swedish Trade 
Union Federation among its members.  
 In this chapter I put forward an interpretation of the policy process which 
resulted in the stop package policy. This will be done within the analytical 
framework of the garbage can model of decision making (Cohen, March & 
Olsen, 1972; March & Olsen 1979; Kingdon, 1984), thereby illustrating how 
institutional change sometimes requires vigilant intervention from an actor in 
someone else's decision.13 Emphasizing anarchy and chaos in the policy process, 
the model emphasizes that in every organization there are continuously running 

                                                      
13 Most of this text is based on Johansson (2008). 
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streams of problems, solutions, participants and decision opportunities that can 
be understood as largely independent of each other. At a particular moment in 
time, the specific, non-intentional and random combination of factors from the 
four streams means that the organization can produce a decision of some kind. 
Organizations that reach a decision in accordance with the garbage can model 
are characterized by non-governability, and generate decisions that no one in the 
organization really thought about.  
 
A Garbage Can Process 
 

If I ignore the circumstances when I took office, the turn of the year 1989/90 was my 
worst time ever as Prime Minister. In the middledays at Harpsund, it was at its worst. I 
was tired after a long autumn of intensive work without interruption. Difficulties 
seemed insurmountable (Carlsson, 2003, p. 285). 

 
When the former Prime Minister Ingvar Carlsson describes his general mood 
around the turn of 1989/90, he tells a story of fatigue and insurmountable 
difficulties. At the time, he was overloaded with problems: "economic crisis", 
"government crisis" because "the risk was obvious that we [the government] 
could not find a majority in Parliament to cool the economy down", "political 
crisis" as ―Kjell-Olof Feldt‖ and "two more important members of  cabinet 
notified me that they wanted to leave the Government immediately ", and the 
crisis in the collaboration between the SAP and the Swedish Trade Union 
Federation (LO) (Ibid, p. 284. See also Ibid, p. 285 and Johansson & 
Magnusson, 1998, p. 320 ff.). The diversity of problems simultanously 
competing for the Prime Minister's attention formed the background for what 
just over a month later was to be his support for the stop package policy. In 
particular, Feldt‘s declaration of his plan to resign appeared to be a problem that 
needed to be resolved – a problem that was still not solved when "a slightly 
extended SAP-LO group" met on 5th February in order to "to further concretise 
and anchor a [crisis package] proposal" (Carlsson, 2003, p. 295). 
 

In the course of the deliberations at LO, my thoughts were as much with Feldt‘s demand 
for resignation as with the stop package (Ibid, p. 297). 
 

Feldt became a problem for the Prime Minister at the end of November 1989, as 
he announced his intention to resign from his post as Minister of Finance in 
January. Carlsson was surprised and worried as it "would give the impression of 
a desperate escape from the concerns of the government and flame rumors about 
disagreements within the leadership of the Social Democratic Party." Feldt was 
thus persuaded to stay in office until the summer. Nevertheless, on 13th 
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December Feldt ―once again‖ began ―to talk about resignation and possibly 
resigning earlier‖, and on 5th February he again announced his intention to 
resign from the Government. ―He announced that he intended to step down 
within two days to avoid participating in the [parliamentary] debate about the 
stop package policy‖,  Carlsson explains (Ibid, p. 296). ―The way he planned to 
do so would put the Prime Minister, the Government and the Social Democratic 
Party in a situation that was impossible to manage‖ (Ibid, p. 296f) Carlsson 
continues, also mentioning that Feldt‘s resignation talk on 13th December was 
preceded by his sudden signaling of an impending economic crisis, and his 
attempt to ―in the serious financial situation‖ persuade the Prime Minister to 
both ―tear up‖ the ―budget that Government in full agreement had established 
six days earlier‖ and ―scrap [realization of election promises of] the sixth 
holiday week and the parental leave benefit reform in the future‖ (Ibid, p. 281). 
 Carlsson‘s confidence in his Minister of Finance was now diminished. 
During the Christmas holidays in 1989/90, the Prime Minister ―for the first 
time‖ felt obliged to ―liberate‖ himself ―from the thinking of the Ministry of 
Finance‖, to attempt to do his own economic analysis independently of the 
latter‘s judgement. The emerging economic-political description of the problem 
was vague and included at least a financial policy problem, wage policy problem 
and credit policy problem with an unclear order of importance among them 
(Ibid, p. 288). In this situation, the Prime Minister directed his energy to ―the 
least difficult‖ of the problems, the re-grouping of government as Carlsson, inter 
alia, needed to find a new Minister of Industry – a position he gave to LO‘s vice 
President Rune Molin, partly because ―he better than anyone could contribute to 
a more trusting relationships between the Government and LO‖ (Ibid, p. 285). 
Carlsson then devoted some attention to the problem of the risk of governmental 
crisis: ―In the days at Harpsund, Ingrid and I invited Lars Werner and his wife 
Berit to investigate whether we would have support from the Leftist Party and 
thus avoid a Government crisis.‖ However, as the economic-political problem 
remained vague, Carlsson ―had no concrete plan to discuss‖ and it was ―mostly 
general reasoning‖; ―It was both politics and sport‖ (Ibid, 2003, p. 287).  Thus, 
the Prime Minister returned to "organization" issues, where his strength lay. 
However, it was not that easy to organize away either a vague economic-
political problem or the Feldt problem. Instead, Carlsson was busy constructing 
―new‖ problems, this time about ―territory and […] political co-ordination 
within Cabinet Office‖, where his favoured solutions could be applied (Ibid, p. 
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284 ff; Feldt, 1991, p. 453 f). ―The [re-organisation] plan represented a 
significant change in the Government's working methods‖ (Ibid, p. 287f.).  
 A consequence of the Prime Minister paying at least as much attention to 
issues other than the economic ones when the crisis policy was designed, and the 
economic-political problem of the vagueness of Carlsson's part in the policy, is  
that the link between the concrete actions being taken during the process and the 
economic-political problems seem unclear. An example of this is the role 
assigned by Carlsson to the social partners, emanating from the conversation 
with Feldt on 13th December when Carlsson suggested to the Government to 
―call up the social partners to discuss concrete measures in order to gain control 
of wage developments‖ (Ibid, 2003, p. 282). It is unlikely that the Prime 
Minister would claim to have found a solution to a problem that the Ministry of 
Finance according to him had both ―the formal responsibility‖ and ―the 
necessary expertise to deal with‖ (Ibid, p. 288). In addition, Carlsson's 
perception of the economic-political problem was too vague at the time to 
prioritize salaries. Nor was Carlsson confident in the the ability of the social 
partners to solve problems of stabilization (Ibid, p. 289, 293). It was probably 
coping with Feldt‘s resignation talk as much as anything else that motivated 
Carlsson to call the social partners to negotiate.  
 After a first round of consultations with the social partners, Carlsson 
participated in work on the stop package. The precise connection to the problem 
of wage increases appears vague. Even though a general salary stop, strike ban 
and an increase in strike fines were included in the package, other measures such 
as price freezes, a stop to increases in dividends and a municipal tax freeze – 
whose links with the problem of wage increases were tenuous – were also 
included. ―The idea was to get a real handle on the whole of the Swedish 
economy by hitting the brake at the bottom‖ (Ibid, p. 295) Carlsson says, 
justifying the package deal with a circular argument: the stop package is 
motivated by the need for a stop package. As he preferred the ―postponed 
reforms‖ option, Feldt was against most of the stop package components and did 
not play an active part in most of its design (Feldt, 1991, p. 444, 456-460; 
Carlsson, 2003, p. 281, 296). Thus it seems that the SAP leadership‘s stop 
package considerations did not even satisfy the minimum requirements set for 
actors in rational analyses, at least as far as Carlsson and Feldt were concerned. 
Was it perhaps other parties in the leadership who represented the rational 
considerations behind the stop package? 
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 The conversation between Carlsson and Feldt on 13th December marked the 
beginning of ―a series of discussions and negotiations that would last until 
Christmas Eve‖ (Feldt, 1991, p. 447; see also p. 448 and Carlsson, 2003, p. 282 
f.). These were constrained by ―an extreme lack of time‖ (Carlsson, 2003, p. 
282). The Prime Minister brought together the members of the Government ―to 
discuss the new situation.‖ (Ibid, p. 282): ―Surprise and unease was great but the 
ministers accepted the plan to send a stronger message in the financial plan‖ 
(Ibid, p. 281). Carlsson and Feldt initiated meetings between the Prime Minister, 
LO's President Stig Malm and LO's first Vice President Rune Molin on the one 
hand, and the Minister of Finance and the SAP members of the Parliamentary 
Finance Committee on the other. The last group met ―3-4 times before 
[Christmas] weekend‖ (Ibid, p. 283). On 20th December, at the last moment, 
Feldt was also assisted by Gunnar Lund from the Ministry of Finance (Ibid, p. 
282 f; Feldt 1991, p. 447 ff.) who the former met on 20th and 22nd December. 
Carlsson‘s first conversation with Malm and Molin did not result in anything 
concrete ―from somewhat similar points of departures‖, as ―the trade unions had 
become more aware that the Swedish cost increases threatened our 
competitiveness and could lead to a sharp rise in unemployment rates‖. Nor did 
the Prime Minister deliberate on the idea to suspend election promises about a 
sixth holiday week and parental leave benefit reform on these occasions 
(Carlsson, 2003, p. 447, Cf. Malm, 1994, p. 102 and Feldt, 1991, p. 448). This 
however was exactly what Feldt did on 20th December. For the SAP members 
of the Finance Committee however, Feldt‘s proposal was not so much a solution 
to an economic crisis problem, as it entailed other and more important issues. In 
addition to the risk of a bad faith debate, for some people this issue was about 
gender equality, and for others it was about industrial workers‘ ability to be on 
an equal footing with other employee groups (Leijon, 1991, p. 334 ff; Malm, 
1994, p. 102; Carlsson, 2003, p. 350 f.). Moreover, the discussions with 
Carlsson, Malm and Molin were difficult for Feldt as ―it was impossible for LO 
to accept the postponement of any of the two reforms‖ (Feldt, 1991, p. 448; See 
also Malm (1994), p. 102). ―As an alternative‖ however, Malm asked ―if it 
would be possible to postpone all or parts of the tax reform‖, which he thought 
was ―clearly underfunded and would exacerbate the purchasing power problem‖ 
(Malm, 1994, p. 102). Malm now declared himself ready to postpone the income 
tax reform – endorsed by SAP, the Liberal Party and the trade union peak 
organizations – whose final content had been completed and published less than 
two months earlier. ―In an emergency, Malm could stand to postpone parental 



272 
 

leave insurance and the extra holiday week if tax reform was also postponed‖, 
Carlsson recalls (Carlsson, 2003, p. 283; see also Feldt, 1991, p. 448). 
Surprisingly Feldt agreed, while Carlsson was indecisive on this proposal 
(Carlsson, 2003, p. 283; Feldt, 1991, p. 448). 
 On the morning of 22nd December, Feldt met again with the social 
democrats of the Parliament‘s Finance Committee. However ―[t]he positions had 
not changed since the previous meeting two days ago‖ (Ibid, p. 449). Indeed, it 
was thought that the idea to suspend tax reform would make things even worse. 
Serious objections were also raised at a working lunch later the same day 
attended by Feldt and some of his closest collaborators in the Ministry of 
Finance − Engström, Lund, Åsbrink and von Otter. Åsbrink in particular was 
against the measure (Ibid, p. 449). Indeed, for Åsbrink the idea of delaying 
implementation of the tax reform was such a major problem that he did 
everything he could to successfully convince Carlsson that it was wrong 
(Carlsson, 2003, p. 286; Feldt, 1991, p. 449). ―After the weekend, I realized that 
my proposal was not viable‖ (Malm, 1994, p. 102) Malm recalls, and from that 
moment the discussion was on other issues. Prior to this, on 9th January 
Carlsson published his Government declaration, and in the evening of the same 
day informed the SAP parliamentary group ―about the political situation‖. Feldt 
also ―gave pre-information about the budget‖ in this meeting (Carlsson, 2003, p. 
291). ―None of us wanted to warn of the drama coming up‖, Carlsson concludes 
(Ibid, p. 291). The next day, the Government presented its budget and financial 
plan to the Riksdag. The budget did not include any concrete measures for 
solving the economic-political problems. Instead the main tenet of the finance 
plan was consultation with the social partners (Ibid, p. 292 f.).  
 However, by 19th January it was clear that it would not be easy to reach an 
agreement with SAF. The employers ―brought a long series of controversial 
proposals they wanted to implement to the negotiations‖, but on Carlsson‘s 
question ―if they would accept co-ordinated negotiations if all their requirements 
were up on the table, the answer was 'no'‖ (Ibid, p. 292 f.  See also Malm, 1994, 
p. 103). In the Ministry of Finance, Feldt and his closest colleborarators 
immediately began to produce proposals for measures which they thought 
should now be carried out. The focus was primarily on health insurance, where 
reduced levels of benefits and the employer's responsibility during the first 
fourteen days were seen as urgent (Feldt, 1991, p. 456; Malm, 1994, p. 102 f.). 
 At this stage, Kjell Larsson [Carlsson‘s Secretary of State in the Cabinet 
Office] ―argued strenuously against a squeeze through reduced expenditure and 
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instead proposed a general price freeze with the intention of also stopping the 
wage increases‖ (Feldt, 1991, p. 456). While Larsson tried to convince Feldt and 
Carlsson of its merits, once again issues other than the economic crisis grabbed 
the Prime Minister's attention (Carlsson, 2003, p. 294). Shortly thereafter, on 1st 
February, SAF‘s Chairman Ulf Laurin suddenly emerged as part of the decision-
making process. Feldt says: 
 

[T]hen something occurred which put the entire course of events on its head. Ingvar told 
me that he had received a phone call from the Swedish Employers Confederation‘s 
chairman Ulf Laurin. The latter had proposed that the Government should intervene with 
laws – wage freezes for both 1990 and 1991 (Feldt, 1991, p. 456). 

 
After the conversation with Laurin, the Prime Minister called more or less 
immediately for another meeting with Feldt, Molin and Malm (Carlsson, 2003, 
p. 295).  
 Together with Kjell-Olof Feldt, Rune Molin and Stig Malm I sketched out 
the content of what I called a stop package. […] At a lunch at Rosenbad on 
Friday 2nd February we drew up guidelines. On Monday 5th February, a slightly 
enlarged SAP-LO-group met to further concretise and anchor a proposal (Ibid, 
p. 295 f. See also Feldt, 1991, p. 458-461 and Malm, 1994, p. 104 f.).  
 After the meeting on 5th February, the SAP and LO leadership agreed on the 
contents of the stop package: wage freeze, strikes freeze, a freeze on increased 
dividends, rent freeze, and a municipal tax freeze. In addition, a payroll period 
for employers would be included in health insurance, fines for striking would be 
increased and additional measures would be deployed against overheating in the 
construction sector. Two days later new talks were held with the social partners, 
where SAF still refused to negotiate on wages with the trade union peak 
organizations. Carlsson then called for an extraordinary meeting with his cabinet 
and the SAP parliamentary group. The stop package was decided on without 
much discussion and even less opposition in any of these fora (Carlsson, 2003, 
p. 295 ff.; Andersson, 1993).  
 The wage freeze proposal came from the chairman of SAF. But where did the 
other stop package proposals come from? We have already seen that Larsson, 
Carlsson‘s Secretary of State, proposed a freeze on prices. On 2nd February 
Feldt attached some proposals of his own: the municipal tax freeze, tougher 
penalties for wildcat strikes and employer's entry into health insurance. 
However, it is essential to remember that Feldt proposed these measures after 
the prime minister had already decided to persevere with wage and price freezes 
(Feldt, 1991, p. 457). Several other proposals, such as the suspension of 
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increases in dividends and the rental freeze were initiated by LO. All in all the 
decision making can be described with the help of the garbage can metaphor, in 
which the various components came from at least four actors (Laurin, Kjell 
Larsson, Feldt and LO). In fact, many more individuals with diverse motives 
attempted to exert their influence on the decision making. Only the stock 
dividend, rental freeze and the increase in the fine for wildcat strikes could 
accurately be said to emanate from any form of negotiated settlement (between 
SAP and LO). Consequently, there was never any rational calculation behind the 
stop package as a whole. What decision theorist John Kingdon (1984) labels 
―policy entrepreneurs‖ were largely absent, and solutions, problems, participants 
and decision opportunities seem to have been circulating around the decision-
making process relatively independently of each other, eventually and rather 
haphazardly being brought together for a few critical days at the beginning of 
February 1990. Instead of looking for single crucial factors, understanding the 
stop package policy seems more likely if it is seen as the result of a mishmash of 
fragmentary events and interaction patterns of which unfortunately only a small 
fraction can be described in this paper. 
 
A Window of Opportunity Utilized by SAF 
 
The role that the phone call from the chairman of SAF to the Prime Minister 
played in this state-led income policy suddenly being perceived as an economic-
political solution deserves to be discussed further. The phone call is mentioned 
in Carlsson‘s memoirs (Carlsson, 2003, p. 195). Carlsson admits that Laurin 
took the initiative in the conversation, but does not describe the initiative to be 
any more than an intention to inform him about the decision of an upcoming 
SAF board meeting about wage policy coordination. Carlsson is not prepared to 
admit that Laurin provided a proposal for a general wage freeze. What Carlsson 
does admit is that at the end of the Haga discussions on 19th January he 
―appealled […] to SAF to disregard fundamental and ideological positions and 
instead make a pragmatic assessment of how the impact of wage growth could 
be attenuated‖ (Ibid, 2003, p. 293). In addition, Carlsson acknowledges that in 
the conversation on 1st February Laurin showed a clear interest in coercive 
measures from the cabinet, and that this was something that surprised him (Ibid, 
2003, p. 295).  
 Laurin‘s role can be understood as based on the general employers‘ interest 
in keeping the salary increases in check, and on a more specific SAF activist 
interest in undermining the Swedish wage decision model with central 
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agreements between SAF and the trade union peak organizations. A general 
wage freeze would meet both these objectives. In context, it should be 
mentioned that Laurin and other SAF activists of the time were participating in 
an internal SAF tussle about the organization's position on the issue of central 
negotiations (De Geer, 1992). Even though the activists were gaining ground, 
the issue was not settled. Indeed, some of the most influential SAF federations 
mobilized against a break up of the centrally coordinated wage model. If Laurin 
could get the Government to freeze wages by means of coercive measures, it 
would be very difficult for the ―doves‖ within SAF to defend the centralised 
negotiating model – the activists would then be able to say that results would be 
more favourable for all employers without the model. Consequently, Laurin had 
strong reasons to propose a general wage freeze to Carlsson, and it seems 
reasonable to think that this was the main purpose of Laurin‘s conversations 
with Carlsson on 1st February 1990. This interpretation does not mean that we 
cannot accept Carlsson‘s statement that in the call Laurin initially said 
something about the expected outcome of the forthcoming extraordinary 
meeting with SAF‘s Board of Directors regarding central wage coordination 
agreements with the trade union peak organizations. However, this should be 
seen primarily as a way for Laurin to increase the pressure on Carlsson and to 
―soften him up‖ in the face of the former's main objective – the proposal of a 
general wage ban. 
 How could Laurin believe at all in the possibility to win the Prime Minister‘s 
ear for this proposal? Firstly, Laurin was not compromised by his own earlier 
conduct as he did not participate at Haga on 19th January. Secondly, he was 
probably well informed about Carlsson‘s reaction to SAF‘s reform package on 
that occasion, where the latter showed a willingness to go very far to get an 
agreement with SAF. The whole purpose of the suggested SAF package was 
probably to see how far the Government might bend to find a solution to the 
socio-economic problems, particularly to test its willingness to confront the 
trade union movement. Thirdly, we should remind ourselves that Carlsson also 
made an open call to SAF representatives to ―make a pragmatic assessment of 
how the impact of wage growth could be attenuated‖ at the Haga deliberations 
on 19th January (Carlsson, 2003, p. 293). In fact, it was this appeal that justified 
an extraordinary meeting with SAF‘s Executive Board on 2nd February before 
the last Haga round on 7th February. Thus, Laurin‘s calls to Carlsson on 1st 
February and the introduction of Laurin‘s proposal to introduce a general wage 
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freeze can be seen as an expression of this pragmatic, but uncompromising, 
assessment that Carlsson had called for.  
 
Conclusions 
 
Parodoxically, the proposals to introduce a planned economy in Sweden put 
forward in parliament by the Social Democratic government in 1990 can be 
interpreted as the opposite of planned actions, i.e. resulting from a decision-
making process similar to that described by the organization theorists March and 
Olsen as a garbage can process of decision making with an emphasis on 
anarchy, fragmentation and chance factors rather than intentional design. 
However, this is not to say that strategic, carefully calculated actions were 
completely absent from the policy process. Facing a window of opportunity to 
strike against the Swedish labour movement, the new activistic leadership in the 
Swedish Employers‘ Confederation acted very strategically during the process 
and succeeded in its efforts to convince the Social Democratic government and 
the Swedish Trade Union Federation leadership of the merits of a state-
administered income policy. As this case study illustrates, institutional change 
sometimes require vigilant intervention from an actor in another's decision. The 
instititutional change achieved by SAF was a substantial weakening of the 
Swedish labour movement, i.e. of comparatively pro-regulative approaches to 
governance of industrial renewal. 
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Chapter 19 

 
 

The New Industrial Policy of Swedish 
Trade Unions  

 
 
 

Staffan Stranne 
 
 
 
During the post war period the Swedish trade union movement gradually 
developed strategies to democratize working life. Opinions for radical reforms – 
that social and political democracy should be completed by economic and 
industrial democracy – grew stronger in the seventies. In practice this meant a 
challenge to traditional private industrial ownership. The idea was that the 
power and responsibility of private ownership should be shared by the 
employees within trade and industry. Peaks of union ascendancy were thus 
reached, accompanied by employers‘ protests, as the laws concerning right of 
participation in decision-making and collective employee funds were established 
during the 1970s and 1980s.  

However, just as legislation and employee funds seemed to consolidate the 
influence of the union movement, the ideological winds appeared to shift. 
Discussions and deliberations about employees‘ industrial influence through 
ownership power gradually faded away. Trade union radicalism and alternative 
perspectives on industrial policy were becoming increasingly rare. When the 
right-wing government removed the employee funds in 1992, the union 
movement answered with (a roaring) silence.  

This article aims to sketch out and problematize the Swedish Industry 
Workers‘ Union‘s industrial policy around the turn of the century. The question 
is whether this type of analysis will provide an explanation to the evident and 
conspicuous loss of interest in radical union industrial policy and strategies for 
increasing employees‘ influence through collective industrial ownership and 
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economic democracy. Why and how was disagreement in the 1970s and the 
1980s replaced by consensus around the turn of the century? 
 
Trade Union Sector Councils 
 
When the new Swedish trade union – ―the Industry Workers‘ Union‖ – 
(Industrifacket) was formed in 1993, it was decided that a number of industrial 
sector councils would be formed in order to contribute to industrial 
development. At this time Sweden was experiencing the deepest and worst 
economic crisis since the 1930s. The number of companies folding and 
unemployment reached record levels. The union sector councils would monitor 
and analyze development and change such as employment problems and 
industrial conditions in general, e.g. needs for skill development and 
competence. The sector councils‘ analyses would constitute bases for the 
union‘s overall industrial policy to improve industrial conditions and defend 
work openings.14 

Thus in 1995, sector councils were established for several industry sectors: 
plastic, rubber and pharmaceutical industry, chemical industry and oil refineries, 
platen, textile, china, building, wash, leather and sport article industry. The 
sector councils' tasks included monitoring the following: 
 

 The market. 
 The production technology.  
 Distribution and logistics. 
 Production conditions.  
 Business development. 
 Economy. 
 The competitors. 

 
On the basis of these issues the sector councils proposed strategies for trade 
unions to positively influence the industrial and ambient development for the 
companies and the union members. Thus, rather than emphasizing the union 
members‘ democratic influence over industrial development, these strategies 
were focused on defending jobs.15 
 
 

                                                      
14 BEFA – ett nytt förbund, 1992, pp. 37 ff. 
15 Industrifackets förbundsstyrelseprotokoll 1995-01-23/24, Appendix 8. 
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DUVA – A Direction for the Future 
 
At the Industry Workers‘ Union‘s constituent congress in 1993, visions 
regarding trade union renewal had also been formulated. The future direction 
was indicated in terms of: 
 

 Increased education. 
 Work positions‘ development. 
 Substantial duties, enlargement of work content. 
 More well-paid work. 
 Improved work environment. 
 Fewer work-related injuries. 
 Increased power over the work situation for the employee. 
 Increased individual rights of choice in hours of work and holiday 

allocation. 
 Dismantled hierarchies. 
 Overall vision on work. 
 Increased possibilities for personal salary development built on equality 

and fairness. 
 Workplace programs pursuing ‗DUVA‘ (det utvecklande industriarbetet, 

Eng: The Developing Industry Work).16  
 
Such change and development would mean increased productivity for business. 
Work processes and production organizations would be improved through more 
efficiently safeguarded employees‘ resources. In addition, more rationalized 
production would constitute a basis for extending salary scales upwards. This 
way of formulating a development process in terms of common interests 
between companies and employees would result in long-term strengthening of 
competitiveness in Swedish industry.17  
 
Work Position Development, Fairness and Rationality 
 
The core of the DUVA model was referred to as work position development. 
Another key concept was the overall vision on the work, in contrast to traditional 
Tayloristic work division. Work organization, education/learning and salary 
would be considered as an interrelated whole. This required a work organization 
where a number of different duties were combined into a single position. Each 
                                                      
16 Industrifackets kongressprotokoll 1993, Appendix 3, pp. 10-13. 
17 Se Industrifackets kongressprotokoll 1995, Appendix 4, p. 143. 
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position would contain a primary duty and a number of secondary duties of 
different natures and difficulties.  

The employee would be assigned a work position on the basis of the primary 
duty, but by continuing education would gradually be able to perform secondary 
duties. Each new secondary duty with its associated education requirement 
would increase the employee‘s position stage and position on the salary scale. 
An important principle concerned the employee‘s right to develop himself for 
the secondary duties, and therefore get paid for each of the different position 
stages.18 

Furthermore, the union required development of work content on the basis of 
fairness and rationality. Principal differences between private business and 
employees‘ interests were however stated explicitly. While profitability was the 
ultimate objective for employers, full employment, increased real wages, fair 
distribution and developing work were employees‘ overall objectives. Within 
the concept of fairness, a series of trade union objectives were held up: 
 

 Decreased damage risks.  
 Fair sharing of work content and responsibility.  
 Recreated and developed occupational role within industry work.  
 A new and individual type of ―life salary curve‖.  
 Increased industry salaries – more qualified duties, increased productivity 

and better profitability. 
 Developing work for higher quality of life. Better conditions for a success 

helix: extended authorities − increased responsibilities − skill 
development − higher statuses − increased productive capacity − higher 
salary − extended authorities, etc.  

 Equality between men and women.  
 
The model preserved the wide concept of rationality. It was stressed that the 
industry must be organized in a way that maintained and strengthened its 
international competitiveness. With new conditions of reduced international 
trade obstacles and liberalized markets, two main principles remained for 
international competitiveness: production with minimized costs and low salaries, 
or production on the basis of rationality and high competence. For the union the 
choice was simple. However, a ‗no‘ to competition on the basis of low salaries 
meant a ‗yes‘ to an appropriate, effective and permanently rationalized 
production. A trade union industry policy therefore had to include: 
                                                      
18 Ibid. 
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 Ideas about cooperation between the different categories and groups of 

people in industry and the working life. Production teams and team work 
were considered necessary.  

 Considerations of new technology and new principles for rationalization. 
Organization changes, changed methods of work management and skill 
development would increase.  

 Understanding of the link between salary increase and productivity 
improvement.  

 Knowledge and awareness about the international market and 
competition. Aspects of the increasing internationalization: ―we cannot 
have a salary cost per produced unit that deviates from our main 
competitor countries. We know that higher or lower productivity 
influences the salary scope positively or negatively.‖19 

 
Industrial Development – Consensus and Agreements 
 
From this perspective the Industry Workers‘ Union launched ‗the developing 
work‘ with its position as a feasible alternative to out-of-date Tayloristic 
organization models in addition to manning strategies like ‗just in time‘ and 
‗lean production‘. Competitiveness would increasingly be based on skill 
development and new technology.  

Who would have the final ascendancy over the organizational change and the 
formulation of the future industry work? The endeavor was genuinely 
democratic: ―People's equality also concerns workers, and hours of work.‖ From 
this basic perspective, the employees had the right to require leverage over the 
new organizations and salary models. The workers would have the right to 
participate in formulating work in a way that gave them the possibility to 
develop work content and themselves.20 However, challenging demands were 
not made. Employees‘ influence by collective ownership was not even 
mentioned. 

The congress of the Industry Workers‘ Union in 2000 was unusual, if not 
unique, as the CEO of the ‗opposition‘ party Almega, Göran Trogen, was 
invited. He presented the employers‘ stands and views on Swedish industry in 
general and on the model of the Industry Workers‘ Union for new work 

                                                      
19 Industrifackets kongressprotokoll 1995, Bilaga 4, pp. 151-152. 
20  Det utvecklande arbetet. 1. Igår, idag, imorgon! Om industriarbetets förändring, 
Industrifacket 1995, p. 15. 
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organizations, DUVA. In the light of the rapid technological development, 
globalization and increasing international competition, Trogen stressed the need 
for increased flexibility within industry: ―flexibility, adaptability and rapid 
adjustments‖. He predicted increased requirements for employees regarding 
―changes of work organization and changes of work hours with short notice.‖ 
Change was stressed as an increasingly natural element and even a safety factor 
for employees. Trogen also stressed the competence development questions as 
decisive for future industrial success. The trade unions‘ commitment to 
industrial development issues received lavish praise: ―esteem your aspirations 
on this area […] the companies see most of the parts in your program as 
valuable contributions to a discussion about industrial development‖. 21  As a 
concrete result of the consensus, the basic principles of DUVA were 
incorporated into the collective agreements for all chemical industry workers 
starting in 1998.22 

At this congress it was established that conditions for Swedish industry had 
undergone dramatic changes during the 1990s, such as globalization and IT. The 
government had lost control over capital flow across national borders, interests 
and salaries. With an increased proportion of cross-border international 
industrial groups, differences between countries and regions had become more 
important for location of production. Interest rate differences, wealth 
differences, pay differentials and differences in competence and level of 
education were decisive. Other crucial factors concerned high technology 
communication, low transport costs and free trade.  

At the same time misgivings existed around the survival of Swedish industry. 
The exodus of some industrial production to low cost countries in Southeast 
Asia and the young Baltic states was illustrative.23 Globalization of Swedish 
industrial companies was prominent. Chemical, rubber, plastics and the 
pharmaceutical industry were illuminating examples, with nearly 45 percent of 
employees in these companies based abroad in 1998.24  

High productivity was stressed however, as a significant Swedish competitive 
advantage. The development of productivity within Swedish industry during the 
1990s was world-leading: over 40 percent increase in production per worked 
                                                      
21 Industrifackets kongressbok 2000, pp. 69 ff. 
22 Se Avtal Allokemisk industri, Industrifacket/ IF Metall och Industri- och KemiGruppen 
1998-2010. 
23 Erik Adolfsson/Hans Palmqvist, Industrin ska växa – Branscherna och framtiden, rapport 
till Industrifackets kongress 2000, pp. 6-7. 
24 Nutek/Tillväxtverket, http://www.tillvaxtverket.se/.  
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hour between 1990 and 1998. The productivity improvement in Sweden was 
more than ten percent higher than in USA, Germany and Japan.25 Thus, it was 
underlined – even though higher productivity also meant higher unemployment 
– that new and different structures and conditions for Swedish industrial 
production had emerged during the 1990s. These concerned above all the 
extension of IT, new distribution systems, changed attitudes and values, 
increased education levels, increasing international overcapacity in many 
sectors, and benchmarking.  

Another structural change concerned ownership. Previous industry owners 
tended to be replaced by institutions and funds with different intentions and aims 
from the old capitalists. A concrete effect of changed ownership structures was 
the concentration on business‘ core activities. Risk dissemination of capital 
investment would not happen within the company as much as between 
companies, and on the basis of institutional investors‘ assessments. 

From the perspective of the employees, this brought considerable 
consequences. The flexibility requirements increased, above all in execution of 
different duties and the working hours‘ allocation. Political requirements for 
diminished labor law followed in the tracks of the structural changes. The 
number of temporary employees increased – consultants and manning 
companies‘ staff. The change of duties increased the competence requirements, 
demand-responsive working hours and larger proportions of performance-
related pay. The question was how the trade unions would find strategies in 
order to meet these requirements and maintain security for their members. 
Alternatives to the criticized prevailing ownership structures were not on the 
agenda.26  
 
Trade Union Industry and Sector Policy  
 
The union sector councils‘ work was summarized as an action program. 
Concerning production and work processes, there were arguments for new work 
organization principles according to the ‗DUVA-model‘. This would mean 
increased competence and increased commitment from employees. The 
companies would become less vulnerable, and their competitiveness would be 
strengthened. The union made it clear that lean production could be 

                                                      
25 US Department of Labor. http://www.bls.gov/.  
26 Se Erik Adolfsson/Hans Palmqvist, 2000, pp. 6-11. 
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counterproductive for competitiveness, especially when minimized manning 
leads to burnout among employees.  

Vocational training needed to be improved, and there were needs for 
investments in the comprehensive and industrial upper secondary schools. These 
improvements would require closer cooperation between trade unions, 
employers and the school system. Furthermore, there was recognition of the 
need for information initiatives about modern industrial workplaces directed to 
the wider society. Increased quality assurance was emphasized, proposal 
activities were developed and network cooperation between small and medium 
sized enterprises (SME) was encouraged. Likewise, SMEs were to be stimulated 
and encouraged to cooperate with regional universities for knowledge transfer.27  

From an environmental perspective it was advocated that all production 
should become certified. The trade union would prepare an environmental 
policy for guidance when weighing industry and environmental issues. On a 
macroeconomic level, Swedish membership of the EMU was supported in order 
to improve competition conditions. The government would invest in 
infrastructure – roads and railways – and act more decisively to counteract the 
economic cycle. In general industry would be stimulated towards more 
compound products to increase added value. For the future of trade union 
activities it was stressed that large group trade union work should be developed, 
for example in the European Works Councils (EWC). Contacts regarding sector 
questions and group industry trade union questions would be increased within 
Scandinavia and Europe as a whole.28 
 
Consent on Development Issues 
 
In 2002, Future for Swedish industry was presented. This report had been 
worked out by a broadly compound workgroup under the direction of the 
dynamic industrial leader Carl Bennet and Göran Johnsson, the chairman of the 
Swedish Metal Workers‘ Union – the Bennet/Johnsson group. The chairman of 
the Industry Workers‘ Union Leif Ohlsson also participated.  

The starting point was to create a cross-border discussion to illuminate the 
most important current development issues for Swedish industry. A second deep 
economic crisis in ten years, the bursting of the IT bubble and the breakdown of 
                                                      
27 Se Staffan Stranne m fl, A Toolbox for Cluster Inspired Regional Development – Innovative 
Regions Facing the Challenges of Globalisation, EU, European Social Fund, Article 6, 
Innovative Measures, Copenhagen 2008. 
28 Erik Adolfsson/Hans Palmqvist, 2000, pp. 17-18.  
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the ‗new economy‘ had just occurred. The sense was that Sweden – in order to 
maintain a strong industry, industry openings and welfare – must invest more in 
skill, competence and industrial innovations. Among the competitive advantages 
of Sweden, the good cooperation climate in the labor market was specifically 
mentioned. Research and education were mentioned as crucial for 
competitiveness. Thus more extensive collaborations between trade and 
industry, political bodies and the research and education system were 
encouraged. The trade unions‘ contributions to industrial development were also 
considered important conditions: ―A natural role for the trade unions is, in 
addition to their daily interests, also to work for long-term industrial and 
employment development.‖29 A number of areas were asserted to be decisive for 
the future: 
 

 Need-motivated research and developed methods in order to disseminate 
research results to industry, especially to SMEs, and to industry-linked 
applications. 

 Infrastructure investments based on considerations conducive to growth. 
 Safe and cost-effective energy supply.  
 Rates and taxes rules for companies mainly corresponding to the most 

important competitor countries. 
 Generally simplified rules for SMEs.30  

 
Innovation Systems 
 
A national strategy for growth, development and long-term innovation policy 
was suggested. The responsibility would lie on a spread of anchored research 
and innovation directed from the highest political level. Industry representatives, 
entrepreneurs, trade union representatives and representatives of the research 
society would be members of the preparation group. The work would aim 
towards ―a world class innovation system‖. Trade unions and companies would 
jointly map and improve the innovation climate, disseminate experiences to 
other companies and present the results to the public.  

The national innovation system would be built from the top down for the 
large and most sophisticated technology companies, and from below for SMEs. 
The innovative investments were to reach the companies in a way that was 
adapted to their individual needs. SMEs for example, largely needed help with 
                                                      
29 Carl Bennet/Göran Johnsson m fl, Framtid för svensk industri, Stockholm 2002, p. 4. 
30 Carl Bennet/Göran Johnsson m fl, 2002, pp. 4-6. 
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product development. The strategy recommended substantial investments into 
the ‗IUC concept‘ (regionally anchored industrial development centers – 
‗Industriella Utvecklingscentra‘). SMEs in particular were thought to need this 
strong industry research structure to enable their growth and expansion.31  
 
The Pharmaceutical Industry – A Prioritized Sector  
 
The pharmaceutical industry stood at the forefront of the prioritized industrial 
sectors. The sector, which employed 20,000 workers in Sweden, was 
characterized by a high degree of R&D dependency. With an annual export 
value of more than 40 billion SEK, each employee thus generated an average 
export revenue of more than two million SEK a year. The key competencies 
were in education, research and highly developed healthcare institutions. The 
Bennet/Johnsson group established that this environment was likely to be 
attractive for pharmaceutical companies. However, international competition 
hardened. Despite this, R&D already constituted a significant proportion of the 
Swedish GNP, and in the long run this was not enough to retain and develop the 
country‘s leading position. The investments into medical research and education 
needed to be further strengthened in order to reinforce Sweden‘s competitive 
advantage. More than ever, these investments had to be based on dialogue and 
collaboration between industry and government. 

This was reported at the congress of the Industry Workers‘ Union in 2000, but 
did not at that time become the subject of a rational debate.32 Nevertheless, the 
union‘s investigation department continued to consider the industrial and sector 
political questions. Yet another report, The industry will be developed, not 
liquidated, was presented at the congress in 2004.33 The previously observed 
development tendencies were confirmed. The proportion of employees in 
foreign-owned companies in the chemical and rubber sectors was up 60 percent. 
Within the refineries as much as 94 percent of the employees were in foreign 
companies in 2002. The trend however, seemed to flatten out. In 2002, 22 
percent of employees in the private sector in Sweden were employed at foreign-
owned companies. Interestingly, Swedish companies were equally active 
investing abroad. The investment flows in and out of the country where 
essentially in balance. However, the outsourcing of different activities had 
continued, both to companies outside direct production within the country, and 
                                                      
31 Carl Bennet/Göran Johnsson et al., 2002, pp. 8-9. 
32 Industrifackets kongressprotokoll 2000, p. 116. 
33 Industrin ska utvecklas, inte avvecklas, Industrifackets kongressrapport 2004. 
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through the exodus of production to other countries. The overall number of 
employees in industry had fallen.34  

The union wanted to strengthen the industrial sectors, mainly by increased 
private investment, and proposed that the government should develop stimulus 
measures in order to increase these investments. The public sector was not 
mentioned as a possible area for expansion. Another issue concerned research. It 
was established that the total scope of research within the country was world-
leading, but the priorities were questionable. The number of patents granted was 
not impressive. Closer cooperation between industrial research institutes and 
universities would result in research directions more closely linked and 
motivated towards starting points for industrial needs. Research within 
pharmacology and biotechnology were stressed as sectors where the future 
needs for increased research investment were particularly large. A need was also 
expressed for capital investments in more risky areas and investments in skill 
development among employees. The overall argument was to promote 
strengthening international competitiveness. In order to develop skill and to 
improve enterprise work organizations, more need-oriented qualified vocational 
training (KY) was suggested, with certification of professional skill and 
development of autonomous workgroups in accordance with the work 
organization model DUVA. It was stressed that trade unions could be decisive 
for industrial development if they found roles as capable and ambitious partners 
in deliberations on skill development, certification of trade knowledge and on 
broad educational initiatives for development of workgroups and group 
management abilities within industry. 

As previously stated, one key concept was development. It was therefore seen 
as cause for concern that proposal activity in the companies had decreased. The 
employers had canceled the old proposal activity agreement, but the Industry 
Workers‘ Union thought that there should be a new agreement about proposal 
activity. The individual companies and their employees should be given 
increased freedom to find new ways to stimulate employees‘ creativity locally. 
Individual employees and work groups should be encouraged to take an active 
interest in proposal activity with the opportunities for increased leverage over 
their own working situation and production development. 

These measures were particularly addressed at subcontractors whose situation 
was becoming increasingly arduous: depending on a few customers, economic 
pressure from customer companies, rising raw material prices, requirements for 
                                                      
34 Ibid. 
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increased storage volumes from customer enterprises for increased flexibility 
vis-à-vis short-term and fluctuating order volumes. Advanced technology and 
skill leads were increasingly decisive for subcontractors‘ profitability.  

The Industry Workers‘ Union therefore put forward its own organization for 
monitoring of ambient changes important for needs of development and change 
in the companies. It was also suggested that the government would take a more 
direct active interest in the development of companies. British examples of how 
Japanese production experts had been used as company advisers by the domestic 
government were noted. In addition, large customer companies should 
contribute skill development among their subcontractors. Another way to 
accomplish knowledge transfer, technology and competition development 
among smaller subcontractors was to organize networks. An example of this was 
the Swedish Polymeric Industry Development Centre in Västervik 
(Polymerindustrins Utvecklingscentrum, PUCK).  

The report also discussed why and how the status of industry work should be 
increased. The most important tool for this would be education, especially 
increased investment in industrial upper secondary schools. Also mentioned 
were insufficiently used resources, partly because of inequality between women 
and men, and partly as a result of prejudice against immigrants.  

The report recommended that the out of date view on industry work should be 
replaced by a modern and reality anchored perspective. Industry is, as the report 
maintained, where the IT revolution is taking place. The previous ten years had 
seen considerable computerization of production. However, it was established at 
the same time that SMEs in particular still did not make full use of IT. The 
Industry Workers‘ Union should therefore underline for its members the 
importance of computer technology in industry; its importance for creating 
competitive activities and safe employment, particularly in SMEs.35  
 
Compliance and Consensus 
 
After the economic crises in the 1990s, the different parties in the labor market 
increasingly seemed to agree on industrial policy issues. Crisis awareness 
remained. The Industrial Contract that was signed in 1997 was perhaps the most 
explicit expression of this phenomenon. However, investigations and multi-party 
project groups expressed agreement in the fundamental areas for industrial 
development and growth. These concerned education, skill development and 

                                                      
35 Industrin ska utvecklas, inte avvecklas, Industrifackets kongressrapport 2004, pp. 22 ff. 
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research, infrastructure investments and energy supply, but also questions that 
concerned wealth policy and other legislations for industry, including both large 
companies and SMEs. The wide consensus included the necessity for the 
industrial conditions in Sweden to not deviate in any major way from the most 
important competitor countries. The productivity of Swedish industry should 
remain at least level with its competitors, otherwise production would threaten 
to move abroad. Any union questioning or challenging private industrial 
ownership, which had been the central issue for the economic and industrial 
democratization discussions in the 1970s and 1980s, was not of interest. At least 
the unions, in their weakened bargaining position, did not admit such ideas. 
Globalization, intensified international competition, and the deep economic 
crisis made union industrial policy focus on defending job openings within the 
country.36 The IT economic crisis that began in 2000, and the breakdown of the 
―new economy‖ also focused attention on the defense of jobs. Globalization 
therefore meant liberalized and harmonized conditions and standards for 
industrial enterprise between countries. Each party in the labor market largely 
agreed on this point.  

However, the program that was prepared in order to develop and change the 
local working situation was an attempt by the trade union to regain the initiative 
on a new practical formulation of industry work. It also was a model for 
substantial improvement for individual members. The Developing Industry 
Work, ‗DUVA‘, took as its starting point the concrete working situation. Work 
environment, work content, equality, responsibilities and authorities would be 
developed for the benefit of work satisfaction and working pride. Skill 
development and improved flexibility would create conditions for increased 
productivity, real wage development and reduction of working time. The basic 
principles of the ‗DUVA-model‘ could also be supported by the employers' 
representatives and even accepted as an important part of the collective 
agreements. Thus, the basis for union influence and participation in industrial 
development was only constituted through negotiations and persuasive 
arguments. Employees‘ increased influence through ownership or expanded 
legislation was no longer suggested. The focus had moved from issues of 
economic and industrial democracy to international competitiveness and defense 
of jobs within the country. 
 
                                                      
36 Staffan Stranne, Produktion och arbete i den tredje industriella revolutionen. Tarkett i 
Ronneby 1970-2000, Växjö 2004, pp. 60-61. 



292 
 

References 
 
Adolfsson, E., Palmqvist, H. (2000). Industrin ska växa – Branscherna och 

framtiden. rapport till Industrifackets kongress. 
Avtal Allokemisk industri, Industrifacket / IF Metall och Industri- och Kemi-

Gruppen 1998-2010. 
BEFA – ett nytt förbund, (1992). Stockholm. 
Bennet, C., Johnsson, G. (1995). Framtid för svensk industri. Stockholm 2002. 
Det utvecklande arbetet. 1. Igår, idag, imorgon! Om industriarbetets förändring, 

(1995) Industrifacket. 
Industrifackets förbundsstyrelseprotokoll 1993-2006. 
Industrifackets kongressbok 2000. 
Industrifackets kongressprotokoll 1993-2006. 
Industrin ska utvecklas, inte avvecklas, (2004) Industrifackets kongressrapport. 
Nutek/Tillväxtverket, http://www.tillvaxtverket.se/. 
Stranne, S. (2008). A Toolbox for Cluster Inspired Regional Development – 

Innovative Regions Facing the Challenges of Globalization. EU, European 
Social Fund, Article 6, Innovative Measures, Copenhagen. 

Stranne, S. (2004). Produktion och arbete i den tredje industriella revolutionen. 
Tarkett i Ronneby 1970-2000, Växjö. 

US Department of Labor. http://www.bls.gov/. 
 
 

 
 
 
 
  



293 
 

 
Chapter 20 

 
 

New Modes of Science in Co-operation 
between Universities and Industry 

 
 
 

Ulf Johanson and Maria Mårtensson 
 
 
 
Swedish research policy has undergone considerable change over the last few 
decades in order to support industrial renewal (Jörnesten, 2008). Commercial-
ization has been mentioned more frequently and more explicitly in research 
policy documents than during the first decades after World War II, and the 
commercial potential of research findings has increasingly led to the 
privatization of scientific results. In some cases public research funds (e.g. 
Vinnova) have an explicit aim to support commercialization of research 
findings. 
 However this changing context is not just a Swedish phenomenon. It is 
strongly supported by international movements where the idea of the free 
Humboldt University has been questioned. The Humboldt University ideal refers 
to an autonomous community of teachers and students dedicated to science in 
order to develop their own personalities and with no short-sighted claims to 
benefit to the surrounding society (Sellenthin, 2006).  
 These international trends with respect to co-operation between universities 
and the surrounding society have been given different labels like Triple Helix, 
Mode 2, academic capitalism, post-academic science, private-public partnership, 
community-university partnership, civic engagement, community engagement, 
finalization science, post-normal science, and most lately engaged scholarship. 
Some of these concepts have gained more attention than others. Given the 
limited space provided for this article, we will concentrate on Mode 2 and Triple 
Helix. These two concepts illustrate the issues at stake with respect to the 
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transformation from the Humboldt ideals towards more market and utility 
oriented ideals.  
 Some of the important issues at stake have been identified in a literature 
survey of the concepts mentioned in the previous paragraph. In this chapter, 
these issues will be weighed against empirical material from interviews with 
managers at Mälardalen University (MU). Because MU is often promoted 
(externally and internally) as being a good and interesting Swedish example of a 
far reaching co-operation with the surrounding society (Brulin, 1998; Swedish 
National Agency for Higher Education, 2009), it provides a good opportunity to 
elaborate on these ideas of close co-operation. Before the comparison, Mode 2, 
Triple Helix and MU will be briefly introduced.  
 
Mode 2 and Triple Helix 
 
The literature survey which forms the background to this article was performed 
in 2009. The aim was to critically analyze ideas of co‐production. The reference 
list of the final article contains 120 books, book chapters and articles. The 
general idea behind the survey was not to provide a complete coverage of 
writings in this area. This would have been impossible because the concepts 
used are often vague and not well defined, which means that some literature may 
address the phenomenon of co‐production even if none of the key words referred 
to above are used in the text. The idea was to accrue a basic understanding of the 
literature that would enable us to comment on the ideas and theories in the field. 
 The proponents of these models argue strongly in favour of the necessary and 
to some extent unavoidable changes where universities and higher education 
institutions will and must broaden their assignments to include aspects other 
than merely teaching and research. It is argued that the relationship with the 
surrounding society must become closer, stronger and more intimate. 
Researchers and teachers must leave the so called ivory tower and become part 
of everyday life. It has been suggested that the boundaries between the 
university and the surrounding society have started to erode (Novotny et al., 
2001). The debate on whether this is desirable is sometimes dramatic. 
Government research policy often demonstrates ambivalence (Jörnesten, 2008) 
even when there are legal obligations or numerous examples of close co-
operation with the surrounding society.  
 Gibbons et al. (1994) and Novotny et al. (2001) argue that there is a need for 
a new research mode characterized by trans‐disciplinary, heterogeneous, 
diversified, non‐hierarchic, socially distributed and practically validated 



295 
 

knowledge production. There is a need to produce ―knowledge which emerges 
from a particular context of application with its own distinct theoretical 
structures, research methods and modes of practice but which may not be 
locatable on the prevailing disciplinary map‖ (Gibbons et al., 1994, p. 168). For 
this approach, Gibbons and colleagues use the term Mode 2, as opposed to 
Mode 1, which refers to homogenous, institutionalized and hierarchical research. 
It is important to underline that according to Gibbons et al., Mode 2 is not just 
about applying existing scientific approaches to societal problems. Mode 2 also 
challenges epistemological issues. Knowledge creation has social and practical 
dimensions, where knowledge is produced from the standpoints of all the actors 
involved and is justified by consensus among all participating actors. Social 
responsibility is viewed as a prerequisite of this knowledge production process. 
Quality control does not come from a peer review process, but through 
usefulness, cost-effectiveness and social acceptance. The eminence of concepts 
such as reliability and validity in scientific work are seriously challenged, and 
the scientific research process is encouraged to embrace new quality criteria and 
new quality assurance procedures.  
 Like Mode 2, Triple Helix represents a more problem-oriented and pragmatic 
type of research (Hodgkinson et al., 2001). The Triple Helix approach is 
supposed to contribute to a deeper understanding of innovations and promotion 
of financial and social development. Cooperation, according to Etzkowitz and 
Leydesdorff (1996) will develop as a consequence of collaborative activities 
between the three different spheres of universities, industry, and government 
(Etzkowitz, 2005). Relationships along the boundaries between these three 
spheres will develop into new types of strategic alliances and hybrid 
organizations. Universities will contribute to the process of commercializing 
innovations, and the industries will gradually accept that such assignments and 
values go to universities. They themselves may in turn become educational 
institutions. The third party, i.e. the government, might take on new assignments 
such as becoming a risk capitalist, a role traditionally preserved for industry, as 
suggested by Etzkowitz (2005).  
 The literature on cooperation between universities and the surrounding 
society is extensive. Many of the proposals like Mode 2 and Triple Helix, have 
been criticized for not having a sound theoretical basis or examples based on 
empirical studies (e.g. Miettinen, 2002; Tuunainen, 2005). Existing examples 
are mostly medical or technical. In addition, Mode 2 has been accused of being 
short-sighted and lacking a historical perspective (Edqvist, 2002). Some 
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researchers argue that seen from a longer historical perspective, Mode 2 is the 
conventional way of doing research, while Mode 1 is the exception (Ibid.). 
According to Tuunainen (2005, p. 283), Mode 2 is best described as being a 
―diagnosis of-the-era‖.  
 
Mälardalen University: A Knowledge Co-producing University 
 
MU was founded about thirty years ago. From the beginning, it fostered close 
relationships with industry and the public sector, e.g. with multinational 
companies such as ABB and Volvo, the many SMEs in the area, the county 
council and its major hospitals, and with the local municipalities. There have 
been and still are many ongoing collaborative projects and relationships with 
both public and private sector partners are often described by MU managers as 
being very good. The university managers describe the university as being 
different from other universities.  
 In 2008, MU took a step further with respect to co-operation with external 
partners. The research strategy for 2009-2012 aims to develop cooperation with 
the surrounding society into a deeper and more intimate form which is labelled 
co-production. ―National and international cooperation – and in the long run co-
production – will be a critical success factor for MU. The university will utilize 
cooperation as a tool to create competitive and high-quality education and 
research, and moreover to increase both growth and knowledge development in 
the region as well as in the society as a whole‖ (Mälardalen University, 2009). 
According to the university management the co-production should not only 
involve external partners but also promote high academic quality and facilitate 
future funding of research and education. Appropriate forms and methods for the 
management philosophy of co-production should be subject to further 
development in dialogue processes within the organization and with external 
parties.  
 The concept of co-production had never been used before in MU‘s strategic 
documents. The word originates from a governmental body, the Swedish 
Knowledge Foundation (KKS), which has used the concept since 2005 (KKS, 
2005). The concept was used by KKS to further develop what was formerly 
labelled cooperation. Co-production is intended to convey a closer and more 
active form of co-operation between different actors (universities, industry, 
institutes and the public sector) working together to produce something 
evidently useful for everyone involved (KKS, 2005).  
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 According to internal written documents and verbal statements made by 
interviewees at MU, the concept refers to a more developed and intimate form of 
collaboration that includes the systematization, prioritization and professional-
ization of collaboration activities. Based on experience from a handful of what 
are regarded as successful co-operation projects, the intention is to develop a 
common co-production framework for the whole of MU, including the 
development of infrastructure and support functions, and thereby increase the 
probability of fulfilling the strategy. The interest in the transformation of the 
university into an organization characterized by a high degree of co-production 
is not limited to the university board and some regional industries. The local 
communities have also taken active supportive steps by providing additional 
grants, for instance via the so called social contract between the university and 
the two main public sector organizations in the region, i.e. the Västerås and 
Eskilstuna municipalities.  
 The empirical research in the next section is based on fifteen semi‐structured 
interviews with senior managers at MU. The areas covered in the interviews 
were: the meanings and differences between the concepts of co‐operation and 
co‐production with the surrounding society; factors facilitating or hindering 
co‐operation and co‐production; attitudes towards MU‘s co‐production strategy; 
the usefulness of co‐operation and co‐production; and the meaning of and need 
for management control in relation to co‐production. In addition, participants 
were observed at around ten meetings, both internal and with KKS.  
 
Challenges Addressed in the University Case Compared to 
Literature 
 
Interviews with managers at MU reveal that some of the issues that are 
suggested in the literature on Mode 2 and Triple Helix share a reference point in 
the interviews performed at MU. In this section the challenges raised by the 
interviewees will be compared with suggestions from the literature. 
 
From Mode 1 to Mode 2 – A Fundamental Change? 
At MU the use of co-production instead of co-operation is said to be a further 
step involving close and frequent dialogues between the participating partners. 
As one respondent states, co-operation does not necessarily mean anything. Co-
production is characterized by mutual commitment and mutual respect for the 
partners‘ integrity. A common goal must exist. Co-production is a ‗win-win 
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concept‘ where 1+1 equals more than 2. To ensure success in a co-production 
venture, several respondents stress that the partners must be equal, that the 
relationship must be based on long-term agreements and that the different roles, 
goals, output and outcomes must be made explicit. Some interviewees also state 
that co-production within the university, i.e. between different subjects and 
departments is also an issue that is at stake.  
 Respondents also suggest that a definition of the concept of co-production 
could contribute to a better understanding of what it is about. However, apart 
from the general definition of co-production in MU‘s strategy document, no 
more extensive definition has been formulated and agreed upon. The definition 
issue has been raised at some of the observed meetings, but as a rule it has been 
dropped. The meetings conclude that this is an urgent question that needs to be 
addressed soon. According to the interviewees, co-production could contribute 
to the individual, the group, the university, the different partners, and not least to 
the region and the wider society. However, it is not clear how such contributions 
could be achieved.  
 An ambivalent attitude towards co-operation was clearly identified in many 
of the interviews and observed meetings. This ambivalence, primarily found 
among representatives from social sciences and humanities, was expressed as a 
difficulty and an obstacle. How could the internal, subject-specific academic 
demands to deliver high-quality (Mode 1), leading-edge knowledge be met and 
at the same time be combined with more intense co-operation and/or co-
production where e.g. practice-oriented knowledge needs to be produced? There 
is a risk that researchers become too dependent on an outside organization and 
that these outside organizations set the agenda and researchers only have to 
adjust to its conditions. The Humboldt ideal is threatened. Some do not 
understand the anxiety at all. They argue that having a very close relationship 
with the surrounding society is a natural part of being in academia, and that 
there is no contradiction between having a close relationship, or co-producing, 
and delivering useful knowledge to the partner while at the same time imparting 
high quality scientific knowledge (Mode 2).  
 The internal debate and hesitation at MU mirrors the literature. The vague 
intention behind using co-production instead of co-operation is comparable with 
the general and often idealistically formulated ideas about Triple Helix and 
Mode 2. These ideas describe future directions for the benefit of the society. 
These wishful changes are suggested as having consequences at regional, 
organizational, project, group, and individual levels.  
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 In the Triple Helix literature the extension and exchange of roles between 
universities, industries and governments are often described in an unproblematic 
way (Etzkowitz, 2005). For instance, handling of competing interests among the 
different partners and how they might affect the relationships between the 
partners is not discussed in any depth. This is also how we interpret the 
respondents from MU representing technical and caring sciences. The co-
operation with regional business and the public sector reflects the norm since the 
university was established. Many of the researchers and teachers have also held 
positions with their collaborative partners in their earlier careers. A move from 
co-operation to co-production is not a big issue because knowledge is already 
subject to co-production. Using co-production instead of co-operation is just a 
superficial semantic change, according to these respondents. However the latter 
is not what Gibbons, Novotny, Etzkowitz and many others propose. A shift from 
Mode 1 to Mode 2 or a Triple Helix way of working is a fundamental shift with 
respect to basic ideology about knowledge creation and therefore also concerns 
governance of universities.  
 
Division of Responsibilities – A Problem? 
In the literature, a number of academic representatives warn against the 
confusion of responsibilities. This is to say that a thorough change from the 
Humboldt ideal to a Mode 2 or Triple Helix ideal is not just a superficial 
adjustment of existing research practices. It is a fundamental change of the 
research paradigm which challenges many academic traditions that are taken for 
granted. This change of ideals provokes a number of issues.  
 For example, Hasselberg (2007) puts forward her views on what she 
describes as universities becoming less academic. She refers to the concepts of 
CUDOS and PLACE respectively. CUDOS is a ubiquitous ideology at well-
functioning scientific institutions, a conscious reaction to the oppression of 
scientific norms conducted by totalitarian regimes. CUDOS is an acronym for 
the keywords Communalism, Universalism, Disinterestedness, Orginality and 
Sceptisim (Merton, 1973), whereas PLACE refers to Proprietary, Local, 
Authoritarian, Commissioned, Expert (Ziman, 2003). While CUDOS is closely 
related to Mode 1, PLACE is more associated with Mode 2.  
 Hasselberg asks ―what will happen if the ideology of CUDOS comes to an 
end?‖ She means that there is a risk that science in a Mode 2 state will develop 
into a superficial, cheerful cocktail party, where it becomes trivialized and an 
exaggerated culture of consensus becomes the norm. Every letter of CUDOS 
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includes a fundamental breach of the social etiquette and the subjectively 
formed judgment, she says. Originality (O) is always unpleasant as it questions 
established truths and power relations. She argues that no scientific development 
can take place without paradigm shifts and drastic changes. The resistance to a 
co-production mode at MU, mainly from representatives of social sciences and 
humanities, can be ascribed to the CUDOS and PLACE debate.  
 The ideology behind the co-production concept at MU prescribes that 
knowledge production should be useful (without defining in what way it should 
be useful or the timescale, i.e. when the knowledge should be useful). However, 
Gustavsson (2007) argues that viewing research for its ability to deliver benefits 
from a societal standpoint is completely different to prescribing that research 
must be useful to be able to plan and develop society. There are good reasons for 
maintaining the division between thinking (the role of the university) and acting 
(the role of the business world). A confusion of these roles is a risky enterprise 
that could result in a mass production of ―technically competent barbarians‖ 
from universities, according to Gustavsson. Mode 2 might even become an 
undesired advocate for conservatism. Instead of being the promoter of 
modernizing science, the social responsibility for research applications could 
hamper radical innovation. The interviews at MU do not reveal any hesitation 
from representatives of technical and caring sciences about the risk of mixing 
the roles of thinking and acting. As expressed above, the mixture of roles is 
embedded in the social structure at MU.  
 The latter issue also highlights the role of the researcher with respect to the 
polarization that exists between being orthodox, autonomous, and basic (Mode 
1) and commercially dependent, particular, and applied (Mode 2) research. The 
researcher‘s identity is homologous, and strongly influenced by the values of the 
researcher‘s specific field, whether it is a basic or applied science. From a 
government perspective however, it is not the individual that is of primary 
interest, it is the role conflicts, dilemmas, and ambivalences that are grounded in 
the social structure (Merton, 1973). Existing ideologies are internalized and 
therefore unconscious on the individual level. Mills (1963) calls this the 
manipulative power. When an ideology has become internalized an individual 
acts in accordance with the ideology without being aware of it. This 
manipulative power (Jörnesten, 2008) relates to every ideology whether it is 
basic or applied, CUDOS or PLACE, Mode 1 or Mode 2. In this sense, all kinds 
of roles (individuals, groups or universities) become the bearers of expectations 
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of a certain behavior, even a moral one. This has implications not only for the 
division of responsibilities but also for professional skills.  
 
Professional Skills and Quality Criteria – A Need for Development? 
Even though co-operation or even co-production is regarded as a quite normal 
way of producing knowledge within technical and caring sciences at MU, 
several of the interviewees have mentioned the importance of living what 
Etzkowitz (2005, p. 84) labels ―double lives‖. The expression ―double lives‖ 
refers to individuals who have experience of working both in academia and in 
the public or private sector and who continue to keep a close relationship with 
both. These experiences and relationships facilitate effectiveness and trust. 
Individuals with ―positive experiences from collaborations between the 
university and the surrounding society could pass them on to others and inspire 
them‖, says one respondent. ―… Today, however, there is no system for sharing 
knowledge and experiences of co-operation‖ another interviewee says.  
 Apart from experience from private or public sector work and being a trustful 
co-operation partner, our respondents do not specify the types of skills that are 
needed for a co-production approach. However, some suggestions are found in 
the literature. In a Mode 2 and Triple Helix state, knowledge creation is 
produced and justified by all involved actors (Gibbons et al., 1994). Therefore 
methodology skills (Hodgkinson et al., 2001), social skills (Hodgkinson et al., 
2001), communication skills, including translating knowledge from a research 
oriented context to a more practical oriented one (Keleman & Bansal, 2002), and 
even negotiation skills (Hodgkinson et al., 2001) become important. Inter-
personal skills are regarded as more important than technical oriented skills 
(MacLean et al., 2002).  
 Being a Mode 2 inspired researcher generally involves adaption to different 
quality criteria, a more specific and different reward system and a different way 
of managing the research process.  
 Deliberate progression to Mode 2 or Triple Helix also requires developing 
new criteria and processes for quality control at the organizational level. Hemlin 
and Rasmussen (2006) argue that the system of quality control must be 
developed from one where the product is in focus to one that they label ‖quality 
monitoring‖, which focuses on the process. When the process is in focus 
different criteria must be used. In contrast to the peer review process that 
represents the CUDOS ideal, partners outside academia must be involved in a 
quality monitoring process that addresses usefulness, cost effectiveness and 
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social acceptance (Gibbons et al., 1994). The time frame for undertaking quality 
reviews is also different.  
 The change with respect to professional skills, quality criteria and quality 
monitoring demand new reward systems, new ways of managing the knowledge 
creation process and even new academic careers. The latter especially will cause 
tensions between Mode 1 and Mode 2 academic institutions.  
 At MU the ambition is to maintain traditional academic quality criteria even 
in a co-production state. Is this possible?  
 
Administrative Ideologies – Barriers for Transformation? 
Another issue that is frequently mentioned in the interviews is the formal and 
informal structures (internally and/or externally) that contribute to or prevent 
(more often prevent) co-production. One such preventing aspect is the internal 
administrative processes. These processes are sometimes described as 
hindrances. Some of the more entrepreneurial managers hold that they do not 
involve the administration as much as they should and would like to, and prefer 
to try to solve administrative problems themselves. The administrative processes 
are described as taking too much time and by the time they (the administration) 
have processed the data there is a risk that e.g. a co-operation opportunity has 
already been lost. This lack of involvement of the administration is confirmed 
by some administrative representatives. The involvement gap sometimes causes 
major problems in terms of e.g. the university‘s legal obligations. A university is 
also a public authority, and therefore has not only legal obligations but also 
additional rules set by the government. The latter, i.e. the conflict between being 
a public authority bounded by legal restrictions and a free and open knowledge 
creating arena creates a number of problems.  
 The risks associated with administrative processes are also addressed in the 
literature but from a different standpoint. In the interviews, administration is 
seen as a barrier for entrepreneurial action whereas Hasselberg (2007) suggests 
that in the long run it might even threaten the professional judgement on which 
all academic work is based. Freidson (1994) and Hasselberg (2007) argue that 
one of the most characteristic aspects of professional groups is the existence of 
their own values and norms, e.g. regarding performance and quality criteria. 
While highly professional organizations are dependent on professional groups 
and norms these groups might also threaten the organization and especially the 
government of the organization. In the struggle for power different expressions 
of governmentality (Rose, 1999), such as mechanisms for standardization and a 
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line management approach, could be used as tools to oppress overly strong 
professional groups and norms. However this is risky even from a government 
point of view because it might reduce the scope of individual professional 
judgement. In a university context the reduction of individual professional 
judgment is especially delicate because the foundation for reproduction of the 
scientific norm system is challenged. University scholars and teachers are both 
examples of meta-professionals. If these professions lose their rights and power 
to practice their individual professional judgment a widespread de-
professionalizing of the whole society is at stake. New governing regimes like 
new public management and new management accounting regimes are therefore 
dangerous in the university context, according to Hasselberg (2007). The 
development of new control mechanisms such as quantitative goals (e.g. number 
of citations, number of completed exams at graduate and post-graduate levels, 
fixed number of years for Phd. studies), customer orientation and increased 
competition with regards to both grant applications and commercialization of 
research results, and the application of private sector management thinking 
might result in a diminishing respect for individual professional judgment, i.e. a 
diminishing respect for the CUDOS norms. 
 
A Coherent Government Including a Management Control Approach – 
Remaining in a Black Box? 
As part of the overall narrative of MU as a co-operative university all 
respondents expressed opinions related to ideals of government, however apart 
from a couple of exceptions a coherent approach to a framework for a 
government regime was absent. Government regime here refers to the connected 
and constant way of organizing a societal domain. It comprises the configuration 
of ideas, knowledge, norms and practices that frame the daily practice (Dean, 
1999; Hasselbladh et al., 2008). 
 However, when government issues were addressed in the interviews they 
concerned personal reflections based on respondents‘ individual leadership 
style. The need for new quality criteria and the need to encourage researchers 
and teachers to formally address co-operation (e.g. through educational goals) 
are examples relating to the government regime that were brought up by the 
interviewees. However the general absence of ideas or suggestions regarding 
changes to the university government is surprising because of the long and 
mostly successful co-operation with regional business and the public sector.  
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 None of the interviewees spontaneously brought up the issue of management 
accounting and control change (which we look at as part of the government 
regime). Instead, the statements about these issues were made after we brought 
the subject up. However, when prompted by our questioning, most respondents 
tried to define or at least transmit their views on the management accounting and 
control concept. This omission is also interesting because the co-production 
strategy chosen for MU raises a number of intriguing questions in relation to 
management control. A university or any organization for that matter, when 
deciding on a strategy has a range of different management control tools and 
devices at its disposal that could be utilized to facilitate achieving the goal of 
that specific strategy. However the idea, suggested by us, that the management 
accounting and control could actually serve as an instrument for change was 
most often met with resistance, or at least hesitation. ―We are afraid of being 
subject to too much control‖, one person said. Another respondent stated that 
cultural issues were important, and that the government regime should reinforce 
an entrepreneurial university culture. It is also important that individual values 
be respected, according to yet another.  
 The government regime needs to reinforce the atmosphere and the 
individuals‘ driving forces because the actual co-operation or co-production 
takes place at the individual level. One respondent said that management control 
documents can and should be formulated, but that it is the individual teacher or 
researcher who performs the real co-operation.  
 Two respondents provided very clear ideas about different management 
control instruments. According to them, some of the most important instruments 
are leadership, decision-making, quality, organization, responsibility and 
visions. These same two respondents also suggested what could be called a 
coherent government framework. Such a framework should address strategies 
and goals to be achieved. These goals must be shared by all the different 
partners and also support their individual goals. For example, educational goals 
might not only address quality of education but also regional benefits: action 
plans, because co-production needs to be action-oriented; quality criteria, 
because academic quality must be maintained; risks, because consciousness of 
risks is usually very low among board members and at top management levels; 
salary criteria and individual performance plans; and descriptions of available 
competencies.  
 Existing literature on new modes of science reveal a number of governmental 
challenges, e.g. the role of the researchers, quality criteria, renumeration and 
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career paths, division of responsibilities between different Triple Helix partners, 
and the need for new management accounting and control ideas and tools. 
However what is striking is that these challenges are scarcely addressed in the 
literature about Mode 2 and Triple Helix. 
 
Conclusion  
 
The literature on Triple Helix is normative (Etzkowitz, 2005). Useful knowledge 
is proposed to be best developed in close co-operation between the three actors: 
universities, business and governmental bodies. However in spite of these 
normative prescriptions, the issue of government, i.e. governmental regime is 
barely addressed. The need for new kinds of contracts between co-operating 
partners, and the division of responsibilities between these partners with respect 
to knowledge resources, knowledge creation and knowledge outcomes remains a 
black box. The interview study performed at MU resulted in similar 
observations. There is no doubt that the technology schools at MU are 
characterized by a co-operative culture dating back to MU‘s establishment. This 
culture has emerged as a result of individual co-operation rather than of centrally 
declared and coordinated efforts from the university. MU would like to change 
this through the new strategy, emphasizing co-production instead of co-
operation. However, with a few exceptions, the respondents in the interview 
study do not demonstrate a common view about any existing or possible 
governmental regime. The respondents hold that there is an urgent need to 
professionalize co-operation activities, i.e. to develop both a goal-oriented and a 
more long-term oriented way of working. ―It is about time to take the step from 
having a co-operative culture to develop a co-operative strategy.‖  
 It is easy to suggest that a coherent government Mode 2 oriented regime is 
needed if the ambition is joint knowledge creation. But is this possible? Is it 
really possible to combine the two very different ideologies that Mode 1 and 2, 
CUDOS and PLACE represent without interfering with the Humboldt ideal, 
individual professional judgment and the academic system of criticism? Is it 
legitimate to confuse the roles between action and thinking, between systems of 
commercial competition and systems of criticism? Does industrial renewal 
really gain from further eroding the borders between academia and industry? 
 Industrial renewal might instead gain from a co-operation and not co-
production between strong autonomous partners with their own profiles and 
aims. There is an urgent need to address these challenges by means of in depth 
studies of government regimes at universities undergoing transformation from 
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Mode 1 to Mode 2. Mälardalen University is one such example whose progress 
will be interesting to follow, but there must be many more interesting cases. The 
research challenge is there, but where are the researchers? 
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PART V 
 

ENTREPRENEURSHIP FOR 
INDUSTRIAL RENEWAL 

 
 
 

Karin Berglund 
 
 
 
This anthology deals with renewal, stressing the importance of introducing 
newness in relation to industry (see the introduction by Segelod in this book). 
This section highlights entrepreneurship and innovation, as they are emphasized 
as key concepts in renewal processes in society at large, and in relation to 
industry in particular. While the concept of renewal emphasizes restoration of 
something that has become faded or disintegrated, entrepreneurship and 
innovation stress the need to come up with brand new solutions and inventions. 
The question that guides this section is understanding the relationship between 
renewal and entrepreneurship/innovation against the backdrop of the policy 
interest for supporting entrepreneurship and innovation. The link between 
renewal and entrepreneurship and innovation is further elaborated on in the 
concluding section.  
 The interest in entrepreneurship seems to be continuously escalating, 
emanating from the industrial sphere and Schumpeter‘s (1934) thesis on 
economic development to today‘s discussions on opportunities that bring about 
innovations, prospering ventures and growth (e.g. Shane, Scott, & 
Venkataraman, 2000; Wiklund & Shepard, 2003). In general, entrepreneurship 
is held up as the model irrespective of which of many diverse problems are 
addressed. In this vein, entrepreneurship has spread into other societal spheres 
such as public sector renewal (cmp. discussions on New Public Management). 
The influence of entrepreneurship in the public sphere seems however to depend 
on who uses the label and for what purpose. Simply talking about 
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entrepreneurship in the public sector does not necessarily mean that 
entrepreneurship is part of what is happening in practice (Edwards, Jones, 
Lawton, & Llewellyn, 2002). Entrepreneurship is also becoming a part of the 
private sphere inhabited by every one of us where, in line with contemporary 
neo-liberal currents, we are expected to act as entrepreneurs in everyday life, 
transforming our lives into individual entrepreneurial endeavours (du Gay, 
1999). Another sphere of interest is the academic area, which has come to be 
seen as an important arena for commercializing research results and innovations 
(Brennan, Wall, & McGowan, 2005). The educational sphere also needs 
mentioning, as nowadays entrepreneurship is stressed as an important asset in 
the national curricula, which state that the entrepreneurial attitude should be 
developed throughout schooling (e.g. Berglund & Holmgren, 2011). 
 Entrepreneurship is therefore a concept that has been adopted in relation to a 
variety of contexts in contemporary society. The political sphere with its policy 
machinery is no exception (cmp. Lundström & Stevenson, 2005). Thus, 
entrepreneurship (and innovation) seem to have gained a ―holy grail‖ status, to 
help us deal with a seemingly complex and changeable world where the market 
has come to rule (see also the introduction ‖Changing the Context for Industry‖ 
by Erik Bjurström). Complying with the whims of the market instead of an 
ideological agenda seems rather arbitrary. Nevertheless, monetary resources, 
companies, and even people are becoming increasingly mobile. As a result of 
this movement, societal structures are rapidly changing. This effect is strongly 
intertwined with a changing industrial sector. Business structures also 
simultaneously transform as organizations are rendered more effective, 
rationalizing, outsourcing and converting production to ―lean machinery‖, 
instead of a learning process (cmp. Bjurström and Jackson‘s chapter in this 
book). Although the problems seem both complex and difficult to handle, as are 
the forces that cause these situations, there is certainly a ‗hope‘ associated with 
the talk of entrepreneurship and innovation in policy documents.  
 The Lisbon Strategy, a decade-long action and development plan for the 
economy of the European Union that was set out by the European Council in 
Lisbon in March 2000, aimed for the Union to ―become the most competitive 
and dynamic knowledge-based economy in the world capable of sustainable 
economic growth with more and better jobs and greater social cohesion‖ (The 
Lisbon Strategy, 2000). Entrepreneurship was held forward as a key concept in 
this strategy, and a green paper was presented in 2003 to direct the 
implementation of entrepreneurship in different sectors. The green paper stated 
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that ―Europe needs to foster entrepreneurial drive more effectively. It needs 
more new and thriving firms willing to reap the benefits of market opening and 
to embark on creative or innovative ventures for commercial exploitation on a 
larger scale‖ (Green paper, 2003, 4). Even though entrepreneurship is discussed 
as a multi-dimensional phenomenon – belonging to the many different spheres 
discussed in this introduction – entrepreneurship in the green paper was referred 
to in a business context. 
 Following the Lisbon Strategy is the newly launched Europe 2020 Strategy 
that, with a plan for the upcoming ten years, aims at ―smart, sustainable, 
inclusive growth‖ (EU 2020 Strategy). In this new strategy innovation has been 
given a prominent role and is given particular focus in one of the seven ―flagship 
initiatives‖, Innovation Union, which aims to improve the framework conditions 
of research and innovation and catalyze progress. For a number of different 
reasons, there seems to be a considerable interest in unleashing and supporting 
entrepreneurship and innovation in the European member countries. Approx-
imately 100 Billion SEK is spent annually on supporting entrepreneurship and 
innovation in Europe by way of different initiatives (Lundström, Stevenson, & 
Almerud, 2008). Hence there is a large stake and ‗hope‘ associated with the 
concepts of entrepreneurship and innovation. 
 From a social science perspective, a vital question would be ―why such 
hope?‖ I argue that the answer is found in the past in how entrepreneurship and 
innovation has been associated with the rise of the industrial society. The 
concept of entrepreneurship was invented during the early age of 
industrialization. From the French verb ―entre prendre‖ − undertake − the 
entrepreneur was described in a dictionary in 1437 as a person who is active and 
gets something done (Landström, 2005, 24). The entrepreneur was born.  
 Even if the concept of entrepreneurship was in use as early as the Middle 
Ages, referring to violent action and acts of war, and those early understandings 
of the concept in early modern times referred to a verb rather than a noun, it is 
the idea of the person of importance for industrial progress which has been 
assimilated into everyday speech as well as in the theories of entrepreneurship. 
It is evident from discourse analysis of entrepreneurship texts that the language 
available for talking about the phenomenon is principally a language of the 
enterprising [företagsam] human being (Ahl, 2004; Berglund, 2007). 
Historically the entrepreneur has ranged from being seen as a risk taker (e.g. 
Cantillon, 1755; Knight, 1921), a capitalist (e.g. Smith, 1776), a resource 
combiner (Say, 1828 i Landström, 2005, 29), an innovator (Schumpeter, 1934), 
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to being viewed as an alert person on the lookout for opportunities (Kirzner, 
1973). Many researchers today argue that these opportunities are not so much in 
the eye of the beholder, as in the ability to create something together with other 
people (Johannisson, 2005), and that this ―something‖ can be enacted in a 
multitude of places, bringing about many different values for our society 
(Steyaert & Katz, 2004).  
 Arguably, both entrepreneurship and innovation are concepts that we have 
used to describe and understand the formation of industrialism and our language 
for talking about these phenomena is still very much a relic of the past. 
However, at the present time these concepts are no longer simply descriptive 
words, used to understand what is happening in our society, but have clearly 
become ―performative policy tools‖ guiding post-industrial society towards its 
future. Entrepreneurship scholars have stressed the importance of disconnecting 
entrepreneurship from the industrial sphere and view entrepreneurship and 
innovation as multi-dimensional phenomena that occur in society at large (e.g. 
Bill, Bjerke, & Johansson, 2010). It is relevant to reflect on whether our 
understanding of these concepts, with the historical baggage they carry, is 
suitable for deciding the strategies for the future? The issues the world faces 
today are arguably of a different character to those faced during the development 
of the industrial era. To put entrepreneurship and innovation into the framework 
of the past may well work in the opposite direction to the intended one, which is 
to create conditions for entrepreneurship and innovation to bring about newness 
and renewal processes.  
 The chapters in this section address, in one way or another, the need to 
support entrepreneurship and innovation in developing contemporary society. In 
the chapter ―Entrepreneurship in established firms in a context of industrial 
renewal‖, Höglund discusses the importance of working strategically with 
entrepreneurship on an organizational level and uses the following five forms of 
strategic entrepreneurship to understand the concept of renewal: sustain 
regeneration, organizational rejuvenation, domain redefinition, strategic renewal 
and business model reconstruction. From the analysis we learn that renewal 
contains a broad spectrum of combining available resources in new ways, which 
may create new single business opportunities but also disrupt an industry‘s 
existing competitive conditions or (more radically) create new market spaces.  
 In the next contribution, ―Demands for counseling towards surviving 
business: A role for public counseling?‖ Lundström and Kremel have studied 
how the demands for business counseling services are met by public counseling. 
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As in the first chapter, the idea is to find ways to work strategically with 
entrepreneurship, taking advice from business counselors. The assumption made 
is that counseling has positive effects at both the organizational level and the 
national level, as the number of successfully growing and developing business is 
seen to contribute to Sweden as a whole. A number of conclusions are drawn, 
firstly that the publicly financed system seems to be able to choose more 
successful cases for their counseling services, avoiding ‗losers‘. Secondly, 
positive relationships between entrepreneurship education and entrepreneurial 
behavior (in terms of starting revenues when starting up one‘s own business) are 
difficult to trace. They also make an important point about ‗being an 
entrepreneur‘, that is does not seem to be so much about the person her or 
himself, as about being in a process of doing entrepreneurial things. Having 
started a business a long time ago does not mean that you are an entrepreneur. 
However, being involved in starting up businesses seems to be a specific ―mode 
of action‖ in which people act entrepreneurial.  
 In the following chapter ―Understanding entrepreneurial support‖, Zarina 
Osmonalieva deepens our understanding of what entrepreneurial support means 
with a literature review, concluding that entrepreneurial support has become far 
more than simply providing for business counseling. Taken together, it is more 
about creating an infrastructure, both physical and mental, that contributes to 
building an entrepreneurial society. The following chapter delves further into 
what this means in the context of practitioners, with a focus on providing 
entrepreneurship support. The supply of support, Lindhult and Höglund argue, 
can be seen to focus on either the product, the process, or the person. From 
interviews with business advisors, they conclude that some aspects are more 
important than others. The person is one example that seems to be hard to 
disregard. But, focusing on the product and process, they give a complementary 
view of how entrepreneurship can be supported in new and innovative ways.  
 In the last two chapters the field of view becomes slightly different, placing 
entrepreneurship in a societal development perspective. Berglund and Johansson 
mean that contemporary theories of entrepreneurship, developed in the sense of 
a ―descriptive concept‖ are inappropriate in a contemporary societal context 
which requires a ―performative concept‖. Hence, they argue that mainstream 
entrepreneurship theories are not helpful in the process of industrial renewal. 
Their answer is to reinterpret the role of researchers and how they conduct their 
research and open the way for interactive and ethnographical studies, which can 
put a focus on the questions formulated by practitioners in the context of 
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―entrepreneurial making‖. Last, but not least, creativity is discussed as a key 
concept in both entrepreneurship and innovation in an attempt to formulate a 
research agenda to rethink how creativity is part of these processes. In this final 
chapter Berglund and Köping move from an aggregated level consisting of 
many different entities to an inter-relational dimension and point out that we 
must consider that the circumstances for production are different now than they 
were during the industrial era. To make a creative shift in how we relate to each 
other may not be easy, they argue, but is nevertheless necessary if we want 
entrepreneurship and innovation to be the performative tools that society calls 
for.  
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Chapter 21 

 
 

Entrepreneurship in Established Firms 
from a Strategic Entrepreneurship 

Perspective 
 

Linda Höglund 
 
 
 
Entrepreneurship is a complex and multifaceted phenomenon – it is 
simultaneously individual and social, but also an economic phenomenon – a 
phenomenon that changes over time, and appears in different contexts (c.f. 
Bjerke, 2005; Landström, 2005). Landström (2005) argues that because the 
phenomenon itself is complex, changing and contextually dependent, we cannot 
expect to find a clear definition of entrepreneurship or a single discipline to 
contribute with a complete understanding of entrepreneurship. Furthermore, a 
variety of disciplines and theoretical frames of reference are needed for the 
understanding of entrepreneurship in society. In this chapter, the focus will be 
on exploring how entrepreneurship in established firms in the context of 
industrial renewal is described in the literature from a strategic entrepreneurship 
(SE) perspective.  
 Research in SE has become increasingly important because of its relationship 
to firm survival, growth and competiveness in an increasingly turbulent, chaotic 
and uncertain market (c.f. Hitt et al., 2001; Ireland & Webb, 2007). As Kuratko 
and Audretch (2009:8) describe it:  ―All forms of strategic entrepreneurship 
have one thing in common: they all involve the exhibition of organizationally 
consequential innovations that are adopted in the pursuit of competitive 
advantage‖. However, even if there is a common focus on competitiveness there 
is still much to distinguish regarding what constitutes this concept (c.f. Kuratko 
& Audresch, 2009; Schindehutte & Morris, 2009). This means that a precise 
definition of SE has been difficult to find among scholars in the field (Ireland et 
al., 2009), and researchers such as Kuratko (2007) have called for more studies 
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in this area. Thus, there is still much to learn about entrepreneurship in 
established firms. Similarly, Schindehutte and Morris (2009) argue that SE is in 
need of further conceptualization.  
 Further disposition in this chapter will be as follows. First, there is a short 
summary of previous research on entrepreneurship in established firms. Second, 
as entrepreneurship can be manifested in many ways and there is some 
confusion regarding what constitutes SE, we will attempt to elucidate some of 
its content and processes. Third, there is a discussion about industrial renewal in 
the context of SE. 
 
Entrepreneurship in Established Firms 
 
Research on entrepreneurship in established firms has been seen as an important 
route for firms to competitiveness and growth in an industry since the 1970s. 
Based on observations, Burgleman (1983) concluded that if firms want to stay 
competitive they need to support a degree of entrepreneurial action – but what 
precisely is entrepreneurial action? The literature review in this chapter suggests 
that entrepreneurial action is closely linked to renewal of firms and their ability 
to create new business opportunities. 
 For example, Bjerke (2005) stresses that to be entrepreneurial is to create 
new user value. Similarly, Covin and Miles (1999) describe entrepreneurial 
action in terms of a path for firms to create superior value in an industry by 
leveraging innovation to create new products, processes, and strategies to better 
satisfy customer needs. Moreover, Burgleman (1984) argues for the need for 
entrepreneurial action in order to renew firms. Thus as firms grow larger, their 
capacity to maintain a certain growth rate in their main area of business 
decreases, and sooner or later they have to find new areas of business in 
marginally related or unrelated areas. Furthermore, Kuratko and Audretsch 
(2009) write about renewal in terms of entrepreneurial action in order to initiate 
change, newness, creativity and innovation. Miller (1983) in turn, stresses the 
need for organizations to continuously renew, innovate, take constructive risks, 
conceptualize and pursue new opportunities to grow and stay competitive in an 
industry. In slightly different words Shane and Venkataraman (2000) suggest 
that entrepreneurship is the foundation for wealth creation (e.g. growth and 
profitability) in firms by exploitation of profitable opportunities. This concurs 
with Ireland et al. (2003), who concluded that the different views of 
entrepreneurship agree that opportunity recognition is at the heart of 
entrepreneurship, or as Shane and Venkataraman (2000:218) express it – 
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entrepreneurship scholars seek answers to questions such as: ―(1) why, when, 
and how opportunities for the creation of products and services come into 
existence; (2) why, when, and how some people and not others discover and 
exploit these opportunities; and (3) why, when, and how different modes of 
action are used to exploit entrepreneurial opportunities‖. 
 The discussion so far suggests that entrepreneurship in established firms is 
concerned with actions taken to create renewal through the exploration and 
exploitation of opportunities in order to be profitable, grow and stay 
competitive. However, as firms grow they become more administrated, rigid and 
inflexible, which creates an opportunity for good and effective management. 
Administrative action for example, involves information for making decisions 
related to stability, management, strategic planning and leadership of a business 
for long-term future success. Nevertheless, these administrative actions have a 
tendency to drive away entrepreneurial action (the ability to renew and explore 
opportunities), thereby also reducing a firm‘s ability to be proactive or respond 
dynamically and quickly to changes in the industry. This creates something of a 
paradox that is difficult for firms to manage. This type of paradox can be seen in 
earlier research and for a long time scholars had trouble linking entrepreneurship 
with administrative action in established firms. Thus entrepreneurship and 
administrative action were seen as a contradiction in terms (Stevenson and 
Jarillo, 1990). Burgelman (1983:1362) for example, stressed that ―... entrepre-
neurial and administrated economic activity have long been considered 
essentially opposite forms with little if any connection‖.   
 In the late 1980s and 1990s the view regarding entrepreneurship and 
administrative actions such as management slowly changed, and several 
research areas in economic, strategic management and entrepreneurship 
explored the benefits of combining different aspects of management and 
entrepreneurial action in established and often larger firms. To date, scholars 
have addressed entrepreneurship and management action in established firms in 
many different ways. However, one of the newer contributions in this area is the 
concept of strategic entrepreneurship (SE), which will be discussed further in 
this chapter. Thus, researchers of SE have found that the ability to effectively 
balance the tension between entrepreneurial and managerial action is rapidly 
becoming a key differentiator between maintaining a firm‘s success and facing 
diminishing performance (Ireland & Webb, 2007; Kyrgidou & Hughes, 2010). 
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Strategic Entrepreneurship 
 
SE is a quite new concept. However, as stressed in this chapter, the relationship 
between entrepreneurial and administrative action (such as strategic action) is 
not a new phenomenon. Thus, it have emerged in an interrelated way for many 
years. Nevertheless, as Kyrgidou and Hughes (2010) argue, the phenomenon has 
only recently been crystallized into a construct of practice through SE. 
Furthermore, the concept of SE is constructed of certain aspects of previous 
research in the area of entrepreneurship and strategic management (Kuratko & 
Audresch, 2009). Both research areas are concerned with competiveness, growth 
and wealth creation (e.g. growth and profitability) (Hitt et al., 2001; Ireland, et 
al., 2003) but their foci differ slightly. Despite this, as Kyrgidou and Hughes 
(2010) express, the strategic management and entrepreneurship domains have 
developed largely independently of each other, even though parts of both – 
entrepreneurship and strategic management – are needed to enhance the 
understanding of SE.  
 A strategy can be seen as a deliberate plan and at its essence attempts to 
capture where the firm wants to go and how it plans to get there. Kuratko and 
Audretsch (2009) stress that when entrepreneurship is combined with strategy, 
the possibilities regarding where the firm can go, how it gets there and how 
quickly it can do so are notably improved. Ireland et al. (2003) state that SE can 
be defined as a process that facilitates a firm‘s efforts to identify opportunities 
with the highest potential to gain a competitively advantageous position through 
the entrepreneurial component and to then exploit these opportunities through 
strategic actions. Similarly, Hitt et al. (2001) suggest that the entrepreneurial 
aspect is about the ability to create new opportunities and the willingness among 
individuals in firms to pursue these new opportunities, whilst the strategic 
perspective enables firms to exploit those opportunities most likely to lead to 
competitive advantage and subsequent means of which to shape advantage.  
 The work of Hitt et al. (2001, 2002), Ireland et al. (2003), Ireland and Webb 
(2007), Kuratko (2007), and Kuratko and Audretch (2009) among others, 
suggests that SE focuses on how firms renew and create change (adapt or are 
proactive) by exploiting opportunities.  Firms therefore create wealth (e.g. 
growth and profitability) by exploring opportunities in their internal or external 
environment and then developing competitive advantages to exploit these 
opportunities (c.f. Hitt et al. 2001). Thus SE can be seen as entrepreneurial 
action with a strategic perspective (Hitt et al., 2001, 2002) and in this chapter is 
defined as: The process of balancing opportunity-seeking and advantage-seeking 
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to develop and take actions designed to create renewal and wealth (e.g. growth 
and profitability) for the firm in order to gain a competitively advantageous 
position.  
 
Five Forms 
In order for firms to explore new opportunities and gain a competitively 
advantageous position, innovation becomes a key aspect in SE (the word 
innovation is derived from the Latin innovare, which means renewal37). Kuratko 
and Audretsch (2009) express that innovations can happen anywhere and 
everywhere in the firm and by an opportunity-driven mindset, management 
seeks to achieve and maintain a competitive advantage for the firm. Morris et al. 
(2008) and Kuratko (2009) discuss two possible reference points involving 
innovation that can be considered when a firm exhibits SE: (1) how much the 
firm is transforming itself relative to where it was before (e.g. transforming its 
products, markets, internal processes, etc.), and (2) how much the firm is 
transforming itself relative to industry conventions or standards (again in terms 
of product offerings, market definitions, internal processes, etc).  Furthermore, 
in this context it is possible to envision at least five forms of SE (Morris et al., 
2008; Kuratko & Audretsch, 2009). The five forms are Sustained Regeneration, 
Organizational Rejuvenation, Domain Redefinition, Strategic Renewal and 
Business Model Reconstruction.  
 The first four forms of SE have their foundation in Covin and Miles (1999). 
Business model reconstruction was added later by Morris et al. (2008). It is 
however important to note that these five forms of SE are not mutually 
exclusive, and that two or more of the different forms can appear 
simultaneously, and usually do exist concurrently in firms with a high degree of 
entrepreneurial frequency. The main reason for presenting the five forms of SE 
separately in previous research is for theoretical conceptualization in order to 
clarify the fundamentals of each form. It is also possible to view the five forms 
of SE as strategies with uncertain outcomes, i.e. what Covin and Miles (1999) 
refer to as innovative strategies. They stress however, that since the outcomes of 
entrepreneurial processes are uncertain, the forms cannot be readily enacted as a 
deliberate strategy with the expectation that particular outcomes will necessarily 

                                                      
37 The Oxford English Dictionary includes the following possible interpretations of the words 
innovate and innovation: Innovate(verb) − To change (a thing) into something new; to alter; 
to renew. Innovation (Noun) − The action of innovating; the introduction of novelties; the 
alteration of what is established by the introduction of new elements or forms.  
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be realized. Nevertheless, the five forms of SE are presented below to clarify the 
characteristics of what would seem to be some of the most common firm-level 
manifestations of entrepreneurial processes. 
 
Sustained Regeneration occurs when firms exhibit an ongoing pattern of new 
product introductions and/or new market entries. This requires a combination of 
modified labor and skills (Covin & Miles, 1999). This form of SE is most 
commonly employed as a basis for attaining competitive advantage under 
conditions of short product life cycles, changing technological standards, or 
segmenting product categories and market arenas. Sustained Regeneration is 
arguably the most recognized and common form of SE (Kuratko & Audretsch, 
2009). This entrepreneurial event has a high frequency. Thus, firms 
continuously introduce new products into a pre-existing category or introduce an 
existing product into a new (to the firm) but pre-existing market (Morris et al., 
2008).  
 
Organizational Rejuvenation occurs when firms alter internal processes, 
structures and/or capabilities in order to improve their competitive standpoint 
(Covin & Miles, 1999). It involves changes in existing activities in the value 
chain, mostly supporting activities such as process and administrative 
innovations rather than product innovation. Dess et al. (2003) stress that 
organizational innovation shows that firms can become more entrepreneurial 
through processes and structures. The frequency of the entrepreneurial event is 
usually low to moderate, therefore the focus is on enactment of a major 
internally focused innovation aimed at improving strategy implementation 
(Morris et al. 2008). 
 
Strategic Renewal 38  occurs when firms fundamentally alter existing 
organizational strategies they use to successfully ally with the external market 
and to better compete with rivals (Dess et al., 2003). Covin & Miles (1999) note 
that Strategic Renewal can be observed in a variety of business scenarios. For 
example, declining firms facing turnaround situations sometimes embrace new 
product or process technologies that allow them to redefine their industry 

                                                      
38 It should be acknowledged that there is a risk in adopting the label strategic renewal when 
referring to this form of SE, thus there are many interpretations of the term in the literature. 
However, in this paper it simply means the implementation of a fundamentally `new´ business 
strategy (c.f. Covin & Miles, 1999). 
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positions and how they compete. Another example is the change from internal 
growth to acquiring of new businesses. The entrepreneurial initiative concerns 
the strategy of the firm and the change from current strategies to new strategies 
(Morris et al., 2008). The frequency of this entrepreneurial event is low, and the 
main focus is on the adoption of a new core strategy for the firm (Morris et al., 
2008).  
 
Domain Redefinition occurs when firms proactively seek to create new product 
markets that competitors have not yet discovered or in undersupplied markets 
(Covin & Miles, 1999). The focus is on exploration and what is possible rather 
than what is currently available, i.e. first mover advantages (Dess et al., 2003). 
Lumpkin and Dess (1996) argue that to be the first with an offer in a new 
product category means that a firm redefines its domain in a proactive way, and 
thereby demonstrates a high degree of entrepreneurial action. The 
entrepreneurial initiative concerns the creation of new competitive space, but the 
frequency of the entrepreneurial event is low. Domain Redefinition therefore 
involves the creation of often radically new products or new markets or the 
reconfiguration of existing product categories or markets (Morris et al., 2008).  
 
Business Model Reconstruction occurs when a firm designs or redesigns its core 
business model(s) in order to improve operational efficiencies or otherwise 
differentiate itself from industry competitors in ways valued by the market 
(Morris et al., 2008). Common activities within business model reconstruction 
include outsourcing (i.e. relying on external suppliers for activities previously 
performed internal to the firm) and to a lesser extent vertical integration (i.e. 
bringing elements of the supplier or distributor functions within the ownership 
or control of the firm) (Kuratko & Audretsch, 2009). Frequency of the 
entrepreneurial event is low, and it concerns the design or redesign of an 
existing business model into a new one (Morris et al., 2008). 
 
Disruptive and Continuous Innovation 
Ireland et al. (2009) argue that the effects of each of the repositioning 
possibilities of the five forms of SE can potentially disrupt the existing 
competition in an industry and result in new industry winners and losers. Such 
disruptions in the market are therefore likely to prompt chains of competitive 
action and reaction. The realization of repositioning as a result of exploiting 
entrepreneurial opportunities thus represents a change to the competitive 
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landscape. External responses may include altered levels of competitive 
intensity, technological change and product-market domain evolution (Ireland, 
et al., 2009).  As stressed, the five forms of SE are based on the thought of 
innovation, and researchers in the field of SE usually embrace an incremental-
discontinuous continuum about newness, i.e. continuous innovation and novelty 
or disruptive innovation (c.f. Schindehutte & Morris, 2009). Firms pursuing 
disruptive innovation create new competitive space, produce entirely new forms 
of customer value and reshape, renew or destroy existing industries. 
Furthermore, the organic nature of innovation can have profound internal 
effects, fundamentally changing the organization, its business model, and its 
identity (Zott & Amit, 2008). Essentially, disruptive innovations introduce new 
ways of playing the competitive game - ways that are different from and conflict 
with current business models (Ireland et al., 2003). This type of innovator tries 
to proactively influence their competitive destiny rather than waiting to be 
influenced by the evolution of the markets in which they compete. According to 
Ireland et al. (2003), successful disruptive innovations are a product of SE.  
 Ireland et al. (2003) define continuous innovations as innovations that help 
firms to earn higher margins by selling better products to their best customers. 
They comprise of both simple, incremental engineering improvements as well as 
breakthrough leaps up the trajectory of performance improvement. Furthermore, 
this type of innovation is often oriented to developing new processes rather than 
new products or services, and is important in helping the firm derive maximum 
value from its current capabilities. However at some point, continuous 
innovations result in incremental improvements to products or services that 
exceed customers‘ needs, creating an entry point for a disruptive innovation 
(Ireland et al., 2003). Too much emphasis on continuous innovations (which are 
advantage-seeking actions) prevents the firm from recognizing and exploiting 
new entrepreneurial opportunities. On the other hand, too much emphasis on 
disruptive innovation (which is opportunity-seeking oriented action) makes it 
difficult for firms to sustain competitive advantages and fully appropriate the 
value from these innovations. Ireland et al. (2003) argue that effective use of SE 
leads to a comprehensive and integrated commitment to both continuous and 
disruptive innovations as drivers of wealth creation (e.g. growth and 
profitability).   
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Industrial Renewal in a Strategic Entrepreneurship Context 
 
As stressed, firms pursuing SE seek new business opportunities to disrupt an 
industry‘s existing competitive conditions or to create new market spaces (c.f. 
Ireland et al., 2003) through the five forms of SE: Sustained Regeneration, 
Domain Redefinition, Organizational Rejuvenation, Strategic Renewal and 
Business Model Reconstruction. The last part of this chapter addresses how the 
five forms of SE may contribute to industrial renewal. 
 Firms exhibiting Sustain Regeneration introduce a steady stream of new 
products or enter new markets with existing products to stay competitive. An 
excellent example of this is in the mobile phone industry. Manufacturers 
continuously release new mobile phones by adding new functionalities and 
designs. Today mobile phones include cameras, games, internet, mp3 players, 
GPS etc. Such behavior can (and has in practice, e.g. Nokia and Apple with the 
iPhone) change the competitive landscape in an industry and force competitors 
to imitate to stay competitive. Changes in how firms compete contribute to the 
renewal of an industry. Furthermore, as stressed above, continuous innovation in 
time becomes disruptive innovation.  
 Domain Redefinition concerns the launching of new product with the aim of 
gaining first-mover advantages. If the product becomes a commercial success it 
will change the competitive conditions of the industry. This is about disruptive 
innovations, and the computer and internet are good examples, thus these 
innovations created new industries and totally changed the ways firms compete 
today. This form of SE creates new competitive space, produces entirely new 
forms of customer value, and reshapes, renews or destroys existing industries 
(Ireland, et al., 2003).  
 Organizational Rejuvenation involves internal change to stay competitive, 
changes in supporting activities such as process and administrative innovations 
rather than product innovation. This kind of SE can either be based on 
continuous or disruptive innovation, examples of this are changes in the 
assembly line at Ford or Toyotas decision to use JIT (just in time) to lower the 
price on existing products. Another example in this context is also the Lean 
Production and the philosophy of ‗more value for less work‘. 
 Strategic Renewal describes new business strategies that significantly differ 
from past practices so that firms are able to improve leverage of resources or 
more fully exploit opportunities, i.e. radically change the basis on which they 
compete (Covin & Miles, 1999). The Swedish clothing company H&M is a 
good example. Initially, their core strategy was to compete on low price as a 
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discount store with cheap clothes. Today they are highly engaged in fashion and 
have for example, collaborated with high fashion designers. Thus, H&M has 
been able to include more expensive and exclusive clothes in conjunction with 
big brands such as Lagerfeld, McCartney, Lavin, etc. H&M have in other words, 
repositioned themselves in the market and now compete on different terms. 
Furthermore, the actions taken by H&M have led to several competitors in the 
clothing industry employing similar strategies, i.e. several clothing stores have 
imitated the success of the H&M designer collaborations. The industry and how 
firms compete in the industry have thereby undergone a renewal.  
 Finally, Business Model Reconstruction is about changing the way firms 
make their profit. This form of SE has contributed to industrial renewal in 
several ways, by influencing the ability of firms to stay competitive (Morris et 
al. 2008), e.g. internet banking, low-cost airlines such as Ryan Air, and the 
digital stock market and online share trading are examples of this form of SE.   
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Chapter 22 
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There are a number of important issues related to publicly financed areas of 
entrepreneurship policy. These include how the policy area is defined, the most 
common measures taken in this area, how to evaluate policy measures taken, 
and how entrepreneurs develop over time. In this paper we are mainly concerned 
with counseling, as it is one of the most common areas of entrepreneurship and 
SME policies. Lundström, Almerud and Stevenson (2008) presented a more 
detailed discussion of the different aspects in this area. Furthermore, we focus 
on the demand side of the support system, i.e. the demands expressed by 
entrepreneurs at different stages in the development process. Our aim is to 
broaden the understanding of the need and use of counseling services among 
new and young entrepreneurs. Finally, we look at the relationships between a 
number of company variables and their relevance to demands of counseling and 
the level of received services.  
  
Introduction and Definitions 
 
Counseling is one of the most common areas in entrepreneurship policy, see e.g. 
Lundström, Almerud and Stevenson (2008) for a description of the activities of 
European countries in the entrepreneurship policy area, while Boter and 
Lundström (2005) do the same for the SME policy area. The main focus thus far 
has been on describing the supply structure of counseling, and on evaluating the 
effects of such public business counseling, e.g. Storey (1994, 2000). Lundström 
and Stevenson (2005) and Audretsch, Grilo and Thurik (2007) defined the area 
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of entrepreneurship policy. Lundström and Stevenson (2005) also described and 
analyzed the differences between entrepreneurship and SME policy. 
Furthermore, Baumol (2009), Shane (2009) and Aldrich (1999) discussed 
different perspectives of the problem of too few innovative entrepreneurs and 
the difficulties of identifying and supporting these entrepreneurs. Reynolds 
(2007) followed nascent entrepreneurs over time, identifying the number of 
surviving cases. Reynolds found that a large number of nascent entrepreneurs 
fail to start a business. This study also considers surviving businesses, which are 
discussed later in this paper. 

The term ‗entrepreneurship policy‘ has been increasingly used in the political 
arena to describe measures taken in different sub-areas such as financing, 
counseling and target groups. According to earlier research, entrepreneurship 
policy includes measures taken to motivate individuals, to create good 
opportunities for individuals to start and run a business and measures taken to 
create systems for competence and knowledge building, see e.g. Lundström and 
Stevenson (2005). However, the same could of course be said for SME policy 
measures, even if in such a policy the interest is more focused on firms than on 
individuals, (Lundström & Stevenson, 2005). The main focus of this paper is on 
measures taken in the area of entrepreneurship policy. 

There has been an increasing interest in the area of entrepreneurship policy. 
One reason for this is the ambitious aims of the Lisbon agenda, which indicate 
the importance of finding effective measures in the policy areas of 
entrepreneurship and innovation. As a result of the Lisbon agenda huge 
resources have been invested in the entrepreneurship policy area in many EU 
countries. The cooperative study of twelve European countries in 2007/2008 
estimated that the annual investment in entrepreneurship policy in the EU 
countries is well over EUR15 billion (Lundström, Almerud, & Stevenson,         
2008). However, there is a lack of information about the impact of these 
investments in individual countries. This is an area that includes a huge number 
of projects and programs, making it difficult to form an overall picture of the 
impact.  
 Most public service providers are in the process of working with people in a 
start-up process, in the process of being established in a market or trying to enter 
a growth process. These providers are one of the focuses in this paper. The main 
questions we address are:  
 

- What are the demands for counseling services (private and public) among 
new and young firms?  
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- What experiences do the entrepreneurs have of publicly financed 
counseling systems?  

- What are the differences between entrepreneurs who use public 
counseling support and other entrepreneurs?  

 
It is important to realize that policy measures taken in the entrepreneurship and 
SME policy area are complementary to more general economic policy measures 
such as taxes, interest rates and social security systems.  
 
The Methodology 
 
This paper presents results from a study performed in the fall of 2008 in four 
regions in Sweden. The aim of the study was to analyze the demand for 
counseling from new and young companies. New companies are defined here as 
companies established in the first half of 2008 and young companies are defined 
as those established in the first half of 2005. New establishments were therefore 
between four and eleven months old (depending on the time they started their 
operation and the time of interview), while young establishments were between 
40 and 47 months old at the time of the study.  

The study presented is based on 2,832 telephone interviews, where 1,804 
were interviews with start-ups and 1,028 were interviews with young firms. The 
interviews were conducted during the period October to mid-December 2008. 
One constraint that was applied was that all companies interviewed should still 
be active when the interviews were conducted.  

The data used in this study was provided by Swedish Statistics. In order to 
complete the planned number of interviews, 5,853 individuals had to be 
contacted. There are a number of reasons for statistical sources not being up to 
date. The main reasons for the large number of individuals contacted are listed 
in Table 1. 
 There are close to 900 companies which are no longer active, illustrating the 
large number of companies which are active for only a very short period of time. 
Other large groups excluded consist of individuals who never started their 
companies, who no longer own a company, or who cannot speak Swedish. We 
also excluded companies in the agriculture sector. The reason for this is that they 
are often not newly established firms, but reconstituted. Among the remaining  
3,590 individuals, 2,132 belong to the 2008 group consisting of new start-ups 
and 1,458 belong to the 2005 young companies group. If we include people who 
did not want to participate, we end up with a 84.7 % response rate for companies 
started in 2008 and 70.6 % for companies started in 2005. We see these two 
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subsets as unique and separate from each other. They obviously represent two 
different phases in the entrepreneurship policy area according to our definition. 
The 2008 start-ups represent entrepreneurs able to create a start-up. The data set 
for 2005 only includes surviving firms. In the survey we asked a number of 
questions concerning the status of each individual company. 
 
Table 1.  Categories of numbers of persons contacted 

Number of interviewed persons in startups (2008) 1,804 

Number of interviewed persons in young firms (2005)  1,028 

Number of persons not wanting to participate 2008  328 

Number of persons not wanting to participate 2005 430 

Response rate for 2008 in percent 84.6 

Response rate for 2005 in percent 70.5 

Subtotal  3,590 

Companies started before 2005 657 

Inactive companies 877 

Other reasons, e.g. never started, do not speak Swedish, no longer owner or 
working in the agriculture sector 

 
 729 

Total contacted persons 5,853 
 

Two interview surveys were produced, one for companies started during the first 
half of 2008 and the other for companies started in the first half of 2005. The 
same issues were raised in both surveys. A particular interest of ours was to 
analyze differences between the companies started in the first half of 2008 and 
companies started in the same period in 2005. The interviews were conducted in 
four different regions, one in the very south of Sweden, one in the region that 
includes the second largest city in Sweden, one region in the middle of Sweden, 
and one region in the north of Sweden. The study therefore includes regions 
representing different types of urban and sparsely populated areas. Furthermore, 
each region was divided into between two to four sub-regions, making it 
possible to compare sub-regions and regions in different contexts. 

A number of hypotheses were put forward. Among these, some concern 
different characteristics of entrepreneurs, such as gender or immigrant status. 
Furthermore, a factor analysis was used to check whether the entrepreneurs that 
used public support could be regarded as more successful than those that did not. 
Success in this case was measured by four different factors: whether the 
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development of a company was as expected, the number of full-time employees 
in the company, the number of working hours put in during the last month and to 
what extent the individuals, according to themselves, could live on their salary 
from the company. The first issue was measured on a ten grade ordinal scale and 
the last two were measured on a four grade ordinal scale.  

Measuring the demand for counseling is not an easy task. We assumed that 
individual entrepreneurs seek counseling both on strategic issues and on more 
concrete issues such as information on possible sources of financing, for 
example. From a theoretical point of view these different types of issues could 
be treated differently, as they usually are by service organizations. However, in 
our study we looked at these issues together in order to have as broad a 
perspective as possible. Therefore, 20 different areas of demand for counseling 
were interrogated. For each area a four grade ordinal scale was used. A second 
issue was to ask to what degree, on a four grade ordinal scale, the company 
received service in the demanded area, using the same issues as above. These 
two were the most important questions from our point of view since they told us 
something about the actual demands for different counseling services and to 
which extent these demands were fulfilled. We then asked about respondents‘ 
opinions of the service received and the importance of the publicly financed 
services compared to services received from private organizations, friends, 
family members and other sources. Finally there were many questions about 
how the companies were financed, ages of individuals, gender, immigrant status, 
etc. 

During the project nine regional seminars were held in the participating 
regions to learn about the system and to discuss preliminary results.  
 
Results  
 
The survey lists 20 different areas of counseling. The most sought after support 
was advice about taxes, accounting, and how to get financial support or grants. 
Other areas of relative high demand for new and young companies were advice 
from individuals with similar business experiences or from senior entrepreneurs. 
Areas with less demand for counseling were issues related to export, patent and 
product development, areas which are of great concern for development and 
growth. This result may be due to the small number of companies working 
actively in these areas at this stage. For instance, Reynolds (2007) shows low 
figures for export activities for companies in the early stages of their 
development process.  
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  A large majority, over 80%, of the Swedish entrepreneurs did not demand 
any services at all from publicly financed counseling sources. On average only 
15% of the entrepreneurs expressed a demand for such services. The system 
could therefore be seen as marginal, which could be seen a positive signal, in 
that a vast majority of entrepreneurs and SME owners were able to establish 
themselves in the market without public counseling support. There are some 
exceptions to this general conclusion, mainly for services/information from tax 
authorities which a large majority of the companies expressed demand for. 
However the tax authorities do not work in the counseling area, but are able to 
give information on specific tax issues. This is an example of how the meaning 
of counseling differs between individuals who demand such services and supply 
organizations in the area. Similar results could be seen for accounting services, 
with one big difference, since such services are to a large extent provided by 
private companies. There are some differences between the demands from 
individuals running start-ups and from those running young companies, which 
are illustrated in Table 2. 
 
Table 2. Demands expressed by different types of companies and regions, 

publicly and/or privately financed, % 

Regions Companies started 2008 Companies started 2005 

 A B A – B A B A – B 

Skåne- region 1 53 33 + 20 41 32 + 9 

Västra Götaland – region 2 50 31 + 19 43 36 + 7 

Örebro – region 3 57 38 + 19 35 29 + 6 

Västernorrland – region 4 50 36 + 14 36 31 + 5 

Total for all regions 50 32 + 18 40 34 + 6 

Note: A, demand for support; B, received support; A-B, difference between demand and 
received support. Percentage figures are shown for expressed demands (to a large extent or to 
a very large extent) for at least four of the 20 areas. Note that expressed and received demands 
are measured as average figures for the different groups, meaning that we cannot guarantee a 
simple correlation between expressed demands and received services. 
 
In Table 2, the demands for support are presented as percentages for the four 
regions participating in the study. The figures are calculated as the sum of the 
two alternatives of the four ordinal scale stating large or very large 
demands/needs. The differences in data concerning level of demands (A) for 
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companies started in 2008 and companies started in 2005 are significant with a 
95 % confidence level for all regions and for the overall total. Furthermore, the 
differences between demands and received support (A-B) also differ 
significantly between the two groups. This means that for all regions and in 
total, the demands for services are higher for startups than for the young 
companies. There are a number of possible explanations for these differences. 
Firstly, higher demands would be expected in the early stages of an 
establishment process and secondly, companies started in 2008 would be 
expected to have a higher failure rate than those that had already survived for 
more than three years.  
 There are small differences between demands for support/counseling and 
received support for the companies started in 2005 compared to the companies 
started in 2008. In other words, the demands for support from the companies 
started in 2005 were fulfilled to a larger extent than those for the companies 
started in 2008. However, we cannot estimate the difference due to the 
companies from 2005 having already survived for three years. Nevertheless, the 
results in Table 2 illustrate that delivered services seem to be fairly equally 
distributed when measured as percentages, with some statistically significant 
regional variations. Table 3 summarizes further statistical tests on this data.  
 Each expressed difference indicates a 95 % confidence level. The first row 
expresses the differences already described and needs no further explanation. 
Companies that reported good revenues expressed fewer demands but received 
more support. This may indicate that support organizations are able to choose to 
help more promising companies, or that they were able to find the so called 
―winners‖, or at least avoid losers. Note that we are still testing the total 
demands and all forms of support services. We will return to the issue of how 
the public support system is characterized. 
 The number of hours of the owners‘ own time invested in the company over 
the last month does not seem to be of any relevance for the level of demands, 
but the level of support received increases with the number of hours that are 
invested in the company by the owner. The size of owners‘ capital invested in 
the company also seems to be of no relevance. Positive relationships were seen 
for the number of employees, the difficulties of financing the company and 
whether the company had financing from multiple sources. This last factor could 
be due to investors who require the company to seek support services as a 
condition for their financial input.  
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Table 3. Demands of services and received services for different groups and 
factors 

Different groups/factors More or less expressed 
demands 

More or less received 
services 

Companies started 2005 compared to 
companies started 2008 

Less expressed demands No real total 
differences 

Companies with expressed good 
revenues 

Less expressed demands More received support 

The size of own investments in the 
company 

No relevance No relevance 

Total number of working hours in the 
company  

No relevance More received support 

More than four employees in the 
company 

Higher expressed demands More received support 

Financial difficulties of the company Higher expressed demands More received support 

Many different financial sources Higher expressed demands More received support 

Received entrepreneurship education in 
school 

No relevance No relevance 

Women entrepreneurs Higher expressed demands More received support 

Immigrant entrepreneurs Higher expressed demands More received support 

Young entrepreneurs (below 31 years 
old) 

Higher expressed demands More received support 

Entrepreneurs in large cities compared 
to others 

No relevance No relevance 

 
One particular factor of interest was to check the importance of entrepreneurship 
education (at elementary school and university level). These results show no 
significant difference at all compared to other companies. Table 4 shows results 
of a test for this factor and its correlation to revenues.  
 Among different groups of entrepreneurs there are positive relationships for 
female entrepreneurs, for young39 entrepreneurs and immigrant40 entrepreneurs. 
All three groups expressed higher demands for services and received more 
support than other groups, and three different tests have been done according to 
this. A number of additional measures are now provided for these groups as they 
                                                      
39 Young entrepreneurs are similar to the earlier individuals younger than 31 years old.  
40  According to Swedish statistics the definition of immigrant entrepreneurs is that the 
entrepreneur should be born outside Sweden or that at least one or their parents was born 
outside Sweden. 
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are thought to be disadvantaged in the normal system. The results presented here 
are surprising in this regard as they do not support the thesis that these groups 
are neglected by the support system. 
 
Table 4.  Groups and factors related to revenues 

Group or factor Expressed level of revenues 

Development as expected Positive related 

Number of hours worked in the company Positive related 

Number of employees Positive related 

Working also outside the company Negative related 

Responsible for more companies at the same time No relevance 

Have started company earlier No relevance 

Was entrepreneur before starting the company Positive related 

Entrepreneurship education at school No relevance, but fewer of these expressed 
very good revenue 

Young entrepreneurs Positive related 

Women entrepreneurs Negative related 

Immigrant entrepreneurs Positive related 

Difficulties in financing the company No relevance 

Several sources of financing Positive related 

No own investments Positive related 

Start-up grants received Positive related 

 
Some of our tested hypotheses were about correlations between different groups 
or factors and revenue measured on an ordinal scale. One factor that was 
measured was how individuals experienced the development of the company 
compared to their expected level of revenues. In general, there was a good 
match between these two measures, i.e. a positive correlation between expected 
development and revenues. A good match between these parameters may 
indicate a realistic view of the market on the part of the entrepreneurs. The 
number of hours put into the company by the entrepreneur and the number of 
employees were also positively correlated to reported revenues. This seems 
natural as these factors are all different measures of success. One would expect 
to find these relationships, even if the number of hours put into the company by 
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the entrepreneur could also be a measure of a crisis, i.e. the entrepreneur has to 
spend many hours in the company to deal with a crisis or avoid a looming crisis.  
 The negative correlation between work outside the company and reported 
revenues is not surprising since, if the entrepreneur has to work outside the 
business itself, by implication the company is not profitable enough to support 
the entrepreneur. In most such cases these results relate to part-time companies. 
One surprising result is the finding that previous experience in starting 
businesses does not seem to correlate with reported revenues. One possible 
explanation for this is that those who start more than one business are forced to 
do so in a kind of trial and error process, where it is not a given that business 
ideas will improve with each attempt. This could also explain the absence of a 
correlation between running more than one company simultaneously and 
reported revenues. Conventionally, it is widely accepted that previous 
experience of starting and running companies is positive, but this study does not 
show an obvious correlation with revenues, which of course is not the same as 
indicating the probability of survival, as discussed by Storey (2008). Another 
explanation is that it is not clear when the earlier experience was accumulated, 
i.e. it may have been a very long time previously, or the reasons for the 
individuals having more than one company. However, there seems to be a 
positive correlation with revenues for individuals starting a new company 
immediately after entrepreneurial experience with another company.  

As previously stated, we did not see any positive correlation between levels 
of entrepreneurship education and revenues. Unexpectedly, it seems that fewer 
individuals with formal entrepreneurship education experienced high revenues. 
There may be confounding factors, for instance we do not know whether a larger 
proportion of individuals with entrepreneurship education start and run 
businesses. Despite this, the lack of a positive correlation between 
entrepreneurship education and revenues in this study is interesting and merits 
further discussion. Is it possible that entrepreneurship education has an 
insufficiently critical perspective or that the material, techniques or instructors 
preparing the education should be discussed and evaluated? 

Of the different groups of entrepreneurs, there is a negative correlation with 
revenues for women entrepreneurs, and positive correlations with revenues for 
immigrants and young entrepreneurs. The business sector may play a role in the 
results for women entrepreneurs, as they usually start and run smaller companies 
and companies in sectors with less market potential. Women entrepreneurs may 
also have a more realistic perspective, because our measure of revenues is an 
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estimate by the respondent on a four grade scale. Young entrepreneurs on the 
other hand may be less demanding when it comes to revenues because they have 
lower income expectations. Interestingly, we found a negative correlation 
between age and revenues. Immigrant entrepreneurs, especially those born 
outside Sweden, may also have lower revenue expectations.  

Finally, concerning the importance of opportunities for finance, there was 
generally no clear cut link between difficulties in obtaining financing and 
experienced revenues. Surprisingly, entrepreneurs with no personal financial 
stake in the company seemed to have positive experience of revenues, probably 
as a result of financing from other sources.  

To summarize, the results do not indicate that any particular groups of 
entrepreneurs are overlooked by the Swedish support system. The system tends 
to help different groups of entrepreneurs. Those who have problems with 
obtaining financing for their business have higher demands for support. This is 
also true for entrepreneurs with many different sources of financing. No 
particular group of entrepreneurs was found that could be regarded as having 
special problems with the support system, e.g. most services are directed 
towards women, immigrant entrepreneurs and young entrepreneurs.  

Four ―success factors‖ were defined. These were the number of hours worked 
by the entrepreneur in the past month, the number of full-time employees in the 
company, the extent to which the development of the company was as expected 
and the extent to which the entrepreneur could expect to earn a living from the 
business. On testing these factors with a factor analysis we found that the most 
successful entrepreneurs were those who received the most services from the 
publicly financed counseling system. Results from the factor analysis and 
multiple regression analyses indicate that the number of employees is of less 
importance. Success for an entrepreneur is not the same as having a large 
number of employees. The other three ‗success factors‘ were found to be the 
most important factors in this analysis.  
 
Implications 
 
The results of this study indicate that some earlier research results have to be re-
evaluated. First of all, the publicly financed system seems to be able to select the 
more successful cases for their counseling services, or at least avoid the so 
called ‗losers‘. This conclusion is based on the survey of the so called survivors. 
One explanation could be that in most cases it is quite obvious to advisors which 
new and young firms will have some market potential. An interesting result 
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from the factor analysis is that the number of employees seems to be of minor 
importance compared to the other three success factors mentioned. However, 
this conclusion does not say anything about the impact of counseling services or 
the results achieved. If the publicly financed system selects more successful 
cases, it may be due to the competence of the consultants involved in the 
counseling services. For example, Storey (2000) discusses the influence of the 
consultancy in his six steps to heaven method.  

Another finding is that that there is no link between success and the number 
of previous businesses the entrepreneurs have run. However, it is important to 
point out that there is a higher success rate for entrepreneurs who do not have a 
break after running one firm before starting a new firm compared to those who 
take a break after their first start-up. Another finding concerns the effect of 
entrepreneurship education. The number of startups might increase as a result of 
entrepreneurship education, but we see no effects in performance, e.g. income as 
an entrepreneur due to entrepreneurship education. If there is any effect of 
education on revenues, it appears to be negative. However, this could be a result 
of how entrepreneurship education is taught and by whom, more than a negative 
result of entrepreneurship education itself. This study is not an evaluation of the 
publicly financed support system, although we do claim that there is a lack of 
systematic evaluation.  

According to the results presented above, few entrepreneurs use the public 
support service system. We estimate that 15-20 % of all entrepreneurs use this 
system, meaning that a vast majority of entrepreneurs do not. Furthermore, we 
asked the entrepreneurs to what extent they have used different types of public 
financial resources. Here we found even lower levels of participation - only 5% 
of all companies received finance from ALMI Business Partner41, the largest 
public financial source in Sweden. The percentage of companies using public 
counseling sources for services such as product development or design was even 
lower than this. One obvious reason for this may be that few entrepreneurs, in 
the startup and first phases, are working in these areas. These examples show 
that entrepreneurship policy, at least in the sub-areas of financing and 
counseling seems to be marginal. According to the presented data, these two 
sub-areas are the most common areas of public support for entrepreneurs. The 
same is therefore probably true for the rest of entrepreneurship policy. What 
does this really mean? If we are positive about it, we might say that most 
entrepreneurs are able to start and run their company without any forms of 
                                                      
41 Almi Business Partner offers special financial loans or guarantees. 
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public support. This would be good news, as it would imply a healthy market 
orientation in the economy.  

Another conclusion that can be drawn from these results is that general 
problems may not be solvable with measures taken in entrepreneurship policy. 
This is illustrated by the low levels of demand for product and design 
developments or export activity. If these problems are seen as important, 
governments should conclude that these types of problems cannot be solved by 
measures taken in entrepreneurship or innovation policies. These problems may 
be better addressed by implementing general measures in the relevant tax areas. 
However, this is not to say that entrepreneurship and innovation policies are of 
no importance. They can probably play an important role as complementary 
policies, but in this case one must analyze how measures taken in these policy 
areas could complement other more general policy measures.  
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Chapter 23 

 
 

Entrepreneurship Support 
 
 
 
 
 

Zarina Osmonalieva 
 
 
 
Introduction  
 
Nowadays it is generally admitted that entrepreneurship support to new and 
small businesses is crucial for economic growth. Previously however, new and 
small businesses were considered a burden. Audretsch and Beckmann (2007) in 
their review about changes from small business policy to entrepreneurship 
policy indicate that until the early 1990s economic growth was driven by large 
corporations, as they were centers of technological innovation, had superior 
productivity and were main job creators. Therefore, there were few discussions 
about the role of new and small firms in economic development, and attention 
towards small firms was raised only when Birch (1981) demonstrated 
empirically that between 1969 and 1976 about two thirds of new jobs had been 
created by small businesses. These findings were interpreted to mean that small 
businesses were able ―to create jobs, influence regional development as well as 
facilitate industrial change and commercialization of innovations‖ (Acs & 
Audretsch, 1990). These changes in understanding the role of new and small 
businesses in economic development led to transformations in the 1990s. If 
instruments of policy-makers were previously aimed at corporations, i.e. mainly 
those instruments that promote investment in physical capital, since the 1990s 
knowledge has become the central resource for economic growth (Carayannis & 
von Zedtwitz, 2005). As a result of globalization, corporations moved their 
operations to lower cost locations (Audretsch & Beckmann, 2007), which 
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eventually led to high unemployment rates in Europe and the USA. As existing 
companies could not create new jobs, new businesses became the focus of 
entrepreneurship policy. In spite of positive attitudes towards new businesses, 
their role in economic development has been questioned among scholars, some 
suggesting that not all new firms contribute to revitalizing economies and only a 
small proportion of new firms create jobs and grow (Shane, 2009). Nonetheless, 
supporting and creating new and small businesses seems to be an important 
political agenda for governments nowadays.  

It is commonly known that when introducing new goods and services, 
entrepreneurs often lack business expertise or business know-how, which is 
often cited as the cause of high failure rates (Kuratko & Sabatine, 1989). 
Because of the benefits to economic development of new goods and services and 
the vulnerability of nascent entrepreneurs and new firms, governments put 
various assistance programs in place. For both entrepreneurs and governments, 
new firm assistance is apparently about reducing the opportunity costs 
associated with introducing new goods and services (Carayannis & von 
Zedtwitz, 2005). For entrepreneurs, this assistance buys time for survival and 
growth during which the potential success or otherwise of business ideas can be 
tested in the marketplace (Carayannis & von Zedtwitz, 2005), while for 
governments the aim is to create jobs with less spending (Deakins, Graham, 
Sullivan, & Whittam, 1997). 

A number of policies have been initiated in order to assist firms and 
individuals. There are distinct entrepreneurship, small and medium business and 
innovation policies, which often overlap (Norrman, 2008). Entrepreneurship 
policy aims to create awareness about entrepreneurship as an employment and 
career option, providing services to nascent entrepreneurs during the first years 
of business (Stevenson & Lundström, 2002 ), while small and medium business 
policy aims to help existing small firms of between 1 and 250 employees to 
overcome administrative burdens and provide access to advisory services in 
order to increase their growth and growth in productivity (Norrman, 2008). The 
main aim of innovation policy is to influence behavior of both public and private 
organizations in developing and commercializing new technologies (Lundvall, 
Johnson, Andersen Esben, & Dalum, 2002). Innovation policy is based on the 
concept of innovation systems which introduce knowledge into the society, 
where individuals and organizations experiment with different innovations 
through interactive learning (Lundvall et al., 2002).  
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Thus policies aim at different target groups and have different goals, but also 
overlap in many respects. The difference between these policies is that 
entrepreneurship policy aims at the micro level, focusing on individuals, firms, 
and processes, while innovation policy aims at meso level, concerned with 
development of new technologies and products in established firms (Norrman, 
2008). The primary concern of small business support is not innovation, but 
overcoming administrative burdens and providing access to advisory services. 
Despite these differences, the policies have a common aim – to help individuals, 
firms and regions generate innovation by offering support. Entrepreneurship 
support in the framework of this study is understood in general terms and is 
defined as support in terms of business advice, financial and other means with 
the aim of enabling individuals and firms to generate innovations. 
Entrepreneurship support has been subject to various changes since Birch 
published his study. This article aims to demonstrate the changes in the role of 
entrepreneurship support; more specifically we analyze sources of support, their 
goals and offerings, and the role of space in delivery of entrepreneurship 
support. 

The research question raised in this study is ―what is entrepreneurship 
support and how has it changed?‖  
 
Entrepreneurship Support and Its Goals  
 
Review of the literature shows that there is an abundance of concepts relating to 
support to individual entrepreneurs and new firms, such as ―entrepreneurial 
support‖, ―small business stimulation‖, ―entrepreneurship facilitation‖ and ―new 
firm assistance‖, as shown on Table 1 (Chrisman & McMullan, 2004 ; Deakins 
et al., 1997; Hanlon & Saunders, 2007; Kautonen & Koch, 2005; Maggioni, 
Sorrentino, & Williams, 1999).  
 
Table 1. Diversity of concepts denoting entrepreneurship support 

Outsider assistance  (Chrisman & McMullan, 2004 ) 

Guided preparation, entrepreneurial assistance  (Christman, McMullan, & Hall, 2005) 

Entrepreneurial support  (Hanlon & Saunders, 2007) 

Aid for new venture creation  (Maggioni et al., 1999) 

New venture support, business assistance   (Deakins et al., 1997) 

New venture support network (Kautonen & Koch, 2005) 
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Probably the most popular notion relating to entrepreneurship support is the 
notion of incubators. ―Incubator‖ is an umbrella term that stands for various 
types of organizations. The types of organizations are diverse, and ―no two 
business incubators are alike‖ (Allen & McCluskey, 1990). In the 1980s 
incubators became widespread in the US as a result of business development 
programs focusing on the role of small business in creating jobs (Kuratko & 
Sabatine, 1989). Traditionally incubators are based on the idea of agglomeration 
of different actors for the benefit of knowledge transfer (Brooks, 1986; Smilor, 
1987). For this reason incubators offer office space, shared equipment and 
administrative services (Brooks, 1986; Grimaldi & Grandi, 2005; Sherman, 
1999). 
 Incubators and similar organizations can have goals on different levels: 
regional, firm and individual. On a regional level, goals of entrepreneurship 
support might range from creating jobs in depressed regions to development of 
science and technology parks which focus on knowledge and technology 
transfer (Kuratko & Sabatine, 1989; Löfsten & Lindelöf, 2003; Sherman, 1999; 
Smilor, 1987; von Zedtwitz, 2003). Such objectives are often referred to as 
―political need‖ (Hackett & Dilts, 2004b), but the universal goals of incubators 
according to the authors, are the survival of firms and delivery of value to clients 
of incubators. Thus, promoting business development by removing barriers to 
starting a business and prolonging survival of firms can be goals of 
entrepreneurship support on the firm level (Carayannis & von Zedtwitz, 2005; 
Sherman, 1999). This is achieved by helping owners of existing businesses and 
nascent entrepreneurs gain explicit knowledge about marketing, accounting, 
management, and how to access financial resources, for example (Brooks, 1986; 
Grimaldi & Grandi, 2005; Hackett & Dilts, 2004b; Sherman, 1999). Clients of 
incubators also gain tacit knowledge and learn how to develop problem-solving 
skills (Chrisman & McMullan, 2004 ).   
 The literature review is summarized in Table 2. The results are categorized 
according to the type of suppliers of entrepreneurship support and the goals and 
offerings of the support. The role of space, and whether it is important that 
clients are agglomerated or not, is also mentioned.  
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Table 2. Suppliers, goals and offerings of entrepreneurship support 

Author Suppliers Goals Offering The role of 
space 

Brooks, 
1986 

 Real estate 
incubators 
 Economic 
growth 
incubators  

To close the gap 
between the idea 
and attempt stages  

 The support network 
which is intended 
primarily to help startup 
companies avoid fatal 
errors 
 The pooled support 
services which provide 
entrepreneurs with daily 
assistance in operating a 
business 
 A link to a university  

Important  

Smilor, 
1987 

 University-
related 
 Community-
supported 
 Corporate-
franchise 
 Private  

To extend the 
networking 
capabilities of the 
entrepreneur 
through 
affiliations with 
the private sector, 
universities, 
government 
entities, and 
nonprofit 
institutions 

 Secretarial support  
 Administrative 
assistance 
 Facilities support 
 Business expertise  

o Management 
o Marketing  
o Accounting 
o Finance  

Important  

Kuratko 
& 
Sabatine, 
1989 
 

 University 
research centers 
 Technical 
assistance 
programs  
 Technology 
transfer 
programs  
 Customized 
training 
programs  

 To improve the 
probability of 
start-up success 
 To enhance the 
economic 
development of a 
local community  

 Offer below-market-
rent-space 
 Eliminate building 
maintenance 
responsibilities  
 Allow share equipment 
and services 
 Increase awareness and 
access to financial and 
technical assistance 
 Provide environment 
for firms to 
communicate 
 Increase tenants‘ 
visibility to the 
community  

Important  
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Sherman, 
1999 

 Empowerment 
incubators 
 Technology 
incubators 
  Mixed-use 
incubators  
 
 

To help new 
businesses 
overcome liability 
issues and 
enhance survival  

 Assistance in 
developing business and 
marketing plans 
 Building management 
teams 
 Obtaining capital 
 Access to a range of 
other more specialized 
professional services 
 Business incubators 
provide flexible space, 
shared equipment, and 
administrative services 

Important  

Hackett 
& Dilts, 
2004a 

 Publicly-
sponsored 
 Nonprofit-
sponsored  
 University-
sponsored 
 Privately-
sponsored 
 Emergence of 
virtual 
incubators 

To enable 
technology to 
promote survival 
of new firms  

 Office-space facility  
 A strategic, value-
adding intervention 
system (i.e. business 
incubation) of 
monitoring and business 
assistance 
 Selection is an 
important task of 
incubators   
 

Important / 
Geograph-
ically 
distributed  

Hackett 
& Dilts, 
2004b 

 Emergence of 
virtual 
incubators 

 A bridging 
function between 
clients and 
environment 
 To assist in 
developing 
networking skills  
 To facilitate 
successful new 
venture develop-
ment and contain 
the cost of their 
potential failure 

 Sourcing and ―macro-
managing‖ the 
innovation process 
within organizations 
 Infusing organizations 
with resources at various 
developmental stage-
gates  
 

Important 

Grimaldi 
& 
Grandi, 
2005 

 Business 
Innovation 
Centres  
 University 
Business 
Incubators  

To stimulate and 
support 
entrepreneurship 
by connecting  
technology, 
capital and know-
how  

 Developing business 
and marketing plans 
 Building management 
teams 
 Obtaining capital and 
accessing other 

Important / 
geograph-
ically 
distributed  
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 Independent 
Private 
Incubators 
 Corporate 
Private 
Incubators  

professional services 
 Providing space, shared 
equipment, and 
administrative services 
 Online services 

von 
Zedtwitz, 
2003 

 Independent 
commercial 
incubators 
 Regional 
business 
incubators 
 University 
incubators 
 Company-
internal 
incubators 
 Virtual 
incubators 

To create small 
and medium sized 
enterprises and a 
sound base for 
employment and 
wealth  

 Access to physical 
resources 
 Office support 
 Access to financial 
resources 
 Entrepreneurial start-up 
support 
 Access to networks  

Important / 
Geograph-
ically 
distributed  

Carayann
is & von 
Zedtwitz, 
2005 
 

 Regional 
business 
incubators 
 University 
incubators 
 Independent 
commercial 
incubators 
 Company-
internal 
incubators 
 Virtual 
incubators 

To speed up 
business 
development and 
reduce uncertainty  

as above  Important / 
geograph-
ically 
distributed 

Chrisman 
& 
McMulla
n, 2004) 

Outsider 
assistance as a 
source of 
knowledge  

To assist in 
gaining tacit and 
explicit 
knowledge  

 Prior to startup 
research, planning and 
other activities an 
entrepreneur engaged in 
together with an outside 
advisor  
 direction, mentoring 
and feedback on the 
quality of the clients‘ 
work 

Geograph-
ically 
distributed  

Deakins 
et al., 

To reduce high To help 
entrepreneurs 

Help entrepreneurs learn 
rather than impose 

Geograph-
ically 
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An important role of entrepreneurship support is the closing of the knowledge 
gap (Brooks, 1986). When introducing new goods and services, entrepreneurs 
often lack business expertise know-how, which often leads to high failure rates. 
Sherman states that complexity in new business areas require different types of 
assistance (1999). As entrepreneurs may lack knowledge about future value of 
opportunities, support can be considered as a means of minimizing this 
knowledge gap. For instance, Brooks points out that incubators close the gap 

1997 rates of failure  learn how to deal 
with business 
problems, but not 
impose ready 
solutions  

prescribed solutions  distributed  

Aldrich & 
Cliff, 
2003 

Family and 
friends  

 Making 
decisions  
 Resource 
mobilization  

Financial resources, 
human resources, space 
in the household 

Geograph-
ically 
distributed 

Hanlon & 
Saunders, 
2007 

Two types of 
support: 
convenience-
based support, 
where the 
supporter 
expects the act of 
reciprocity, and 
value-based 
support, that has 
an altruistic 
nature supporter 
as any  
individual who 
willingly 
performs such an 
act 

To provide 
entrepreneurs with 
access to a valued 
resource  
 

Financial resources, 
information, emotional 
support  

Geograph-
ically 
distributed 

Kautonen 
& Koch, 
2005 

Regional 
network of 
private and 
public 
organizations 
assisting 
entrepreneurs  

Instead of 
competing with 
each other, public 
and private 
organizations 
unite in a network 
to assist 
entrepreneurs  

Support is more effective 
if different suppliers 
unite into a network 

Geograph-
ically 
distributed 
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from consideration of ideas to starting a business, as potential entrepreneurs lack 
necessary knowledge and expertise that can be gained during incubation (1986). 
 Similarly, according to Christman et al. (2005), outsider assistance, i.e. from 
expert advisors, is essential as entrepreneurs can have gaps in their knowledge 
which can be filled by advisors‘ expertise. Thus guided preparation facilitates 
development of knowledge and, hence, performance (Chrisman & McMullan, 
2004; Christman et al., 2005). One alternative to guided preparation is self-
learning by entrepreneurs. However, this type of learning might be time-
consuming and unreliable, whereas guided preparation is more effective, as 
entrepreneurs learn by doing and receive ongoing feedback from their advisors 
(Christman et al., 2005).  

Entrepreneurship support has always aimed to provide access to networks 
and develop networking capabilities among clients. For instance, early articles 
about incubators suggested that networking was crucial for survival of new 
firms (Brooks, 1986; Smilor, 1987). There is a tendency to emphasize 
development of networking capabilities as the core of entrepreneurial support 
(Brooks, 1986; Carayannis & von Zedtwitz, 2005; Kuratko & Sabatine, 1989; 
Sherman, 1999; von Zedtwitz, 2003). Changes in requirements and needs of 
clients and the emergence of internet technologies led to diversification of 
incubator services (Grimaldi & Grandi, 2005). However, it is widely believed 
that networking of clients with their potential customers, partners, institutions 
and other actors is not sufficient on its own. Kautonen and Koch introduce the 
concept of new venture support network (2005). They suggest that as well as 
personal networks and support networks of small firms, there are networks of 
different public and private organizations that are involved in assisting new 
firms on the regional level. According to the authors, these include universities, 
financing institutions, business angels, consultants and lawyers. The mission of 
new venture support networks is to connect different sources of support and 
facilitate synergy among various providers of support to new firms (Koch, 
Kautonen, & Grünhagen, 2006).  
 
Sources of Entrepreneurship Support 
 
Entrepreneurship support has generally been offered by public and private 
organizations (Grimaldi & Grandi, 2005). However, definitions of support have 
become broader and this has influenced the view of sources of support. 
According to Hanlon and Saunders (2007), support can be convenience-based, 
when the supporter expects to be compensated for the support provided, or 
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value-based, when supporters assist without any expectations of returns. The 
terms ―supporter‖ and ―resource provider‖ are used interchangeably by these 
researchers, who say that there may be single or multiple types and sources of 
support. Multiple providers can be ―purposive‖ or ―natural‖ sources of support. 
The first refers to services of private and government-sponsored organizations 
whose goal is to satisfy needs of small business, while the second consists of 
individuals or organizations whose main role is not related to providing advice 
to small business. Aldrich and Cliff (2003) proposed that the role of family had 
been neglected in entrepreneurship research, even though it can play an 
important role in supporting entrepreneurs. Indeed, research has demonstrated 
that family was the most common type of support relationship: a source of 
financial and emotional support and informal labor (Hanlon & Saunders, 2007). 
Family members and friends are therefore important sources of entrepreneurship 
support outside private and public organizations (Aldrich & Cliff, 2003; Hanlon 
& Saunders, 2007). 
 
The Role of Space in Delivery of Entrepreneurship Support  
 
A characteristic distinction between different programs for entrepreneurship 
support is that entrepreneurs and their firms may be agglomerated in common 
facilities (Kuratko & Sabatine, 1989; Brooks, 1986; Smilor, 1987; Sherman, 
1999; Hackett & Dilts, 2004a) or be geographically dispersed (Hanlon & 
Saunders, 2007; Kautonen & Koch, 2005; Chrisman & McMullan, 2004). The 
distinction between these two groups is that in the first case entrepreneurship 
support is offered to firms operating in technology sectors, where incubation is 
aimed at knowledge transfer among clients and other actors – ―connecting 
technology, capital and know-how‖ (Grimaldi & Grandi, 2005; Hackett & Dilts, 
2004b), while in the latter assistance is aimed at individuals and development of 
their knowledge and skills, which can occur irrespective of their location 
(Chrisman & McMullan, 2004; Hanlon & Saunders, 2007). The concept of 
virtual incubators has appeared in recent articles (Hackett & Dilts, 2004a; Von 
Zedtwitz, 2003). However, in these articles they are only described as a tool for 
software companies. In virtual incubators location is unimportant as advice can 
be delivered via the internet (Grimaldi & Grandi, 2005; Hackett & Dilts, 2004b).  
 
Conclusion 
 
The literature review shows that entrepreneurship support is a necessary tool for 
advancing economic development by generating innovations. Now that 
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knowledge has become the main capital for economic growth, numerous designs 
of incubators and small business development programs have been created. 
Where previously, abandoned spaced was used by small firms due to low 
renting costs, entrepreneurship support now has a different meaning. Incubators 
as the early instruments in entrepreneurship support were based on the idea of 
agglomeration of actors belonging to similar industries in order to improve 
knowledge transfer within such groups and with other institutions. From another 
perspective, entrepreneurship support is viewed as a learning process, where a 
client and an advisor interact in order to improve clients‘ ability to solve 
problems (Chrisman & McMullan, 2004; Christman et al., 2005). Recent studies 
suggest that support can be more effective if sources of support are united into a 
network (Kautonen & Koch, 2005). Hanlon and Saunders (2007) suggested a 
broader view of support and sources of support. It can be convenience-based, 
when the supporter expects to be compensated for provided support, or value-
based, when supporters assist without any expectations of returns. In addition, 
because of the availability of the internet and associated technologies, which 
enable entrepreneurs to gain knowledge by communicating with other 
entrepreneurs in other geographical locations, delivery of entrepreneurship 
support is no longer restricted to specific physical premises. 

From these findings we conclude that entrepreneurship support is becoming a 
ubiquitous phenomenon. Firstly, entrepreneurship support is undoubtedly 
important as innovations are a base for economic development. Secondly, 
entrepreneurship support can come not only from private and public 
organizations. Individuals who are willing to assist can be seen as a valuable 
resource as well. This outlook shows the old narratives of hero entrepreneurs to 
be obsolete as innovations are generated by many different actors. Thirdly, 
entrepreneurship support is not restricted to a particular geographical location. 
These and similar broader views of entrepreneurship support will enable 
researchers and practitioners to expand their understanding of the 
entrepreneurship phenomenon. Lastly, the ubiquitous nature of entrepreneurship 
support can be reinforced by theoretical and methodological developments in 
entrepreneurship research. Advancement of theories where entrepreneurs are 
seen as not lone heroes but as part of bigger structures will enable practitioners 
to encourage entrepreneurs to change their old ideas about entrepreneurial 
identity and find support within these structures, which they might not have 
considered previously.  
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Chapter 24 

 
 

Product, Process and Person Orientation in 
Business Advisory Services 

 

 
Erik Lindhult and Jenny Höglund 

 
 
 
Background  
 
Schumpeter recognized that significant streams of innovation, and thus sources 
of industrial renewal, come from entrepreneurial activity in new firms 
(Schumpeter, 1934). He viewed entrepreneurs as an external factor which 
disturbed the circular flow of the market economy. This creates a problem in the 
sense that market institutions find it difficult to evaluate and allocate resources 
to uncertain and rudimentary business ideas, while nascent entrepreneurs, as the 
main carriers of the ideas, frequently lack the resources to manage the 
uncertainty and risk of early stage business development. Besides provision of 
seed capital financing, one important measure to compensate for this market 
insufficiency is the provision of business advisory services by public, semi-
public, semi-private or social economy agencies to support nascent 
entrepreneurs with essential knowledge for developing the business to a viable 
market. 
 Advisory services to nascent innovators and entrepreneurs are thus an 
important supportive function in innovation systems. Such services form a 
significant part of the activity of business incubators as well as other public or 
private organizations and agencies operating in the early phases of innovation. 
In many western countries there is a variety of different advisory services 
available, and considerable public resources are channeled into this area in order 
to support economic and business development. Advisory services are currently 
a significant economic-political concern. It is clear that this policy is based on an 
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expectation that providing subsidized advisory services will contribute to 
business growth, competitiveness and sustainable development of society. At the 
same time, not enough is known about the nature and real effects of this method 
(Caniëls & Romijn, 2005), and there are indications that the impact of programs 
have been uneven and uncertain (Hjalmarsson & Johansson, 2003). 
 There is limited theory describing why and how counseling affects business 
development in a positive direction (Hjalmarsson, 1998). The current basis for 
advice is largely the individual counselor‘s experience capital, including several 
more or less taken for granted ideas about what companies/innovators need. The 
advisory services system shows a large plurality of techniques, methodologies, 
processes and target groups. When good results are attained, it is often difficult 
to identify the part of the process that is actually responsible. 
 A recently completed study of state-funded advisory services in Sweden 
noted that current research and studies in this area show that it is possible to 
strengthen the entrepreneurial process through counseling and structured 
knowledge in the early stages. The question is not whether the advice should be 
offered, but what it should contain in order to be effective. It has also been 
shown that small, young and innovative companies are the main recipients of 
advice system services (Kempinsky, 2009). This paper is an input, albeit limited, 
to this discussion and these efforts. 
 The authors are involved in the practice of innovation advice and as 
researchers in development projects to improve the coordination and efficiency 
of advisory services for innovators in the middle of Sweden. The purpose of this 
paper is to identify different orientations of advisory services, implying different 
supportive measures and the different types of effects that are sought through 
these measures. 
 
Perspectives on Advisory Services and Their Effects  
 
Advisory services constitute everything from a single meeting to multiple 
meetings and business program participation, including different agencies and 
advisors over an extended period of time. This paper focuses particularly on 
interactively oriented advisory services, i.e. advisory services where the meeting 
between a business advisor and an idea carrier is central. The role of advisory 
services can be e.g. to convey knowledge, to ease the venture creation process, 
or to build entrepreneurial capacity. 
 Inventors who are considering whether and how to commercialize their 
inventions can often avail themselves of evaluations and advice provided by 
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government supported programs initiated to encourage innovation. In Sweden, 
such a service is provided by ALMI Företagspartner AB and in Canada a similar 
service is provided by the Canadian Innovation Centre, through its Inventor‘s 
Assistance Program. These two models of operation are illustrated by the 
metaphors ―make the winner‖ and ―pick the winner‖ respectively. 
 
“Make the Winner”− A Collaboration-oriented Process 
ALMI works according to what has been called a ―make the winner‖ model. 
Empirical data shows that many innovation processes must be started for a 
sufficient number to be commercialized. The winner cannot be identified early 
in these processes. ALMI‘s many years of experience show that a deliberately 
broad seed financing generates a large number of interesting international 
businesses. An underlying assumption is that the person behind the idea is at 
least as important as the idea itself. In this way the model also becomes a 
learning experience for the inventor. (Andersson et al., 2007) 
 
“Pick the Winner” − An Expert-driven Process 
IAP, the Canadian Inventors Assistance Program, provides a forecast to the 
potential entrepreneur of the expected economic value of their invention at an 
early stage of development. The procedure is standardized and the analyst rates 
the idea based on a relatively large number of criteria. In this model the analyst 
never meets the inventor, and thus has an increased possibility to give an 
unbiased view of the invention‘s potential to succeed in the market. (Åstebro & 
Gerchak, 2001)   
 These processes come with the implicit assumption that these advisory 
activities have important effects on the work of the innovators and entrepreneurs 
served. However there has been very limited research into these effects. There 
are quantitative studies of the effects on firm survival and growth, with 
comparisons between those that have participated in support programs and those 
that have not received support (ibid). The research results generally show a 
positive correlation between advisory services and firm performance, but tend to 
treat the advisory service itself as a black box.  
 Quantitative approaches focusing on the results in terms of firm survival and 
growth  
 

 cannot clarify the contribution of advisory services among other 
supportive factors.  

 cannot clarify the processes through which these results are generated.  
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 cannot differentiate between different innovative effects that together can 
be a source of firm survival and growth.  

 
This study aims to contribute by opening up this black box by interviewing 
experienced advisors in order to identify emerging innovative effects from their 
experiential knowledge. Ten advisors with long experience in the field were 
interviewed. Furthermore, the experience basis of the researchers as advisors 
and as interactive researchers in development projects focused on improving 
advisory services is drawn upon. We aim to improve understanding of possible 
professional orientations and innovative effects that can form the basis of further 
studies. 
 
Advisory Service Orientation – The 3P Framework 
 
As a point of departure, orientations of advisory service practice and the 
innovative effects sought from these services can be categorized as focused on 
the idea or product (the innovation as object), the processes of innovation or the 
innovators as agents of innovation. Our working hypothesis has been the 
structuring of orientation and effects in three different dimensions – product, 
process and person: 
 

 The product dimension focuses on the business idea and its realization in 
a venture.  

 The process dimension focuses on the road and road map.  
 The person dimension focuses on the person(s) that are the driver and 

carrier of the idea and process.  
 
This hypothesis has been developed from our experience in innovation and 
business advising, and interactive research (Johannisson, Gunnarsson, & 
Stjernberg, 2008) on advising practices and business coaching. It is a Piercian 
abductive leap based on our fund of experience in the field, where the 
hypothesis can associate and synthesize our experience from practice. Erik 
Lindhult, as long term lecturer and facilitator in entrepreneurship education at 
Mälardalen University, has a long record of participation in business 
development projects and activities. He has been an interactive researcher in 
PRIM, a collaborative project focusing on development of incubators and 
science parks in the middle of Sweden. Jenny Höglund has been involved as an 
interactive researcher in Entrepreneur Stockholm, a project aimed at 
coordinating advisory services in the Stockholm area. Jenny Höglund is also a 
practicing innovation advisor in Innovation Stockholm, former manager of a 
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new incubator in Nyköping and a PhD student at Mälardalen University. We 
also draw on long-term discussions in the community of practice we are part of. 
In the research literature, the framework is not fully recognized, but is 
sometimes indicated. For example, Thompson and Downing (2007) recognize 
the difference between the focus on the business idea and the person in coaching 
practice. We believe that the process dimension also needs to be included, e.g. in 
line with the Innovation Stockholm model (Andersson et al., 2007). The focus of 
different advisory services on these dimensions varies significantly depending 
on factors such as phase of innovation and purpose of the advisory service. We 
also identify different ways that advisory services can contribute to the object, 
processes or agency of innovation. Advisory services are not only focused on 
making innovative contributions by conveying knowledge to advice takers, but 
also enable innovation in a variety of different ways. 
 The interviews were used as a means of identifying how experienced 
advisors related to the product-process-person foci in their practice and the 
effects that they recognized in and from their practice. Table 1 shows the 
characteristics of the different foci, and the effects sought based on the analysis 
of the interview data. The framework was validated in the interviews in the 
sense that the professional advisors could recognize the different focuses in the 
community of practice of business advisors, as well as in different aspects of 
their own practices. The advisors displayed different emphases in balancing the 
three P‘s, but generally emphasized that all three were important. Professional, 
experienced advisors are often able to change focus depending on the situation.  
 
Glimpses from Empirical Reality of Professional Advisors  
 
The question of innovative effects was not an easy one for the interviewed 
advisors. None had a ready-made list of effects of the advisory activities that he 
or she looked for and assessed in their practice. Instead the focus seemed to be 
on the extent to which the business development processes that the idea carrier 
is responsible for moves forward. To what extent this could be considered an 
effect of the advisory service or due to other factors does not seem to be a big 
priority for the advisors. They generally do not look for effects, but rather what 
they can do for the idea carrier, the value of which is obvious or expresses itself 
in the process itself. 
 In most cases the advisory service is structured through process models, 
including checklists to be used in different phases and a repertoire of toolkits 
related to different phases and situations. An example of a general checklist used  
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Table 1. The 3P framework 

Focus of effects Product Process Person 

Illuminating 
metaphor 

Picking the winner Making the winner Learning to be a winner 

Role of advisory 
services 

Business expert/adviser Process guide/leader, 
process consultant 

Personal coach 

View on idea 
carrier 

The idea owner The project owner The driver 

Character of 
interaction 

Pedagogic Facilitative Inspirative 

Contribution by 
advisory service 

Business knowledge; 
business idea 
development or 
business setting 

Process of 
development/ 
innovation 

Personal development 
and empowerment e.g. 
capacity, competence, 
motivation, role, 
identity, self-efficacy 

Supportive 
activities of 
advisory service 

Evaluation of ideas, 
integrating knowledge 
in venture 

Road mapping, 
questions to focus 
attention 

Positive reinforcement 

Potential 
innovative 
effects 

Better quality of 
business idea and 
venture 

Easing and shortening 
the innovation process 

Becoming entrepreneur 
(-ial) 

Indicators 
 

Valuation of 
idea/company, 
Financial strength, 
Growth of venture 

Faster process, focus 
attention on most 
relevant issues 

Entrepreneurial 
capacity, ability to 
build/transform venture 

Strength 
 

Early assessment of 
ideas, can focus on the 
most promising 

Structured, efficient 
process. Give all ideas 
a chance of testing and 
development 

Building driving 
capacity, competence 
development 

Weaknesses 
 

Uncertainty in early 
assessment, some 
―winners‖ may be 
rejected. 
Business/person 
knowledge weak 

Variability in 
processes, more need 
of advisory service, 
technical expertise 
must be made part of 
process 

Time/resource 
consuming, most need 
of advisory service. 
Limited capacity of 
some idea carriers (but 
team approach 
possible) 

When 
appropriate 
 

High innovation cost, 
limited resources. 
Growth based on 
patentable knowledge 

Process focus in most 
cases appropriate 

Early phases. When 
limited knowledge, 
when product/ business 
knowledge already 
present 
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in one business coaching setting for assessing the project‘s ability to move from 
the business start stage to the business lab stage is: Uniqueness; Innovativeness; 
Market potential; Clear customer need/utility; Clear target group; Growth 
potential; Entrepreneurial ability and drive; Core competence; and Possibility to 
develop the idea. The way checklists are structured indicates the focus of the 
advisory services and the kind of effects sought and looked for. As it is used in 
an innovation-oriented incubator, it is understandable that this list goes from 
product to market and then to person. At the same time experienced advisors can 
emphasize different themes in the checklist depending on the situation. 
Checklists are helpful to avoid missing important themes, but their application is 
flexible based on the situation and the experiential knowledge and theories-in-
use of each advisor. 
 In the product dimension, an important effect is whether the idea carrier 
provides credible answers to basic questions concerning innovation and business 
development and can respond in a sufficiently trustworthy way. If appropriate 
the advisor may also take part in a creative discussion of the idea in a 
developmental, and not judgmental mode. This may lead to innovative effects 
on the product but is not something that the advisors interviewed point to as 
being most important when considering innovative effects of their practice. This 
may be a theme to explore further. 
 An important effect that is looked for is the clarification of customer value, 
and its problem solving capacity when meeting real needs. This means letting 
the market judge the value through the idea carriers, or engaged market 
expertise, i.e. posing the question to the market rather than making judgments on 
the value of the idea. Another important area is the business model, including 
uniqueness and protection. 
 It is important to refer to and use professional expertise in different areas in 
order to minimize the risk of being a quack advisor. Socratic knowledge is 
important – knowing when and where one lacks knowledge (both advisor and 
idea carrier) – and mobilizing personal networks of specialized professionals 
when appropriate. This has effects on the idea carrier‘s knowledge and 
competence as well as his network. 
 In the process dimension, the focus is on road mapping in order to focus 
attention and efforts on the most important issues in an appropriate order. The 
overall innovative effect on the process is an easier, more straightforward and 
faster road to the market, helping to create the best and most unique route for 
each idea carrier, a plan that has to be constructed enroute. For the process 
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leader, an important focus of the advisory service is mapping where the idea 
carrier is situated in the process, and the ability to see the next concrete step 
forward. An additional effect is the extent to which the idea carrier understands 
and learns the process and can navigate the complex terrain of innovation and 
business development by themselves. At this point the advisor in the role of 
process guide has been instrumental in developing and integrating process 
knowledge in the competence of the idea carrier. 
 All the interviewees agreed that the person is central, in the sense of being 
carrier and owner of the idea and responsible for the project and for developing 
it. Considering the uncertainty of its value at an early stage, and the limited 
resources available in most cases, it is the idea carrier that also has to do the 
operative work of developing it. This makes up part of the checklist of 
questions. The extent to which there is an emphasis on the person and the degree 
of focus on this varies in practice. The person dimension was indicated in 
practice by giving each meeting more time to establish trust and consider the 
personal dimensions in the efforts of developing the idea, as well as allowing for 
more meetings and contacts by the idea carrier when needed. The context of the 
advisory service also indicated a general tendency in the focus of advisory 
services. Innovation oriented advisory services were more focused on product, 
e.g. several incubators in PRIM. Business oriented advisory services were more 
focused on process. Early stage advisory services, like the Idea Lab university 
incubator at Mälardalen University, had a stronger focus on the person.  
 What kind of innovative effects on the person are recognized? Firstly, the 
person‘s ‗spark‘, which indicates their resolve and driving capacity. This is 
something that is to be nurtured and made use of in the support process. The 
driving capacity is also tested and developed by focusing on planning and 
following up each meeting, during which the idea carrier must commit himself 
to take the initiative and do things. In later stages, an important factor is the 
degree of commitment in the sense of prioritizing, and allocating time and effort 
to the development. This is generally needed in order to enter an incubator. 
Another effect is the development or availability of sufficient competence 
needed for the development of the idea. Finally, the extent to which the person 
has understood and learnt the process is also looked for.  
 The generosity of advisors with their available time and resources depends 
on the openness and resources of the advisory service agency. Some have an 
open policy and try to fulfill every advisory service request. However advisors 
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may end the collaboration when the person does not move the idea and progress 
to a sufficient degree. 
 
Construction of the 3P Framework 
 
The core dimension of the framework has been developed abductively by the 
authors, and has been initially validated and refined through the research. It is 
still in an exploratory stage. Here we comment on the rationale and dimensions 
of this core framework as expressed in Figure 1. 
 The emphasis on the three different orientations reflects core theoretical 
assumptions embedded in advisory practices concerning how ―winners‖ are 
produced, which are implicit in the design of advisory practices. A product focus 
is manifested in an emphasis on substantive technology and market knowledge, 
and its availability as expressed in product/service designs, business plans and 
expertise of entrepreneurial agents and networks. The main role of advisory 
services here is to evaluate the proposed product/service designs and business 
plans based on relevant expertise in order to assess the viability of the venture, 
i.e. to ―pick the winners‖, e.g. as a basis for investor decisions.  
 In the Swedish context, this approach has been criticized as 
epistemologically unrealistic and not sufficiently helpful for the entrepreneur. 
We find that the Swedish context is currently dominated by the process view of 
advisory services. An influential example is the Innovation Stockholm model 
(Andersson et al., 2007; Lindhult, Höglund, & Mickos, 2008). It is also visible 
in the incubator context in the use of the stage-gate type of innovation and 
business development to rationalize and better control and support the process. 
A process orientation starts from a more skeptical view of the possibility of 
advisors picking winners at an early stage of development. Winners have to be 
made through performing business development activities, which successively 
both shape and clarify the value of the business idea and its embeddedness in a 
venture. From this perspective, advisors should take the role of a process guide 
in order that the entrepreneurs take successive steps in the further development 
and simultaneous trial of the idea. Part of the guidance is to advise on bringing 
in relevant expertise at appropriate points in the process. Here, the primary 
evaluating function is taken over by the process, in particular the market 
responses generated in the process. 
 A person orientation starts from assumptions of increased skepticism 
concerning availability of business relevant knowledge. Ontologically, reality 
can be seen as constructed socially in the process of development. The emergent 
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features of business reality are dynamically generated in complex interactions 
between a large number of actors, which implies that foresight concerning 
relevant conditions is limited. One reason for this is that these conditions are 
partly created in the process of development (Sawyer, 2005; Sarasvathy, 2001). 
The basic ―certainty‖ in business venturing is then the capacity of the individual 
entrepreneurs to drive the idea and venture further. Entrepreneurial ability and 
its development becomes a core focus in advisory practices. It is common 
knowledge among experienced business advisors in the community of practice 
in which we participate that when confronting physical manifestations of 
emergent ventures, the behavior and impression of the person is more important 
than a well worked out business plan as an indication of the degree of 
considered faith in future success. From this perspective, the advisory service 
tends to take the form of personal coaching. However, there is a dilemma in that 
indications of innovative effects on people are more difficult to articulate and 
measure than the physical manifestations of a venture. 
 The different orientations are not mutually exclusive. From our research and 
practice we recognize that they are each appropriate in different situations. In 
venture development, product, process and person areas all need development in 
order to increase the chances of successful outcomes, but the core focus may 
vary with circumstances. In early stage situations, when business ideas are 
vague and uncertain, it is difficult for others to engage resources, implying that 
the driving ability of the individuals is crucial to build on (personal orientation). 
When ideas take on more of a business shape, guidance of the process comes 
more into focus. In later stages, when more resources need to be committed, e.g. 
investment of venture capital, the objective assessment of the knowledge basis 
of such decisions is crucial (product orientation). For experienced entrepreneurs, 
product orientation tends to be more appropriate. Inexperienced nascent 
entrepreneurs with a personal drive may benefit from process guidance, while 
those with less confidence might be better supported from a personal orientation. 
 
Conclusions 
 
The result of the research is an improved understanding of different focuses of 
advisory services as well as the innovative effects that are sought, which have 
practical implications for efficient organization of advisory services. Historically 
there has been a movement from a product to a process focus in advisory 
services in Sweden. A product focus is important for resource allocation, but the 
idea owner‘s route to gaining or creating relevant knowledge and resources may 
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be more fundamental in many cases. More elaborate process structures are an 
important development in business incubators today, e.g. in the context of the 
PRIM development project. In our experience of the community of practitioners 
in the advisory system, it is commonly understood that people are more 
important than business plans. The entrepreneurial capacity for dealing with 
uncertainty, risk, obstacles, and challenges that emerge during the venture is 
crucial.  
 The shift in advisory service orientations also reflects an increased 
skepticism concerning availability of knowledge. If knowledge is more 
something that needs to be generated along the venture path, good advisory 
practice should not only focus on winners, but should also consider how to deal 
with failure. As failure is often much more likely than success, the point is to 
―fail forward‖ as Gartner, a leading entrepreneurship researcher, puts it. This 
means to optimize the learning in the process in order to increase the chances of 
success. 
 A person orientation is more difficult to pinpoint and is less explicitly 
developed in advisory service practices. It is a matter of both capacity and 
entrepreneurial identity (Hellström, Hellström, & Berglund, 2002). In ongoing 
research, the authors are focusing on clarification of the dimensions of 
entrepreneurial capacity and identity formation in different advisory contexts 
(e.g. traditional entrepreneurship, women entrepreneurship, soci(et)al 
entrepreneurship) in order to identify significant patterns for entrepreneurial 
counseling (e.g. Lindhult & Rådmark, 2011). The increased complexity of 
soci(et)al entrepreneurship indicates a need to expand the 3P framework to also 
include platform, partnership, performance and propagation (Lindhult, 2011). 
 These developments indicate fruitful avenues for exploration into different 
orientations and possible effects. We hope that this paper can inspire further 
research on orientations and innovative effects of advisory services. As advisory 
services are considered an important measure for industrial renewal, where 
significant resources are invested, more knowledge in this area will be 
invaluable. 
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Introduction 
 
The works of Joseph Schumpeter (1883-1950) have made a substantial 
contribution to theorizing entrepreneurship. Schumpeter‘s (1934) definition of 
an entrepreneur as someone who causes disequilibrium in a market is still 
influential on the perception of entrepreneurship. As Schumpeter lived in the 
midst of the industrial revolution where big companies and groundbreaking 
inventions (such as the Bessimer engine) were the drivers of the whole 
economy, his definition corresponded well with his empirical observations. Thus 
according to Schumpeter, only very few people could qualify to be called 
entrepreneurs and then only momentarily when these inventions were made. 
Consequently, he clearly differentiated the role of the entrepreneur from the role 
of the manager – the latter being an administrative role in keeping big 
companies together. It should be noted that the later Schumpeter was keen to 
observe that the capitalist economy rapidly grew more and more complex and as 
a consequence later inventions were increasingly the outcome of a bureaucratic 
system involving joint efforts of many people, organizations and authorities. 
 Entrepreneurship research after Schumpeter went through a number of 
stages, from an interest in defining the entrepreneur, to being increasingly 
focused on entrepreneurial teams and the starting of new businesses. In the latter 
part of the 20th century, research showed that the drivers of the economy were 
no longer the big companies, but small businesses (Birch, 1987). Thus 
entrepreneurship research came to be more and more focused on how to start 
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small businesses and make them grow. Much effort post Schumpeter was 
devoted to finding typical characteristic attributes of ―the entrepreneur‖, 
meaning individuals and teams who could successfully develop new and 
growing businesses. These efforts however appeared to be in vain, as no uniform 
attributes were to be found. While Schumpeter‘s early ideas and the interest in 
small businesses still make a very strong impact on entrepreneurship policy and 
entrepreneurship discourse, from the 1990s the concept of entrepreneurship has 
broadened in line with the increasing call for enterprising people that is required 
for the sought after transformation of organizations and societies (e.g. du Gay, 
1986).  
 In this chapter we will address how knowledge of the broader view of 
entrepreneurship has developed in the context of the ―Entrepreneurship and 
Regional Development‖ (ERD) research group at Mälardalen University. By 
following different projects, and listening to practitioners‘ thoughts, ideas and 
sometimes also their worries, we developed an understanding of the necessity 
for a broader view of entrepreneurship. In line with the thoughts of Nowotny, 
Scott and Gibbons (2001), these research approaches have been conducted in 
contexts where the boundaries between theory and practice have been blurred. 
According to this view, practitioners‘ voices are an important point of departure 
for reformulating questions vital for the constitution of new knowledge. Not 
only are these questions important for creating new theories, but they also 
benefit processes where innovation and entrepreneurship are called upon to 
renew structures that date back to the early industrial age.  
 We will begin by describing some of the projects from which we became 
aware of the questions of practitioners. In the latter part of the chapter we 
summarize some of the theoretical contributions to entrepreneurship research 
that these questions have provided by way of the research done by the ERD 
group, contributions that are in line with the recent development in 
entrepreneurship theory emphasizing ―institutional entrepreneurship‖, ―societal 
entrepreneurship‖ and ―critical perspectives on entrepreneurship.‖  
 
Questions Posed by Practitioners in Regional Development 
Projects  
 
Entrepreneurship research at Mälardalen University in the first decade of the 
21st century has by and large been carried out in the context of different types of 
regional development projects. The natures of the projects typically undertaken 
have therefore been at the intersection between the private and the public sector, 
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and they have to some degree also involved the non-profit sector. In addition, 
these projects have addressed the importance of sustainable development – 
emphasizing the social and/or ecological perspective. Thus these projects have 
explicitly and implicitly encouraged the use of entrepreneurship theory. An 
underlying idea has been to use and translate entrepreneurship theory to the 
more general issue of regional and societal development. The theoretical 
perspectives thus developed can be seen to link to the notion of institutional 
entrepreneurship (Levy and Scully, 2007). 
 A general conclusion from this work of the ERD group is that traditional 
theories of entrepreneurship have not been applicable when the concept of 
entrepreneurship has been applied to the contexts of regional and societal 
development. In fact, the theories of entrepreneurship sometimes collided with 
the prevailing core ideas held in the different policy projects we have followed 
over time. This has encouraged us as researchers to take a critical standpoint 
towards traditional entrepreneurship theory as this approach has appeared as less 
relevant, and on the other hand, more relevant thinking of what entrepreneurship 
may mean in these contexts has been embedded in the empirical field. Below we 
will first describe the intended scope of these regional development projects, and 
then we will articulate some of the contributions to the rethinking of traditional 
entrepreneurship theory that our research has produced. 
 One of the projects was ―Diversity in Entrepreneurship‖ (DiE), which was 
funded by European Social Foundation. The idea behind this project was that 
enterprising spirit in the region could be increased by enhancing and 
encouraging entrepreneurship among discriminated groups in society. These 
groups included women, ethnic minorities/immigrants, young people, disabled 
people and cultural workers. DiE aimed to introduce a broad view of 
entrepreneurship in a regional context. An equality discourse was introduced 
through DiE that – emphasising social and routine occurrences - stands in 
contrast to the historically rooted enterprise discourse that proffers companies as 
productive apparatus, where a few competent people – often men – have been, 
and still are, in charge. In the equality discourse, all people in the region make a 
difference, not just a few of them. The encounter of the two discourses resulted 
in confusion, and thus conflicts and collisions - but also in new possibilities. A 
new perspective of entrepreneurship and regional development was developed 
where conflicts are put forward as constructive. That the two discourses met on 
the same regional scene can therefore be seen as positive as many people have 
been made aware of the social, political, and economic contradictions that 
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restrain some groups in society from creating a (working) life. Hence, the 
contradictions have enabled the inhabitants to see themselves and others as 
entrepreneurs in regional development processes. Openings emerged to view 
entrepreneurship from a broader perspective which includes rather than excludes 
people, to create practices through which a diverse working life is becoming 
discernible. A number of other projects followed from this project which all, in 
one way or another, related to the broader meanings ascribed to 
entrepreneurship. (Berglund, 2007) 
 One of these projects is Arenas for Entrepreneurship (AFE), which can be 
seen as the next step of DiE, but with a stronger emphasis on research, as it aimed 
to identify arenas in society that are important from a broader view of 
entrepreneurship. The project also aimed to create a dialogue with actors working 
in policy structures, on a local as well as a regional and national level. The results 
from AFE were reported in the anthology ―Arenas for Entrepreneurship‖ 
(Berglund & Johansson, 2008).  
 Two other projects closely related to DiE and AFE are DropIn and PITEM. 
DropIn aimed to contribute to the health of young people and facilitate the move 
from school to working life by developing thought on what an entrepreneurial 
approach to life might mean in the world of schools. PITEM aimed to promote 
entrepreneurship among women from ethnic minorities and worked to introduce a 
model to create a microfinance system in Sweden. The key actor in PITEM was 
the non-profit association NEEM, which was established by one of the groups 
during the DiE project. The micro credit institute was opened in Sweden last year 
and one of the entrepreneurs was awarded ―Entrepreneur of the year‖, even 
though this raised a debate about whether entrepreneurs can be categorized as 
―allowance entrepreneurs‖ or (traditional) ―non-allowance entrepreneurs‖. The 
award was perceived as an acknowledgement for their work by the actors 
involved.  
 Another project called ―Lyftet‖ was carried out as a joint project between 
Luleå University of Technology and Mälardalen University. This project 
emphasized the discrimination of women in entrepreneurship policy. One of the 
dissertations that has its roots in Lyftet takes the concept of innovation systems as 
the point of departure to illustrate and discuss how networks of women 
entrepreneurs are discriminated against as entrepreneurs (Lindberg, 2010). It also 
illustrated how women in these networks do not accept the traditional masculine 
definition of innovation systems, but develop alternative understandings of what 
innovation systems mean. From a policy perspective the discriminatory 
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mechanisms are evident, however the constructive part of this research is to point 
to alternative understandings of innovation – understandings that are inclusive 
and emphasize the everydayness of innovation instead of being exclusive and 
emphasizing what is referred to as more extraordinary. 
 The other dissertation related to Lyftet is based on interactive research partly 
on the same networks of women entrepreneurs (called resource centers). This 
dissertation takes as its point of departure the confusion in the field about the 
mission and the organization of the resource centers in relation to ongoing 
entrepreneurial processes (Stenmark, 2010). The interactive research process 
leads Stenmark to look for the underlying program theory of the policy 
(Hjalmarsson, 1998). She illustrates the inconsistencies within the policy as well 
as inconsistencies in the field. What appears in some ways to be a new policy 
with the potential to promote entrepreneurship among women and work against 
discrimination carries with it inconsistencies that work against this potential. 
 From a policy perspective advisory services for entrepreneurs have been on 
the agenda for decades. In the ERD setting advising has been studied in the 
context of the resource centers for women. In the field, some processes seem to 
work as emancipatory, freeing entrepreneurial potential among women. 
Nevertheless, the power perspective on advising, although already illustrated by 
Johansson (1997) is only considered to a limited extent in public policy, and as 
Stenmark argues, is rather effectively paralyzed by inconsistencies within public 
policy. However, even if the policy was consistent, it is still possible that policy 
measures in terms of publicly funded advisory services would still not be 
effective, as there are much stronger mechanisms in society working against the 
freeing of the entrepreneurial potential among women. 
 One such mechanism affecting the entrepreneurial potential among all citizens 
is the school system. Perhaps one of the most radical translations of entrepreneur-
ship has been made in this area. In the study ―What do teachers do when they do 
entrepreneurship education‖ it was concluded that entrepreneurship for teachers 
was above all about creating conditions for developing an entrepreneurial attitude 
(Berglund & Holmgren, 2007). In short, this attitude was characterized by 
creativity, reflexivity and power of initiative. This way of seeing entrepreneurship 
is far from the view of the (super-human) entrepreneur creating a company that 
develops and brings about growth (for society) and fame and richness for the 
entrepreneur.  Nevertheless, this attitude, according to teachers is a requirement 
for new firms, as well as for a number of other enterprising endeavors such as 
initiating projects in a future work place, setting up a social forum on the internet, 
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developing ideas in a cooperative with others aiming for the betterment of 
society, or working together on issues such as oil leakage or in tsunami 
devastated areas to rebuild a society, which require both creativity and 
cooperation. To develop an enterprising attitude is one thing, to direct it towards a 
particular goal (such as increasing the number of high-growth companies) is 
another thing entirely. Entrepreneurship in the school context is more about 
developing a responsible and reflective enterprising self.  
 
Contributions to Entrepreneurship Theory  
 
The DiE project presupposed a broad view of entrepreneurship. However no 
explicit investigation was planned in the setting up of the project to compare this 
broad view with a more traditional view of entrepreneurship. As researchers we 
felt the need to explain the differences between these two views. From a point of 
departure in discourse theory a framework was developed to understand the 
different meanings that were ascribed to entrepreneurship not only in the DiE 
project, but also in the academic world and the public sphere in general.   
 By developing the understanding of entrepreneurship – not as a single 
dominating discourse – but as a web of different discourses that strive to ascribe 
different meanings to entrepreneurship, conflicts between meanings (and world 
views) and potential dialogues and negotiations become noticeable. 
Metaphorically, the entrepreneurship discourse can be seen as a discursive web 
that consists of several lines of thought – ―an entrepreneurship web with thick 
and thin threads‖. Some threads may be thicker, and their meanings have come 
to enjoy the status of being taken for granted. Yet other threads are thinner and 
more fragile and may sometimes appear incomprehensible - ―what does this talk 
have to do with entrepreneurship?‖ Sometimes the alternative meanings conflict 
with the thick, strong threads and may be set aside, whereas at other times they 
remind us that what has been taken for granted can be reconsidered. 
Consequently the metaphor of a web could pave the way for dialogue between 
versions of entrepreneurship. It could also highlight some crucial questions 
about the role of entrepreneurship in society and show possible ways in which 
the entrepreneurship discourse could change (Berglund & Johansson, 2007b). 
 A study of academic articles shows that mainstream entrepreneurship articles 
portray the entrepreneur as a hero; the autonomous human being personified. To 
defuse the image of the lone wolf entrepreneur, the discussions of resources and 
of networking function work as two complementary threads, viewing 
entrepreneurs in a social context. In recent articles, challenging the assumptions 
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made in mainstream entrepreneurship research, the entrepreneur is emphasized 
as socially constructed, and not as given in any sense. Besides, other forms of 
entrepreneurship such as community, social, or indigenous entrepreneurship are 
emphasized, as well as the notion of space and place. Unless there is continuous 
and conscious reflection about the entrepreneurship discourse, it is easy to be 
trapped by one of its versions. The intention in the article on the 
―entrepreneurship web‖ was to make some of the thick and thin threads of 
entrepreneurship visible and to encourage dialogues in between the different 
versions of entrepreneurship that appeared. We believe that there should be 
more room for the thin threads and that the alternative stories of 
entrepreneurship can make a substantial contribution to the challenges we face 
in moving from an industrial logic to a post-industrial society (Berglund & 
Johansson, 2007b). 
 We therefore concluded that there are many excluding features connected to 
the entrepreneurship discourse, which were not only manifested in the projects 
we were following, but also in the academic conversation on entrepreneurship. 
These excluding features were further developed in the anthology ―Arenas for 
Entrepreneurship‖, in which researchers in the group contributed to a discussion 
on what it means to move towards a broader view of entrepreneurship. In this 
book, attention was paid to entrepreneurship in the world of school as an 
important arena, and the context of women‘s resource centers, including their 
network practices, and cultural workers‘ enterprising skills that are argued to 
open up the possibility for another view on what it means to ―do business‖. 
Another chapter stressed that there are different logics when it comes to the 
development of small enterprises. While consultants employ a management 
logic, small business owners are argued to employ a more holistic 
entrepreneurship logic which helps them integrate their businesses with their 
lives. Entrepreneurship in this case works as an ―integrator‖, a means to make 
personal and professional life move hand in hand and meet the expectations 
addressed in a post-industrial society in which we do not stroll along the street 
until we find a phone booth any more, but quickly take our cellphone and make 
a call wherever we are, expect stores to be open late at night, services to be 
accessible 24/7, and so forth. These expectations, as well as the increasing pace 
of life, are some of the things that are dealt with in developing alternative 
entrepreneurial lives by the women entrepreneurs, immigrant entrepreneurs, 
small business owners on the countryside, and the cultural workers living in 
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Sörmland who we have encountered in our research (Berglund and Johansson, 
2008). 
 Hence there are different ways to relate to entrepreneurship which are 
inclusive, rather than excluding. Ways that open up how we can understand 
entrepreneurial processes in a society that looks quite different from the 
―Tayloristic system‖, in which we are surrounded by voices that stress the 
importance of new knowledge, information technology, the quarterly economy, 
lean processes and so forth. Theoretically we developed a theory with the 
purpose of contributing to how the dominant (industrial) view of 
entrepreneurship can be combated by the same process that may suppress 
people‘s entrepreneurial skills and motives. This was done by linking the 
entrepreneurship discourse to critical pedagogy, and in particular to Paolo 
Freire‘s notion of ‗conscientization‘, which refers to a type of learning which is 
focused on perceiving and exposing contradictions – social, political or 
economic – and taking action against the oppressive elements of reality. 
Something that Freire consistently comes back to throughout his texts is the 
creative capability of humans, and our responsibility to take action in oppressive 
situations. In the context of our research, processes of conscientization could 
lead to individuals reconsidering their situations and beginning to ask questions 
such as ―how can we continue – or move on with – our entrepreneurial 
endeavors despite facing obstacles and resistance?‖ (Berglund & Johansson, 
2007a). 
 Freire was concerned with how we can learn to perceive more aspects of life 
– or in our words: competing discourses of entrepreneurship – in order to 
develop our capacity to turn these aspects over in our minds and perceive 
inequity. Thereafter, Freire stresses the importance of taking action and reminds 
us that people and the world are both in a constant process of transformation. 
We must therefore never let go of our hope of a better future, as ―hope is [a] 
natural, possible, and necessary impetus in the context of our unfinishedness‖ 
(Freire, 1998: 69). The effect could be a change in how entrepreneurs are 
thought of. Potential entrepreneurs might more readily be recognized among for 
example, women, immigrants, disabled people, school leavers and cultural 
workers. Moreover, ordinary people with distinct intentions and ideas of 
enterprise, who have previously been invisible due to the present enterprise 
discourse, would become more visible. Such a development would change a 
small society permeated by an industrial logic that emphasizes companies as 
productive apparatus in which a few competent people – often men – have been, 
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and still are, in charge. From a critical pedagogic perspective, mobilizing 
entrepreneurship is concerned more with the transformation of the 
entrepreneurial capacity that rests within each and every one of us than with 
mobilizing the few people who already exercise this capacity. Mobilizing 
slumbering entrepreneurship could then substantially affect a region, at least if it 
is suppressed among the majority of its people (Berglund & Johansson, 2007a). 
 The entrepreneurial processes we were able to see in the field, and the way 
actors in the field talked about what they were doing made us see 
entrepreneurship as something more or less every (wo)man should be able to do. 
There was a contrast between the idea of the hero entrepreneur and the 
everydayness of the processes we followed. This led us to investigate one of the 
key features of the entrepreneurship discourse, the concept of innovation. This 
was a key concept of the theory of entrepreneurship developed by Joseph 
Schumpeter. In his early writings, innovations were considered more or less 
equal to groundbreaking inventions. Since then entrepreneurship theory has 
more or less been locked into the idea of innovation as something extraordinary 
and exclusive, a capacity that belongs only to a few individuals of complex 
systems of expertise. 
 In the processes of innovation that we observed (Berglund, Dahlin, & 
Johansson, 2007; Johansson & Berglund, 2008; Johansson & Lindberg, 2007), 
innovation appeared as a much more mundane activity. This led us to investigate 
and challenge the traditional discourse on innovation (Johansson, 2010). Our 
investigation led us to the writings of the sociologist Gabriel Tarde (1903) and 
the philosopher Paul Ricoeur (1984). Both these scholars have discussed in 
depth the role of imitation as the (inevitable) source of innovation. By contrast, 
in entrepreneurship theory, imitation has been considered as second best. While 
many or most people are able to imitate, very few people are able to innovate 
according to the traditional entrepreneurship discourse. Following Tarde and 
Ricoeur innovation is a necessary outcome of imitation. Thus our conclusion is 
that in order to develop an entrepreneurial society, the key question is not how 
to ―pick the winners‖ but how to provide more room for the innovative capacity 
of every human being (Johansson, 2009). Thus our way of challenging the 
traditional discourse of innovation is one of our contributions to entrepreneur-
ship theory as it opens up a new way of understanding innovation. 
 In her dissertation based on a study of networks of women entrepreneurs, 
Lindberg (2010) takes a view of networks of entrepreneurs as innovation 
systems. By doing so, she demonstrates how public policy in Sweden has 
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discriminated against the inclusion of women entrepreneurs in innovation 
systems. Thus innovation systems have been gendered, causing a biased view of 
innovation. What men typically do as entrepreneurs has been ―naturally‖ 
accepted while what women typically do as entrepreneurs has been explicitly 
recognized as not being about innovation. In her dissertation, Lindberg makes 
visible the content of innovation in her studied networks of women 
entrepreneurs.  
 Another proposition on innovation is introduced by Berglund and Granat 
Thorslund (2010a) who argue that, despite the excluding affects of the 
innovation discourse, women in entrepreneurial and innovation contexts 
destabilize the notion of femininity. Through a gender lens, women are 
constructed as passive, while men are constructed as active. However, when 
women are addressed as innovators and/or entrepreneurs they can recapture their 
active potential, at least theoretically. Empirically, it is noted that there are 
strategies that tone down the active component, but there are also practices that 
work in another direction – creating space for women to develop innovations 
beyond what is even recognized as ―innovation‖ in the industrial society with its 
focus on products and technology (see also Berglund and Granat Thorslund, 
2010b).  
 Stenmark (2010) studied some of the same networks as Lindberg, but 
emphasized the logic of the entrepreneurship policy behind the public support of 
the resource centers, of which the studied networks are a part. The reason for 
taking this approach was that she was able to recognize confusion when out in 
the field about what the public support aimed to do and the way the resource 
centers were organized. Stenmark related the confusion to inconsistencies within 
the policy. This means that while the public initiative behind the resource 
centers for women entrepreneurs has an emancipatory ambition to mobilize 
women to become entrepreneurs, this ambition is blurred and contradicted by 
also drawing from other logics. The consequence is confusion in the field. 
 By seriously considering questions posed by practitioners in the field, the 
research of the ERD group has contributed theoretically in a number of specific 
ways to the emerging broader view of entrepreneurship, business and societal 
renewal. A common denominator for the theoretical contributions developed by 
researchers in the ERD group is that they seek to move beyond the futuristic 
industrial discourse in search of an understanding of entrepreneurship from 
practitioners‘ daily struggle in contemporary society. These theories all try to 
give a voice to alternative stories on entrepreneurship. We believe that there is a 
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need to move beyond the industrial discourse in a way such that change and 
renewal are encouraged and open for critical reflection. This approach is in line 
with the emergence of a contextualized or context-sensitive science, as proposed 
by Nowotny, Scott and Gibbons (2001), which requires a rethinking of how the 
contract for science and society can be constructed.  
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Creativity for Industrial Renewal 
 
 
 
 
 

Karin Berglund and Bengt Köping Olsson 
 
 
 
Introduction  
 
‖It is better to create than to be learned, creating is the true essence of life‖ 
Barthold Georg Niebuhr once said. Creativity is undeniably described in inflated 
words and great importance is attached to it, i.e. ―the essence of life‖. What 
creativity ―is‖ thus seems as elusive as it is obvious. In the literature, it is often 
described in unduly mystical and unhelpful pompous terms (Weisberg, 1986; 
Ericsson, 2001). Closer to home we might think about the great stories of 
creation. Of course we have the familiar legend that tells about how God created 
the world in seven days, and the Darwinist story that emphasizes progress and 
how the strong flourish at the expense of the weak. The individual who carries 
an idea and who is therefore selected as part of a natural process is the genius 
personified. While creativity is traditionally thought of in terms of the 
individual, mystique and chaos, another side of creativity has characterized large 
sections of the industrial society. Weber‘s view on the administrative human 
being and Taylor‘s view of humans as merely a part of an assembly line are not 
only a story about people who mechanically respond to a machine. Creativity is 
very much part of the industrial revolution. Hence, sometimes creativity is 
explicitly mentioned, at other times it is implicitly part of a transformation 
process.  
 Today we find ourselves needing to transcend the well known stories about 
creativity. While old structures fall apart, cracks in existence open up to create 
new structures. An increasingly mobile, changeable and transient labour market 
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inevitably calls on us to be creative as well as entrepreneurial and innovative, 
not only to develop new products and services, but also to find new life paths 
when our life maps are rewritten because of changing structures.   
 In summary, we are in a time where human creative abilities are emphasized, 
and we are thus moving away from Taylorism and the monotonous jog-trot in 
mass production and business as usual (e.g. Florida, 2002). Whether creativity is 
needed for the development of new products and services or for the creation of 
new jobs (Eliasson, 2006), it is stressed as a prerequisite for innovation and 
entrepreneurship (Johansson, 2010). Creativity is considered important for 
coping with the upcoming need to make full use of ecological and social 
resources. The upcoming threats of climate change and the dismantling of the 
welfare state call for such moves, but are not discussed in this chapter. Nor is the 
call for the member states of the European Union to conceptualize the idea of 
the innovation society in the next decade in the newly outlined strategy ―EU 
2020‖. This argument is not developed further here, but instead forms a 
background for our discussion on creativity, as we believe that it is a concept 
that must be rewritten as well as retold, at least if we want to stimulate creativity 
for industrial renewal.   
 In the spirit of Johan Asplund‘s (1970) discussion on aspects, as an ability to 
‖read‖ several stories from a picture, we want to open up a more pluralistic and 
nuanced way to look at creativity than the one that is presented in mainstream 
management books. First, we would like to introduce a relational perspective on 
creativity. We thereby want to contribute to shaping a new conception of 
creativity that extends the view of creativity as something undelivered which 
human beings carry, or that creativity surrounds us in some environments in the 
form of special people who infect us with it in some way. In order to develop a 
relational perspective on creativity, we intend to initiate a dialogue with Martin 
Buber, the Jewish philosopher of religion who was active in Germany at the 
beginning of the last century. Buber has written books such as ―I and Thou‖ 
(1923), ―Between Man and Man‖ (1954), ―Good and Evil‖, and the book ―On 
intersubjectivity and cultural creativity‖ (Eisenstadt, 1992) was dedicated to 
him. 
 Even though Buber is often positioned as a theological thinker, his general 
ideas and descriptions have come to influence knowledge development in 
education (e.g. Shim, 2008), psychology (e.g. Stephens, 2001), sociology 
(Friedman, 1999), and even medicine (Scott et al., 2009). However despite the 
scarcity of attempts to elaborate on Buber‘s thoughts within the business 
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discipline, there are attempts to link the thoughts of Buber with creativity. From 
a learning perspective it is argued that expressive and holistic learning outcomes 
are better suited to facilitate the development of creativity than prescriptive 
learning outcomes (Buss, 2008). Thus, creativity is more a result of 
―coincidence‖, than of ―order‖, which has implications for how creativity is 
managed in contemporary society. Not least considering the connections made 
between creativity, innovation and entrepreneurship.  
 Taking Buber‘s view on creativity as a point of departure we propose that a 
post-industrial society should reconsider the view of creativity as something that 
is possessed by a person. With a Buberian understanding of creativity we aim to 
suggest in this chapter, a new agenda for research on creativity and for 
stimulating creativity in unexpected ways in industrial renewal processes.  
  
What Is Creativity? 
 
Research on creativity, as traditionally described, originates from psychology 
based studies on intelligence, backed primarily by the American military. 
Poincaré‘s descriptions of how he reached the solution of a difficult problem are 
regarded as a major contributor to raising the scientific interest in creativity 
(Ghiselin, 1952). In one of the two streams in the research effort on creativity, 
creativity is viewed as something that goes on inside the human being (e.g. 
Wallas, 1926; Guilford, 1950; Gardner, 1993), and that can be extricated 
through specific methods (e.g. Osborn, 1957; Prince, 1970; Stein, 1974; Parnes, 
1976b; De Bono, 1993). In this stream, regardless of how creativity is 
stimulated, the creative individual is expected to generate the unexpected and 
useful through his or her genius thought ability. This view aroused the interest in 
the study of creativity. 
 Several branches have evolved from this research stream. The understanding 
of creative processes expanded gradually through studies on human behaviour 
and social context. In this stream social factors such as environmental 
characteristics while growing up and the individuals‘ interactions with these 
circumstances became a central interest. Gardner‘s studies on distinguished 
scientists and artists in Vienna at the beginning of the 20th century are an 
example of this work (Gardner, 1994). Several theories and models of creativity 
build on the notion that implies that ideas by nature are born and grow into a 
single individual‘s cognitive processes, through neurones and neural networks 
(Boden, 1994).  
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 Amabile (1983) investigated impacts of social factors on creative 
performance. She illuminates how environment could stimulate the creative 
individuals‘ motivation to perform creative actions. Recently this perspective 
has broadened to include different types of environments (Sahlin, 2001), 
organisations (Ford & Gioia, 1995), and regions (Florida, 2002). Although 
several researchers maintain that socially based creativity contributes to our 
understanding of creativity, their assumptions and research results have often 
been criticized for hiding a traditional individualistic perspective (Glăveanu, 
2010). In this vein, the new and innovative – the products – in these creative 
processes are often given human form, while human beings are reduced to 
―tools‖ and thus become objectified (Bucciarelli, 2002).  
 In this chapter we move beyond these directions in creativity literature, i.e. 
creativity inside the man versus creativity as an environmentally based 
phenomenon. We strive to develop an understanding of creativity from a 
relational perspective, and of how it can contribute to research as well as in 
practice. In a sense a relational perspective ties the spatial together with what is 
happening inside the individual. As a starting point we take a social 
constructionist stance in order to understand the relational, which implies that 
we view neither humans nor society as observable ―facts‖ but rather as social 
constructions that are continuously producing, reproducing and changing 
through social interaction (e.g. Follett 1918; Berger & Luckmann, 1966; Burr, 
1995; Gergen, 1999). This starting point has some important implications, 
making possible the critical reflection of the relationship between human beings 
and objects in creative processes. 

Hence, mainstream literature on creativity should be criticized for at least 
two reasons. First, this type of literature tends to simplify complex phenomena 
by placing the origin of creativity inside individuals. Second, we argue that this 
kind of thinking on creative processes tends to encourage anthropomorphizing 
objects, which enhances our ability to relate to objects as if they were humans. 
On the other hand, people are reduced to ―tools‖, which obstructs our ability to 
relate to them as human beings. Instead they tend to become objectified. This we 
argue, inhibits human creativity. Despite this confusion of people and objects 
regarding what might stimulate creativity, we believe this tendency has 
problematic consequences. We would like to emphasize this mixing of objects 
and people, and more specifically, the view of human beings conveyed by this 
mixing. 
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Creativity in a Social Dimension 
 
Notions about the thinking collective, and notions that depart from the 
individuals‘ cognitive ability, or intra-psychological models of explanation have 
existed in parallel in different domains (Guignon, 2004). In both perspectives, 
their epistemological assumption intermittently emphasizes the one at the 
expense of the other. There seems to be a disinclination to ascribe to a collective 
such an intimate part of human personality as the very thinking. Coincidentally 
it is obvious that a domain of knowledge stretches beyond the single individuals‘ 
thinking and that it is a necessity to engage in social interaction in order to reach 
new insights. All thoughts wander through the fellowship and get ground down, 
reshaped, reinforced or diminished, simultaneously influencing other 
knowledge, concept formation, notions and ways of thinking (Fleck, 1935). If 
thoughts wander from individual to individual in this way, no single individual 
could claim copyright to a specific thought or idea, a notion which contrasts 
with the mainstream literature on creativity.  
 Even though it is recently contested, researchers still seem to start out from 
the idea that it is individuals‘ thinking that leads to new ideas. The historical 
connection between intelligence and creativity might also have contributed to 
this tilt toward the intelligent hero with his (and it is most often his) unique 
thinking power being able to generate ideas like no one else. Still, there is little 
evidence indicating that this should be the case when it comes to prerequisites 
for origination of creative ideas.    
 According to Fleck (1935), narratives and theory formation on creativity and 
the origin of ideas and development should emphasize the inter-subjective 
nature of ideas. Ideas are thus seen as the result of social interaction and their 
creative potential is dependent on the quality of interplay and social timing. 
Arguably, social interaction can stimulate creative development and the 
realization of sustainable ideas (Olsson, 2008, p. 70).  
 
Creativity According to Buber 
 
The relational perspective can be described in terms of dialogue. Language is 
not a mirror reflecting the world, but a ―tool‖ that shapes reality and social 
interaction. As Austin (1975) claimed, we do things with words. Dialogue 
should therefore be seen as a powerful tool (cf. Freire, 1970). Buber (1992) 
views dialogue as essential in creative processes, in that it allows the creation of 
relational spaces in which our creative capacities arise and grow. This concerns 
how every person relates to another, as individuals turn towards each other in 
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dialogue in order to understand what is going on, with themselves as well as 
around them. Buber refers to this type of interaction as dialogical life. It is about 
paying attention, listening and ―reading‖ the dialogic partner. In the book ―You 
and I‖ Buber (1923/1994) expresses his view on relation and dialogue as 
follows: 
 

From the beginning is the relationship, a priori; as the human category, the oncoming 
spiritual original form, the innate You. The perceived relationship means the realization of 
the innate You in the meeting. Thus, this You perceived as a counterparty and a distinctive 
character, is in itself rooted in the relationship. The connect operation is a state of seeking 
reciprocity and creativity determined by this contact service, a "conversation" occurs. 
(Buber, 1923/1994: 39) [Authors translation.] 

 
Buber‘s dialogue and relational perspective thus focuses on what is occurring, 
and the idea that it arises and grows in between people during social interaction. 
Buber speaks about true dialogue, in comparison to technical dialogue which is 
seen as a deceptive form of dialogue which may look like dialogue from the 
outside, but as it progresses shows itself to be monologic. True dialogue is about 
participation and inter-dependency and inviting each other into a conversation. 
To invite another person to participate in the dialogue one needs to ―mean the 
other‖, meaning that in one‘s responses and posture one needs to make the other 
person present in a way that entails real involvement. True dialogue thus grows 
when the people move to an ―in between zone‖ and thus allow themselves to be 
―found by each other‖. In other words, it is when we ―take off our masks‖ and 
stop pretending to be someone we think that the other person wants to meet, that 
we can be ―found by each other‖. This approach allows the possibility that the 
other person‘s essence says something to me, remembering that everything she 
does means something. In the sum of a person‘s actions, as Buber says.  
 Creativity thus always lurks in human conduct and interaction. Starting out 
from Buber it is the relational quality that is important for the creativity that may 
arise and grow, and not the number of connections as is often discussed in the 
network literature.    
 Buber formulated these thoughts seventy years ago, but they are in no way 
out of date. We have not grown out of them, rather we have been forced to 
forget them due to the hectic tempo of everyday life. Our interaction with 
technology may have affected our ability to step into a true dialogue (e.g. 
Orlikowski, 2009). Moreover, social errands increase both in number and in 
power which means that the sociological dependence among people grows, 
making all types of networks important parts of everyday life (Castells, 1996). 
Buber emphasized that we always need to keep the desire to create, and to 
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minimize our tendency to objectify people and humanize objects, crucial pitfalls 
in both the technology and network logics that imbue everyday life.  
 There is a parallel between Buber‘s descriptions of our relationships with 
objects and some of the literature on creativity (Bucciarelli, 2002; Gedenryd, 
1998; Hagberg, 1995). This line of reasoning could be called ―the animation of 
things versus the objectification of man‖. Researchers on creativity should 
consider this mixing of humans and objects as concerns when studying creative 
processes. What is recently known is that actors tend to imagine and relate to 
their ideas as if they were a physical reality, while objectifying other individuals 
and their ideas, which leads to non-dialogic situations (Olsson, 2008). In this 
process the individual gives the object autonomy in order to be able to establish 
a relation to it. Through this relation he or she imprints his or her own thoughts 
onto it (Ibid.). For example, the designer‘s relation to the object‘s property and 
function becomes gradually more distinct through the designer‘s dialogue. The 
object is made autonomous, which appears necessary in order to interact with 
the created object, the artefact.  
 As Buber says, human beings have a bad habit of wanting to ―finish‖ every 
situation in a short time instead of being focused on dialogue, finding and 
allowing themselves to be found and allowing creativity to arise and grow. The 
dialogic way of relating that Buber describes is however not a privilege, or a 
luxury given by those who can afford it and by those with a huge amount of 
time. On the contrary, he stresses that dialogue is for everyone, without 
exception. It is needed in the factory, in the office, at building sites and in stores. 
This concerns everybody in all kinds of social situations without exception 
(Buber, 1932/1993, p. 110). Creativity can therefore be part of everyday life in 
all of these situations.  
 Despite the common occurrence of group work in our quest for creativity and 
successful ideas, the relational tends to be suppressed in aid of the collective 
(Buber, 1954/2004). This is paradoxical. The development of the social 
interaction in groups is often described in terms of phases. According to Buber 
social interaction with dialogic quality has nothing to do with different phases. 
He makes clear that the division of quality of social interaction is built on a 
technical notion of social interaction. Rather, group members have to develop 
their ability to maintain an attitude of ―turn-to-each-other‖, thereby confirming 
the fellowship. As Buber cautiously put it, ―fellowship reigns where fellowship 
happens‖ (Buber, 1932/1993, p. 94).  As we understand Buber, it is the quality 
of dialogue that is at stake. Dialogue can never be brought about simply by 
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ensuring that a certain number of people are part of a process. Dialogue can be 
part of each and every occurrence of social interaction, but can also fail.  
 Developing the idea of the quality a stage further, we turn to Fleck‘s (1935) 
discussion on thought figure and thought style. In a stimulating conversation a 
state is created were each interactant shares thoughts that she or he would not be 
capable of generating in another situation. A specific mood appears that no 
single interactant could otherwise reach but almost always returns when the 
same individuals meet again. If this specific mood is allowed to go on a thought 
figure will emerge that does not belong to any interactant alone but is 
nevertheless meaningful. The meaning is in the fellowship that the interactants 
constitute. This thought figure could not have been planned in advance by any of 
the interactants. It is the fellowship that completes the discovery or fulfils the 
idea. The idea arises and grows not inside the two, but in the area in between the 
two.  
 
A New Creativity Agenda 
 
Industrial work life in the Taylorist paradigm tends to foster subordinates who 
respond mechanically to the machine. By contrast, modern day work life 
requests and emphasizes creative abilities of human beings in all kinds of 
settings. Because of this expectation we believe that the presentation of 
creativity in traditional literature and preconceptions must be rewritten as well 
as retold. In this chapter we have strived to contribute to shaping a new 
conception of creativity. We argue that traditional thinking on creative processes 
tends to inhibit the creativity of human beings rather stimulate it.  
 In order to develop our conception of creativity we initiated a dialogue with 
Martin Buber. The aim was to suggest a new agenda for research on creativity 
and to stimulate creativity in unexpected ways in industrial renewal processes. 
This led to a relational perspective on creativity. A social constructivist view 
stipulates that humans are continuously producing, reproducing and changing 
through social interaction. From this standpoint we argue that ideas should be 
seen as the result of social interaction, and that its creative potential is dependent 
on the quality of interplay and social timing. Thus interactants have to turn 
towards each other in dialogue in order to understand what is going on and to 
create. True dialogue grows when the interactants allow themselves to be ―found 
by each other‖ remembering that everything they do means something. 
Adoption of this quality of the dialogic interaction is crucial as it is the 
fellowship that completes the discovery or fulfils the creative idea.  
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 To conclude our reasoning on developing knowledge of creativity from a 
relational perspective, we take up our dialogue with Buber. To create knowledge 
in a Buberian perspective means to overcome hegemonic subjective standpoints 
and to refrain from all the ―it-world‘s‖ secure and comfortable order. Arguably, 
this ‗giving up‘ makes up a necessary condition for all true knowledge 
development because to create knowledge means to shape a new order that 
breaks with the order that has previously been accepted as true. It is in the chaos 
of ―giving up order‖ that new patterns can be discerned. Abscense of preplanned 
working tasks is thus the inevitable opportunity for human conduct to put things 
together in a creative manner. This putting together gives us new knowledge 
over and over again, as does confrontation and continuous dialogue. Hence the 
moments of I and thou do not directly lead to knowledge. They shall not even be 
seen as knowledge, but as sources of the creativity that transcend established 
patterns and form new shapes. Our hope is that this text will inspire a continuous 
and necessary dialogue on creativity – perhaps the most mythical albeit 
ubiquitous form of human conduct.  
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PART VI 
 

INDUSTRIAL RENEWAL IN THE 
ENERGY SECTOR 

 
 
 

Erik Dahlquist 
 
 
 
Green companies mean different things to different people. Sometimes we mean 
companies that produce green products. At other times we mean that the 
companies have a green production system, meaning closed loops with low 
emissions of greenhouse gases, and different types of pollutants like freon gas or 
heavy metals, etc. In the first paper in this chapter Bozena Guziana discusses 
these aspects for a number of companies as well as for the environmental 
technology sector generally in Sweden. By investigating how the companies 
present themselves on their websites you can gain an understanding of how they 
wish to profile themselves. By complementing these investigations with some 
questions the picture can be solidified or modified. This has been the method 
chosen for the investigation of the image the companies want to project. Of 
course it is not easy to see directly how well the companies live up to this image, 
but that is a different question, and beyond the aims of this investigation. 
 Another aspect of green production and green industries is entrepreneurship 
within the sector dealing with green products. Here we have different forces 
driving entrepreneurs to work within the cleantech segment. Some do it because 
they are really environmentally engaged, while others do it because it is 
‗trendy‘. Erik Lindhult begins with an overview of activities related to building 
of new sustainable cities and the general energy situation in Sweden. Thereafter 
different types of entrepreneurs and entrepreneurship are presented together with 
an overview of support mechanisms for innovators to get their ideas off the 
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ground, e.g. incubators. Policy perspectives around what sustainability is and the 
conditions for cleantech companies from this perspective are also discussed. 
 A third perspective is a very concrete example of the balancing act between 
being green and promoting an activity that can be seen as non-green. This is the 
case for the airport in Eskilstuna. Some people claim that the airport is not 
needed as we have Arlanda and Skavsta in Stockholm, and Västerås and 
Nyköping not too far away, and that it would be better to focus activities on 
these. On the other hand transport to these other airports also consumes energy. 
The third paper in this section investigates and discusses on the conditions for 
air freight. What will the environmental impact of this airport be compared to 
other alternatives? What will the cost issues be? What other commercial aspects 
have to be considered, including legal and permit aspects? These aspects are 
discussed and analysed to provide an insight into a concrete case where the 
outcome is the environmental soundness or otherwise of the airport project. 
 The fourth paper provides an overview of the developments in the energy 
business over the last 120 years. It addresses how different societal, technical 
and political factors have influenced the appearance of new technologies, and 
why they have come to the market on a large scale. 
 From these examples we can see that ‗green companies‘ can have many 
dimensions, and that it is not always easy to give exact answers. Even if a 
company has good intentions, they may not be enough. On the other hand 
supposedly less environmentally friendly activities may in fact have a positive 
outcome compared to the alternatives. There are no simple solutions! 
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Chapter 27 

 
 

One Hundred and Twenty Years of the 
Energy Business in Sweden and 

Worldwide 
 
 

Erik Dahlquist 
 
 
 
In the late 1800s coal and wood were the main energy resources. Around 1900 
vehicles became popular and both electricity and gasoline were used as ‗fuel‘. 
There were nearly as many electric vehicles as those with internal combustion 
engines. Not until Henry Ford launched the Model T Ford and introduced series 
production did prices drop and internal combustion engine vehicles become 
dominant. By 1920 there were almost no electric vehicles left. During the 
Second World War there was a shortage of fossil fuels in Sweden and Asea 
produced 120 electric lorries. Also many cars were converted to run on ethanol 
in Sweden during the 1940th . After the war oil regained its leading position. 

Coal was the dominant fuel for heating in the late 1800s. Electricity entered 
the market as an alternative at the beginning of last century. The whole thing 
started in Stockholm in the late 1880s. Hydro power was dominant, and at the 
beginning of the 1900s Älvkarleby Hydropower was built, followed by a second 
major plant in Trollhättan. These two plants formed the basis of the Swedish 
energy business. To balance the demand a large thermal power plant was built in 
Västerås and brought into operation in 1916. After that both central electric 
power and later on district heating expanded rapidly. Gas first arrived in cities 
such as Stockholm and Västerås, but during the 1950s district heating from 
combined heat and power plants (CHP) became important and in the mid 1970s 
Västerås and several other cities had district heating as the major heating source. 

At the beginning of last century we still had a situation with high customs 
barriers and national cartels. There were few possibilities for Asea to sell 
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electrical equipment to Germany. In 1905 a cartel was formed with the Swedish 
suppliers. The electricity companies also succeeded in getting the government to 
increase the customs barriers to try to keep the big German companies out 
[Glete, 1983]. It was not until the middle of the century that the cartels were 
seen as something directly negative for society, whereas today it is actually 
illegal to form cartels! The reason for the change was probably due to the 
destruction of many industries during the war, meaning that all available 
capacity was needed to rebuild Europe. This led to a very strong increase in the 
production at e.g. Asea, who supplied a lot of equipment to markets such as 
Russia from the late 1940s to the 1950s. 

Sweden ran into difficulties with fossil fuel supplies during the First World 
War and started a big project to produce peat all year round. The project was 
closed after the war. The same difficulties returned during the Second World 
War, and Sweden developed technologies to utilise wood to make many 
different chemicals and even polymers. After the war oil became dominant and 
the wood chemistry development was put back on hold. 

During the 1950s nuclear power became the hottest technology. It was 
expected to save the world from energy deficiency. Asea started a large project 
in 1952. After 20 years it was time to start up the first reactor, Oscarshamn 1. 
The closer we came to this date, the more the new technology was questioned by 
people afraid of nuclear weapons, and those who saw a strong connection with 
nuclear power. At the beginning of the 70s the Center party started to seriously 
oppose nuclear power. Opposition grew as each nuclear power plant came into 
operation. After the incident in Harrisburg a referendum was held, asking the 
question ‗should Sweden keep nuclear power or not?‘ The result was a 
compromise to keep the nuclear reactors for the duration of their technical 
lifetime. 

There was a hitch when the politicians tried to change the result of the 
referendum and claimed that it should refer to the economic life time, and not 
the technical life time. It was therefore decided that nuclear power in Sweden 
should be abandoned after 25 years. This would be like buying a car, paying it 
off within three years, and scrapping it as soon as it has been paid off! It is 
obvious that this was not very smart, but this was being driven by the politicians 
– or at least some of them. 

The result was that we could load the reactors that were not yet loaded as 
long as the problem of the spent nuclear fuel was dealt with. In 1977 the KBS 
project was ready and presented a solution. After the fuel had been cooled for 50 
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years under water, the fuel could be sealed in Al2O3 using high pressure 
technology developed by Asea. The ceramic batch would then be placed inside a 
copper casing and the package stored in Bentonite deep in rock. The solution 
was tested and evaluated at Asea labs, where I participated in the tests as a 
young researcher. 

This was sufficient to convince the politicians that the solution was good 
enough, and the Forsmark 3, Ringhals 3, Ringhals 4 and Oskarshamn 3 reactors 
were loaded. We then had an electricity surplus, and Vattenfall, the Swedish 
Power board, started promoting electricity for heating buildings. They 
guaranteed 85 % of the cost for electric boilers compared to oil-fired boilers. 
This resulted in a very strong turn towards using electricity for heating. Direct 
heating totals approximately 20 TWh/year in Sweden today, but another 20 
TWh/y could probably be added as indirect heating from appliances used in 
buildings. Computers, TV, lamps etc consume electrical power, and excess 
energy is released as heat. Sweden therefore makes very different use of 
electricity compared to most other countries in the world! 

The result was still very positive from the perspective of replacing oil. Oil 
use fell drastically from 1976 to 1985 as a result of the above changes. This can 
be seen in the Figures 1 and 2. The figures are from the SCB Annual balances 
2009 and Swedish Energy Agency – Energiindikatorer 2010. 
 The figures are a bit cryptic as district heating and electricity can be 
produced from different sources. In reality 130 TWh and 123 TWh of biomass 
was used in 2009 in 2008 respectively compared to 43 TWh in 1970. The heat 
from nuclear power is not reused in any way, and thus it is a bit strange that the 
figure includes this. Electricity production from nuclear power is around 65-70 
TWh/y. We used 194 TWh/y from oil products in 2008, from which 100 TWh 
was for transportation. In 1970 the figure was 350 TWh, a reduction of 156 
TWh/y in use of oil products! 
 Following the referendum in 1980 a decision was made to turn more to 
renewable energy. One area that was seen as very interesting was CHP, which 
combined heat and power production with district heating. Nevertheless, no 
more plants were erected during the 1980s. The reason for this was that no 
positive incentives were introduced to promote renewables. Instead the 
politicians saw a great chance to stimulate the economy after the 35 % 
devaluation of the Swedish Krona within a few years that neither the 
Conservatives nor the Social Democrats wanted to disrupt. As a result, instead 



398 
 

of an increase in the price of coal and oil we saw a decrease, so there was no 
chance for bio-energy or peat to compete efficiently! 
 

 
Figure 1. Total energy supply by different energy forms 1960-2009 in Sweden 
Note: World Development Indicators & Global Development Finance. The World Bank, 28 July, 2011 
 
Not until an agreement on energy politics was signed in 1992 were there strong 
incentives for the transition to renewables. A fossil fuel carbon tax was 
introduced, adding a cost of around 0.16 SEK/kWh for coal, and roughly half of 
that for natural gas containing half of the heating value of the coal. This 
economic incentive really changed the market conditions. Bio-energy use 
increased from 55 TWh/y in 1970 to more than 130 TWh/y in 2010! In 1970 
almost all the biomass was used in the pulp and paper industry, and the amount 
used in the industry remains the same in 2010. The increase in this time is 
mainly due to use in heat and power plants. A smaller proportion is also used in 
process industries to replace oil and gas. 
 In parallel with these major processes we also started to talk about 
alternatives. By around 1980 the Danish wind power industry had started to take 
off. Asea was part owner of Vestas, but sold their shares to the other two main 
owners at the beginning of the decade. On the other hand Asea wanted to deliver 
electrical equipment to the wind power industry. This caused some problems 
between those within the Swedish establishment who were promoting nuclear 
power and those promoting the alternatives. Those who had been building the 
nuclear power plants did not like to see competition. On the other hand – those 
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who built hydro power were an older generation which the nuclear power 
generation felt bad about. There was no reason to build more hydro power, so 
the environmental problems with hydro power were emphasised. The aesthetic 
aspects of hydro power were up against the benefits of renewable energy.  
 

 
Figure 2. Final energy use per capita in Sweden 1980-2009  
Note: World Development Indicators & Global Development Finance. The World Bank, 28 July, 2011 

 
Wind and solar power were thus very strongly opposed by influential players in 
the energy establishment. 

Wind power was so expensive that it could never become economical. For 
solar power the stands for the cells were too expensive to ever become 
interesting, even if the actual cells were available for free. Much of this 
argument was a reaction to competing technologies more than an actual negative 
of the new technology. However it still kept the R&D focus away from wind 
and solar power for almost a generation in Sweden, while the Danes made big 
efforts with wind power and really built a big world-wide business. Nevertheless 
ABB now delivers equipment to wind power infrastructure in the range of 
several billion € annually. There was also opposition towards using biomass, but 
in this case farmers and forest owner‘s organisations were so strong that the 
opposition was overcome. Solar and wind power on the other hand did not 
benefit from these strong promoters or advocates. It was therefore not until the 
2000s that we saw a strong drive for wind power in Sweden. Right now there are 
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projects in the pipeline that could produce some 100 TWh/y if they all go 
through. The Swedish Energy Agency plans to have 30 TWh/y wind power by 
2030, and 15,000 MW installed capacity. 

It is fascinating to see how different interests take turns to dominate the 
scene. Right now there is a trend towards electrical vehicles. Eight years ago the 
push was for bio-ethanol, which was promoted strongly by Ford and Sekab, a 
major producer of ethanol. Predictably the opposition started their actions to 
discredit ethanol. A number of advocates were claiming that ethanol gives no 
advantages compared to fossil fuels. The arguments have not been very 
convincing as they hang on producers using processes giving profit for the 
ethanol producers but with no restriction on how it was produced. At the time, 
President Bush guaranteed a certain price per litre of ethanol produced, but there 
were no requirements governing fossil fuel input. Therefore it was cheapest to 
use coal for evaporation and a lot of oil was used in the processing. Thus the 
ratio between the heating value of the ethanol in relation to the heating value 
from fossil fuels put in was sometimes even below 1.0. Brazilian or Swedish is 
in a very different situation. Here the ratio is in the range 3-5, meaning that 
much more fuel heating value is extracted than is used up during production. 
Brazilian ethanol producers suffer from rumours that are spread that say that rain 
forests are cut down to make space for sugar cane. This is not true, as the sugar 
cane is grown areas away from the rain forests. 

With these examples I want to show that energy is highly political, and there 
are very few facts in the mass media relative to wishful thinking on the subject. 
Different actors have different agendas and spread information that fits their 
own purposes, and they often try to kill the alternatives. Economic and 
environmental arguments are used where the conditions for the calculations are 
very often selected to fit specific agendas. I once listened to the vice president 
for EPRI, Electric Power Research Institute, in New York. He was presenting 
costs for different electrical power resources. He then showed figures for 10-15 
years old nuclear power plants and compared them to new CHP and wind power 
plants. As the cost for production of these technologies increased strongly 
during this time period, the price per kWh was half for the old nuclear power 
plants compared to a new one. The reason for this was obviously to show how 
good nuclear power was in relation to other technologies, and he just hoped that 
mass media would pass the information on without critical analysis.  

Another very interesting example was when Professor Bo Södersten made a 
presentation at ABB Energy Days in Västerås around 1989-90. He was talking 
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about the cost to close the nuclear reactors. He wanted to give an example so he 
started to do some calculations during his speech. He then succeeded in getting 
20 billion SEK to become 100 billion SEK. Two times ten is 100 he said, or 
words to that effect. Most of the audience probably noticed this miscalculation 
but those who wanted to keep nuclear power only noticed the 100 billion figure, 
and so did Aktuellt, news program in the biggest TV channel. They had it as the 
main news item of the day! In this case it was just a simple mistake in calcula-
tion with no intention to misdirect the audience, but many years later it was still 
being quoted as a fact in debates, referring to Professor Södersten‘s calculations! 

This example of a simple mistake and the two examples of very systematic 
misleading information show that it is very difficult to evaluate technologies in 
an objective way. Everything is related to the situation. In 1983 Asea celebrated 
its 100th anniversary. I was given the task of preparing an installation at an 
exhibition showing the cost per kWh for different types of electricity production. 
I asked a number of different people like Vattenfall, Mälarenergi but also the 
different entities within Asea. The most interesting fact then was that when 
asked about the cost for CHP Vattenfall and Mälarenergi both said around 18 
öre/kWh, but Asea Stal said 14 öre/kWh and Asea Atom said 25 öre/kWh. How 
could there be such a big difference? 

The fact was that at the time Asea Atom was promoting district heating using 
Secure, a small nuclear reactor, and it could never compete with a low CHP 
price. For Asea Stal the situation was very different. They had a big market for 
steam turbines to CHP plants, and thus overestimated the benefits from the co-
production of heat and power. For hydro power the cost then was 2-3 öre/kWh 
for existing plants while our own estimate was that wind power could probably 
come down to some 35 öre/kWh in the future, while the cost in 1983 was 70 
öre/kWh. 

There were almost no taxes on energy in 1983, so the cost of production was 
pretty much the same as the price, after some small add-ons. Today we have a 
fossil fuel tax of 16 öre/kWh for coal, but everyone also has to pay for a green 
electricity certificate - a little less than 3 öre/kWh. VAT is added on top of this 
cost. All together this means that roughly 70% of what the private customer pays 
is tax. During the winter of 2010-2011 the electricity price was around 180 
öre/kWh for a private person, including distribution fees (approximately 60 öre 
of the total price). The production cost is in the same range as it was in 1983 for 
many of the old plants like nuclear and hydro power, which are the dominant 
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production forms – approximately 90 % of the total electricity production in 
Sweden. The cost of production is therefore negligible in comparison to the rest! 

Green certificates were introduced around 10 years ago. These significantly 
reduce costs for the power producers when introducing renewable energy. They 
led to the building of many new biomass fired plants all over Sweden. 
Unfortunately the benefits for most of these expire in 2012-2014, and therefore 
the cost of electricity production will rise significantly. At the same time we 
have had the beginnings of a biomass shortage and thus the price has increased 
dramatically over the last five years. This has led to strongly changing 
conditions for the power suppliers, and organic waste is now in great demand as 
a fuel. 

It also has led to a situation where wind power has become profitable and 
many new parks of wind power plants are being projected to open all over 
Sweden, in many other EU countries, as well as in China and India. As the 
interest rate is low the capital cost is not as great a factor as it was 1983, when 
interest rates were typically 10% compared to today‘s 2%. On the other hand, 
political actions are strong drivers of the conditions for the power producers and 
thus also the market for the power equipment suppliers. In Sweden, a new 
subsidy of 55 % of the installation cost of solar power has increased the interest 
in building PV cell plants over the last few years. In Germany there is even a 
guarantee of approximately 4 SEK/kWh for electricity supplied to the grid from 
solar power, and roughly 1 SEK/kWh for wind power. This gave a big boost to 
PV cell production Germany, and QCells in Munich now is one of the major 
suppliers of PV cell panels. There have also been gigantic wind power 
installations – some of 25,000 MW – in northern Germany in the 2000s. 
Political actions are extremely influential on the market for new technologies, 
which in turn drives the development of these technologies. Even so, those that 
take off are usually the ones that can reduce their costs sufficiently to be 
competitive in the long term. The big incentives described above have caused 
the price of PV cells to drop dramatically in the last five years, and wind power 
was calculated to be cheaper than new nuclear power or CHP for 100 kW plants 
according to Swedish Energy two years ago. The scene has changed 
dramatically! 

You may have noticed that I have not mentioned fuel cells yet. The reason is 
that this technology has had a very difficult route. The technical development 
started during the 50s, when alkaline fuel cells were the most important. The 
idea was to use hydrogen as the single fuel. Asea made huge advances in the 
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technology and in the late 60s a 400 kW plant was operated continuously for 
more than a year. The technology was developed primarily for submarines. With 
ammoniac as the fuel nothing was emitted from the submarine during a three 
week period underwater. The ammoniac was cracked to hydrogen and nitrogen. 
Hydrogen was reacted with oxygen and formed water in the cell pack. A pilot 
plant employed 70 people to manufacture fuel cells in Västerås until 1969. This 
was during the cold war between East and West. Then, in 1969 the Swedish 
navy decided that there was no need to remain underwater for three weeks. It 
was sufficient to be underwater only 6 hours. This killed the alkaline fuel cell 
market, and the project was closed. The other driving force was the very high 
efficiency of fuel cells, up to 70%. At the beginning of the 50s gas turbines had 
an efficiency of less than 20%, and thus the fuel cell had a great potential. 

Today there are combined cycles with a gas turbine plus a steam turbine 
operating with natural gas at an electric power efficiency of 61 %! Still we talk 
about the potential of 70% for the fuel cells. Instead of alkaline fuel cells 
development is now focused on MCFC (molten carbonate fuel cells), SOFC 
(solid oxide fuel cells) and PEM (Polymeric Membrane Fuel) cells. The fuels 
that power the cells are mostly methane or coal, which are converted in the 
system. Still, the competition from wind power, solar power etc. is tough. The 
most probable application of these fuel cells will be to replace batteries in 
mobile phones, laptops and perhaps later on in cars. It is still much faster to fill 
up with fuel than it is to charge a battery! Still, it has been difficult to reduce the 
costs to commercially interesting levels, but whoever will live will see where we 
end up. 

 
International Perspective 
 
There is a very strong drive in Sweden to become fossil fuel free. There are two 
main reasons for this – we don‘t want to be dependent on imports of resources 
unavailable in Sweden, and climatic concerns.  

Looking at the rest of the world we can see that in the US the federal 
government has had concerns about over dependency on foreign suppliers, but 
the climatic perspectives have had very little attention. On the other hand some 
states like California have introduced their own emissions trading systems and 
have heavily promoted new energy resources. In Texas on the other hand the oil 
industry is very dominant, and coal is dominant in Pennsylvania, accordingly 
there the is marginal interest in replacing oil and coal in these states. 



404 
 

Figure 3 shows the global primary energy supply by fuel. The total energy 
use per year doubled over this period and coal, oil and gas are completely 
dominant on the global level. 

 

 
Figure 3. Global primary energy supply by fuel as percentage of the total  
Note: Alternatives here mean hydro, wind and solar power. 
Note: World Development Indicators & Global Development Finance. The World Bank, 28 July, 2011 
 
Figure 4 shows the development of electricity generation by fuel. Here the 
increase has been five-fold. The fastest increase has been in using fossil fuels, 
although hydro power and nuclear energy have a combined share of around 1/3 
of the total. 
 In China the government sees the environment as a big problem, both 
directly (air and water polution) as well as because of the climate effects (lack of 
water in Beijing and northern China is one effect). Even though they use 
domestic coal they see this as a major problem and want to promote the 
alternatives as much as possible. China is already becoming the largest wind 
power producer in the world, and will soon occupy the same position for solar 
power. Use of PV cells is increasing very rapidly in China right now. Electric 
vehicles are another growth area, and there are in principal no mopeds left with 
internal combustion engines. Instead there are 30 million electric mopeds and 
bikes in the country. From being an oil exporter China now imports oil, and the 
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government considers this a threat. Thus production of e.g. DME from coal after 
gasification is a hot area. DME can replace diesel fuels for heavy transportation. 
To mitigate the impact of coal there are a number of CCS (Carbon Capture and 
Storage) projects. By removing CO2 from the exhaust gas and pumping it into 
old oil wells or aquifers the negative impact can be greatly reduced. This will 
not be the long term solution, but will reduce the negative effects until new 
technologies have taken over from coal. Nuclear power is expanding in China, 
but is still seen as relatively marginal in relation to other technologies such as 
biomass and wind power. In India the situation is similar to that in China, but is 
several years behind in terms of development.  
 

 
Figure 4. Global electricity generation 1971-2008 
Note: World Development Indicators & Global Development Finance. The World Bank, 28 July, 2011 
 
There are different scenarios in the rest of Europe. In Spain the push has been 
for solar and wind power, even though coal has been very important. In Portugal 
for four winter months in 2009-2010, 101% of the electric power came from 
wind. The surplus electricity produced (above 100% of the demand) was 
exported to Spain. In Spain, Albengoa is developing and building large solar 
plants using concentrating mirrors and steam turbines to produce power on a 
large scale. This technology is now also being built in large projects in Algeria, 
Marocco, China and the USA. These are 30-300 MW plants! This is a very 

0

5E+12

1E+13

1,5E+13

2E+13

2,5E+13

1971197319751977197919811983198519871989199119931995199719992001200320052007

Electricity production (kWh) 



406 
 

different scale compared to what we usually see from PV cell systems. This 
technology is very suitable in clear sky countries like those mentioned, but not 
that good in northern countries with a lot of cloud cover. 

Along the coasts of Ireland, UK, Denmark and Norway there are also huge 
wind and wave power plants. These are expected to make significant 
contributions to power demand in these countries in the future. 
In France the drive is still for nuclear power, and the fourth generation of plants 
is being developed. The potential is to make use of not only U235 (0.7% of the 
uranium) but also U238 (the rest!). Still, developing the technology has been 
difficult, and it has decades to go before it is commercially available on a large 
scale.  

In Northern Europe, Sweden, Finland and Russia have large areas of forest 
and the rest of EU has a lot of agriculture. Biomass will be an important fuel in 
this region. The current trend is to increase the efficiency of utilisation of the 
biomass. The fibres can be used for paper or other products, the remainder can 
be used to produce biogas or combusted. After biogas production the residue can 
be recycled back to farmland or forest areas.  

There is therefore huge potential for new technological developments in this 
area. As mentioned previously, there will still be different alternatives best 
suited for different countries, which will provide opportunities for many 
different technologies to emerge. The speed of these developments will depend 
very much on incentives implemented by governments, and also on how smart 
the solutions the engineers can develop will be!  

It should also be mentioned here that the European electricity market has 
been opened up during the last five years. This means that electricity can be 
traded across national borders. The limiting factor is still power transmission, 
but this is continuously expanding. With the increase in varying production 
technologies like wind, it will be more important to have transmission capacities 
to fill up when there is a shortfall in local production. This will also develop the 
need for new business models to emerge, where an alternative to producing or 
transmitting more energy will be to get customers to reduce the load demand. 
This drives the popular ‗smart grid‘ concept. It also will drive the incentives to 
save energy in households, industries and offices, where there is plenty of waste 
today. 

On the subject of energy in Europe we also need to address natural gas. This 
emerged in the mid 70s when North Sea gas was first extracted. Natural gas 
replaced most of the coal use in the UK within a few years. Since then Holland, 
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Germany and Denmark have used natural gas extensively to replace coal and 
thereby reduce its environmental impact. As the gas resources in the North Sea 
are limited we have seen a huge increase in deliveries from Russia since the 
beginning of the 80s. Right now a huge pipe is being built from Russia to 
Germany along the bottom of the Baltic sea, to ensure a direct transmission line 
without having to pass through Ukraine, Poland and Belarus. Russia has actually 
increased their production of oil and gas and is now the number one producer in 
the world, ahead of Saudi Arabia. The good thing is that it has reduced the risk 
of armed conflicts, but the relatively cheap price of natural gas will probably 
slow down the transition to more long term sustainable energy resources. On the 
bright side, the natural gas pipeline system can also be used to distribute biogas 
produced from organic waste in special biogas plants, or synthetic gas produced 
from wood waste after high temperature gasification. These technologies now 
are increasing in popularity especially in Northern Europe, where there is a lot 
of organic waste. 

 
Conclusions 
 
From this discussion we can see that the energy system has evolved dramatically 
over the last 100 years. The major fuels to this point have been fossil fuels, but 
as climate problems begin to be accepted as fact, the transition to non-fossil 
fuels is taking place. Strong incentives from governments are the most important 
drivers here. There is no one technology that will satisfy all the existing energy 
needs, but the trend is more towards a set of different technologies, that will 
each be suitable for different parts of the world. Wind and wave power will be 
used where it is windy, while solar power will be used where there is a lot of 
sun. Biomass will be used where biomass is plentiful. Hydro power will be used 
where there are storage volumes, etc. The different resources will also be 
interconnected in a huge grid, and thus there is a need to coordinate the rules and 
regulations in many countries.  
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Chapter 28 

 
 

Environmentally Driven Business: 
Swedish Environmental Technology 

Perspective 
 

Bozena Guziana 
 
 
 
Introduction 
 
From a company perspective, corporate social responsibility (CSR) has acquired 
growing importance, as it is considered a legitimizing activity for the 
organisation in the eyes of society (Deegan, 2002; Hooghiemstra, 2000). The 
European Commission defines CSR as: 
 

A concept whereby companies integrate social and environmental concerns into their 
business operations and their interaction with their stakeholders on a voluntary basis. 
(Europa, EC). 

 
The conception of corporate responsibility and of the responsibilities of 
companies has evolved over the last 50 years. In the last few years, the 
conception of corporate responsibility has come closer to the broader concept of 
sustainable development (Herrmann, 2004). Key areas of concern are 
environmental protection and the wellbeing of employees, the community and 
civil society in general.  
 Increasing awareness of the environmental impacts of industrial activity has 
led to the development of various standards that guide and try to integrate 
corporate environmental management systems. Corporate engagement with 
environmental issues has changed from being an activity which corporations 
considered to be forced upon them and controlled by society, through more 
proactive environmental work to being recognised as not only satisfying the 
requirements of the authorities but also providing strategic opportunities. 
‗Environmentally driven business development‘ is well established in the 
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Swedish context and can be regarded as a form of industrial renewal. The 
concept was launched in the mid 1990s by the Swedish Academy of Engineering 
Sciences (IVA, 1995) as a type of business development characterized by the 
integration of environmental issues into production and operations as well as 
into products and markets. The Swedish Agency for Economic and Regional 
Growth (Nutek, now called Tillväxtverket) conducted an environment-driven 
business development programme between 2001 and 2005 (Tillväxtverket, 
2010). According to Nutek, development of environmental companies and 
businesses occurs 
 

when companies have environmental issues as key drivers for their product and 
production development, and marketing, to achieve greater profitability. (Swentec AB, 
2004) 

 
The concept is often used in the field of environmental innovation and 
environmental technology. Environmental technology companies deliver 
solutions that contribute to improving the environmental performance of their 
customers. Products and services delivered by this sector have prominent 
environmental profiles. It is commonly understood that environmental 
technology is environmentally preferable to conventional alternatives.  
 There are two main reasons for investigating environmental work within the 
ET and cleantech sectors. Firstly, as these sectors are expanding quickly 
(OECD, 2010; Andreasson et al., 2008) their environmental impact is expected 
to grow accordingly. Secondly, when a company offers environmental products 
many consumers and other actors in society assume that the company itself is 
environmentally responsible, as its products reflect a concern about the 
environment. 
 
Greening of Industry  
 
Initiatives of companies that aim to reduce the environmental impacts of their 
activities, usually at levels beyond regulatory compliance, are researched under 
the umbrella of a broad range of concepts such as ‗environmental management‘, 
‗greening of industry‘, ‗ecological/environmental responsibility‘, ‗environment-
al stewardship‘, ‗industrial ecology‘, ‗sustainable production‘, ‗clean(er) 
production/technology‘, ‗corporate social responsibility‘, ‗eco/environmental 
innovations‘, ‗ecopreneurship‘ and ‗sustainability entrepreneurs‘. ‗Greenness‘ is 
the most generic term for being more environmentally friendly, whether in doing 
business, in attributes of products, or in lifestyles of individuals.  
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 Traditionally, ‗greening‘ of business means operating in a more 
environmentally friendly manner. Within the sustainability vocabulary, the term 
‗greening‘ is used as a type of shorthand for ‗moving towards ecological 
sustainability‘ (Walley & Taylor, 2002). What ‗greening businesses‘ means is 
not clear (Guziana, 2010). The lack of a common understanding of what green 
business really means leads to imprecise terms such as ‗genuine green‘ business 
(Shrivastava, 1995) or an ‘extremely green company‘ (Yakhou & Dorwailer, 
2004). The renewed discussion on ‗greenness‘ of businesses is apparent in the 
recently emerged literature on ecopreneurship. Schaltegger (2002, 48) suggested 
that real improvements can be made ‗only if production processes, products and 
services are environmentally superior.‘  
 Robert Isaak (1998) contributed to the development of theories of corporate 
greening with his theory on ‗green logic‘ and the distinction between ‘green‘ 
and ‘green-green‘ businesses. This distinction is based on when, in relation to 
the founding of a firm the greening takes place - after or concurrent with the 
founding. ‘Green‘ businesses are businesses that discover the cost, innovation 
and marketing advantages (if not the ethical arguments) of greening their 
existing enterprise. ‗Green-green‘ businesses are businesses that are 
environmentally friendly from conception and strive for a ‗social and ethical 
transformation of that particular business sector‘ (Isaak, 1998, 87).  
 Walley and Taylor (2002) presented a classification of green entrepreneurs 
based on the work of Isaak. However, their emphasis on business greening was 
based on the process and product orientation, and not on the timing of the 
greening as in the Isaak classification. According to this classification, there are 
two types ‗green businesses‘ - those founded on ‗green processes‘ and those 
with ‗green products‘. Because they believe that all types of green entrepreneurs 
‗contribute to the move towards a sustainable society‘ (Walley & Taylor, 2002, 
37), they take a broader approach to ‗green entrepreneurship‘. Furthermore, 
while Isaak suggests that ‗ecopreneurs‘ pursue social and ecological goals by 
means of profit-oriented organisation, Walley and Taylor (2002) turn this 
definition around, suggesting that ‗ecopreneurs‘ are those ‗green entrepreneurs‘ 
who pursue profit goals by means of ecological or socially oriented businesses. 
According to this definition a growing number of companies within the ETS 
industry could be classed as ‗ecopreneurs‘. Guziana (2010) proposes 
environmental aspects in production and products as bases for defining green 
and green-green business (Table 1). 
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 In this defining scheme companies that are ‗green-green‘ are companies with 
both production and product related environmental profiles - i.e. companies that 
both operate in an environmentally friendly manner and provide 
environmentally friendly products. ‗Green‘ companies have either production or 
product related environmental profiles. ‗Green-green‘ companies can be 
considered as ‗genuine green‘ businesses (Shrivastava, 1995), ‗extreme green‘ 
companies (Yakhou & Dorwailer, 2004), environmental leaders and ‗political 
economic organisations‘, and not just as neoclassical profit maximising firms 
(Söderbaum, 2008). 
 
Table 1.  Green and green-green business 

 Environmental profile of 
production 

Environmental profile of 
product 

Green business X  

Green business  X 

Green-green business X X 
 
Environmental Technology 
 
The ET sector arose from environmental protection expenditure by the private 
and public sectors to ensure compliance with environmental regulation or 
improve resource management (traditional ET). These days the focus lies on 
contributions to sustainable development, economic growth, job creation and 
innovation (EU, 2007; EU, 2009; OECD, 2010). 
 A variety of terms are used interchangeably with or related to ET to describe 
a sector which aims to provide technologies that are less environmentally 
damaging than existing technologies and/or to treat and prevent environmental 
damage. Examples of these terms are: ‗environmental industry‘ (EI), ‗eco-
industry‘, ‗environmental sector‘, ‗environmental goods and services sector‘ 
(EGS sector), ‗environmentally sound technologies‘ (EST), ‗green technology‘, 
environmentally preferable products (EPPs), ‗green companies‘, ‗green jobs‘, 
‗eco-innovation‘, ‗clean technology‘ and ‗low carbon technology‘.  
 The literature does not provide internationally agreed definitions or 
classifications of ET, EGS, or ‗cleantech‘, although definitions and 
classifications are in use. OECD and Eurostat (OECD, 1999) have provided 
definitions of environmental industries and lists of environmental goods. The 
EU adopted the 2004 European Environmental Technologies Action Plan 
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(ETAPS) which included a definition of environmental technology (EU, 2004) 
and APEC‘s conceptualisation and approaches to environmental goods were 
agreed through regional and bilateral Free Trade Agreements. The 
environmental technology sector is also defined and categorised at the national 
level. The European Commission defines environmental technology as: 
 

all technologies whose use is less environmentally harmful than relevant alternatives. 
They encompass technologies and processes to manage pollution (e.g. air pollution 
control, waste management), less polluting and less resource-intensive products and 
services and ways to manage resources more efficiently (e.g. water supply, energy-saving 
technologies). (EU, 2004). 

 
As exemplified in this definition, environmental technology is often defined in 
relation to other solutions and alternatives as offering a better option from the 
environmental point of view. Further issues related to definition of 
environmental technology are the distinction between ‗environmental 
technology‘ and ‗environmental goods and services‘, and the distinction 
between ‗traditional‘ environmental technology and ‗cleantech‘ (Guziana, 
2010). 
 Sweden has been proactive in a number of international political processes 
aimed at supporting development and export of environmental technology. 
Networks and initiatives exist at both the regional and national level. The 
Swedish Trade Council and the Swedish Environmental Technology Council 
(Swentec) are organisations that aim to support the Swedish environmental 
technology sector at the national level. Swentec not only provides information 
about the environmental technology and cleantech sector, promotes good 
examples and acts for increased collaboration in the area but also provides a 
broad network for environmental companies (more than 900 companies at the 
present time).  
 The companies listed on Swentec are divided into 20 segments or business 
areas. My research project has investigated five of these segments: Waste 
Management & Recycling (WM&R), Solar Energy Technology (SET), Wind 
Energy Technology (WET), Bioenergy Fuels (BF) and Environmental Training 
& Information (ET&I), a total of 331 companies.  
 Waste Management & Recycling presents a mature subsector. Solar Energy 
Technology, Wind Energy Technology and Bioenergy Fuels are examples of 
new technologies. Environmental Training & Information was chosen because it 
can indicate increased engagement in environmental issues and increased 
motivation to communicate this engagement. The companies are referred to 
according to their position in the Swentec list and the subsector. For example, 8 
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SET means the 8th company in the Solar Energy Technology list. It should be 
borne in mind that this study only considers information made available by the 
companies on their websites, and does not consider whether any of the stated 
policies are actually implemented. 
 
Environmental Information on Websites  
As shown in Table 2 nearly all of the companies have a website containing 
information about their products or at least contact information. However, only 
42% of all companies within the ET sector publish environment related 
information on their website: between 25% and 51% depending on the specific 
subsector. As the environmental information published by some of these 
companies is limited to environmental benefits of their products (6% of 
Bioenergy Fuel companies, 5% of Waste Management & Recycling companies 
and 4% of Solar Energy Technology companies), the proportion of companies 
that provide information about their environmental work (environmental 
policies, goals and certifications) is even lower, between 25% and 45% 
depending on the subsector and 37% overall. 
 The small proportion of companies with environmental information on their 
websites indicates that companies in the ET sector are underusing their websites 
for strengthening their product related advantages. Furthermore, the small 
proportion of environmental information displayed within the ET sector can 
indicate that companies are leveraging environmental opportunities for doing 
business, without showing environmental awareness about their own activities. 
It is possible that companies consider their contribution to improving the 
environment through their environmentally preferably products to be sufficient, 
but it is also possible that they are just ‗using the environmental angle‘ to 
increase business. It should be added here, that the low proportion of companies 
with environmental related information on their website may also be due to the 
large proportion of SMEs within the ET sector (Andreasson et al., 2008). 
According to results from many studies the extent of voluntary disclosures 
increased with corporate size (Tagesson et al., 2009).  
 Even Environmental Training & Information companies show a relatively 
low level of communicating engagement with their own environmental issues. 
The Waste Management & Recycling segment has the next highest rate. The 
new generation of ET segments shows even less of this information, with the 
Solar Energy Technology segment showing the least of all the companies 
surveyed. This may be explained by the differences in the maturity of the 
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segments. The Waste Management & Recycling segment, as the traditional ET, 
is the most mature, and companies in this sector are likely to have been 
operating for a longer time. These companies have probably had more time and 
opportunities to engage in their own environmental activities. Companies in 
Bioenergy Fuel have the highest rate, probably because of the relatively large 
environmental impacts and the intensity of the risk in this subsector.  ‗Industry‘ 
 together with size  is the most important variable for explaining the extent 
and content of social and environmental disclosures (Tagesson et al., 2009). 
Corporations in industries whose manufacturing processes negatively influence 
the environment disclose and report considerably more information than 
companies in other industries (Adams et al., 1998; OECD, 2004) and companies 
in the mining, oil and chemical industries emphasize information regarding the 
environment, health and safety (Clarke & Gibson-Sweet, 1999; Line et al., 
2002). 
 
Table 2. Environmental information about environmental work or limited to 

environmental benefits of products on website of companies within 
the ET sector (listed at Swentec) 

Subsector Number of       
companies 

Available 
  Website 

Environmental information on website          
 

Environmental 
work 

Only 
environmental 

benefits 
of products 

Total 

Bioenergy 
Fuel 

108   101   
(94%)      

45% 6% 51% 

Solar Energy 
Technology 

26     24   
(92%) 

21% 4% 25% 

Wind Energy 
Technology 

18    16   
(89%) 

31%  31% 

Environmental 
Training & 
Information  

43     39   
(91%) 

26% _ 26% 

Waste 
Management  
& Recycling 

156    149   
(96%) 

34% 5% 39% 

Total 331    307   
(93%) 

37 % 5% 42 % 
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The majority of companies have information on their websites in English and 
other languages. Several companies have a full version in English, while others 
provide only limited information in English. Few companies (fewer than 10% of 
the 200 companies within WM&R; SET; and WET sectors) have a Swedish-
only website. In fact there are several examples of Swedish companies with 
English-only website. This is in line with the export orientation of ET sector. 
Significantly, none of the companies within the clean technology subsectors 
(SET; WET) had a Swedish-only website. 
 
Motivation for Environmental Engagement 
 
Some companies explicitly express the environmental profile of the sector as a 
motivation for environmental engagement in their own operations, in order to 
show their ‗environmental responsibility‘ and ‗environmental leadership‘ as well 
as to provide ‗competitive advantage‘. 
 

A prerequisite for living up to our business concept … our products are important for the 
environmental work of other actors, this obliges us to consider our own environmental 
work (75 WM&R);  

 
Environmental aspects in all steps. We practice what we preach … the recycling principle 
permeates the whole of the company (39 WM&R);  

 
[X] develops, manufactures and sells products for environmental engineering applications 
and therefore it is a matter of course for us to maintain a high priority on our own 
environmental work (83 WM&R);  

 
It comes naturally for [X] to take an active interest in the long-term development of 
society. An important part of our social commitment is an active environmental program 
in order to contribute to a long-term sustainable society through our activities. Society, our 
employees and customers set requirements on an active environmental program (111 
WM&R); 

 
For keeping up with the competence and confidence we actively engage in our own 
environmental program (129 WM&R); 

 
Our environmental work is a significant factor in our success, providing a competitive 
advantage and a good reputation to customers and other stakeholders (16 WET). 

 
In contrast to this position, a few companies clearly state in their environmental 
policies and environmental management documents that they contribute to a 
better environment through costumers using their products. This is manifested in 
descriptions that include both ‗customers‘ and ‗own products‘, as in following 
examples:  
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The company‘s most considerable positive environmental impact is the effect our work 
can bring on the business activity of our customers (123 WM&R); 

 
Our most significant positive environmental impact is recycling of organic and mineral 
pulps (84 WM&R). 

 
Conclusions  
 
The confusion about the content of the environmental profile of companies 
within the environmental industry highlights the need for clarity concerning 
environmental aspects related to production processes and to products. 
Moreover, there are three main possible motivations for environmental 
technology companies to operate as ‗green-green‘ businesses, i.e. to 
manufacture their environmentally superior products in an environmentally 
friendly manner. These are: i) ‗competitive advantage‘: as competition in these 
sectors intensifies it is reasonable to assume that the environmental profile of the 
companies, both in terms of ‗green products‘ and ‗green production‘ will gain 
more and more importance; ii) ‗environmental responsibility‘: as these sectors 
are expanding quickly, their environmental impact is expected to grow 
accordingly; iii) ‗environmental leadership‘: providing companies‘ products 
with an environmental profile obliges the companies to engage with 
environmental aspects of their activities and production processes. Initiatives to 
encourage growth of the ET and cleantech sector should include environmental 
management issues in general, and focus on both the production process and 
products.  
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Chapter 29 

 
 

Sustainable Entrepreneurship as Driver in 
Cleantech Development Towards Industrial 

Eco-renewal 
 

Erik Lindhult 
 
 
 
Although industrial development has contributed significantly to economic 
growth in society, it has led to a side effect of environmental degradation. 
Industrial renewal in the sense of restoring the faded natural environment has 
been driven by popular movements, political debates, policy measures and 
corporate responsibility strategies for a long time. In recent years environmental 
problems have been increasingly recognized as significant business 
opportunities for industry. The increasingly urgent global challenge of 
transformation towards more sustainable societies has led to more optimism 
about the possibility of green growth – the combination of economic and 
sustainable development. Conceptually this challenges the ideas of limits to 
growth originated by the Club of Rome in the 1960s and propagated by eco-
modernization critics. 
 In order to reorient development towards green growth there is a need for 
forceful sustainable innovation and entrepreneurship. The emerging focus on 
cleantech in recent years can be seen as an expression of these assumptions. For 
the last five years cleantech has been promoted as the next big area to invest in 
after infotech and biotech (both of which may be important elements of 
cleantech). Environmental technology finally has not only sustainability 
potential but also market potential. Despite the fact that the investment rate has 
fallen over the last recession, money continues to pour into cleantech. Some 
observers have called the strong interest in renewable energy and environmental 
technology a ―green bubble‖. It is highly likely that some individual companies 
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will not perform as well as expected, and temporary trends may create situations 
where entire sectors are overpriced, but commentators in the field believe that 
the underlying reasons for investing in cleantech are strong and valid, and many 
sectors will continue to grow until environmental problems are solved or at least 
mitigated. Some analysts estimate the cleantech market will break the $2 trillion 
threshold by 2030. 
 Cleantech is clearly an expression of the technological optimism that has 
closely accompanied industrial development ever since the industrial revolution. 
The concept may be a fad, but it signals something that is about to become a 
fourth ecologically oriented industrial transformation wave of creative 
destruction (Hart & Miktein, 1999; Schumpeter, 1934). The purpose of this 
paper is to comment on the rapidly growing field of cleantech and link it to 
sustainable entrepreneurship. A point we will make is that from the perspective 
of industrial renewal and the drive for eco-transformation, sustainable 
entrepreneurship is considerably more complex than the commercialization of 
technology that cleantech tends to indicate. We take Swedish experience in the 
field as a point of departure, and go further into clarifying understanding of 
cleantech and the variety of entrepreneurial activity required to pursue the 
complex task of industrial eco-renewal. We will also touch on issues of 
incubating cleantech. 
 
A Glimpse of Swedish Cleantech 
 
How developed is the Swedish cleantech area? Is Sweden a cleantech nation? 
From an investigation of Swedish information sources (e.g. Swentec) it is clear 
that Sweden considers itself a leading country in this area, is ambitious to 
improve its position and take on a globally driving role. Here it may be possible 
to make a comparison with South Korea and its Global Green Growth initiative. 
However there are many countries that are heading for this position, so part of 
what is propagated is an aspect of national marketing for potential investors and 
customers around the world.  
 Which countries are the leaders in cleantech? In a recent evaluation (October, 
2009 by Cleantech Group) of leading cleantech countries Sweden was ranked in 
the top three together with Denmark and Germany. In their judgment, the 
country is  
 

fully embracing green technologies, with 43.3 percent of total energy consumption 
coming from renewable sources. The city of Malmö is a true example of cleantech living 
– with 39.9 percent of its energy consumption covered by renewable energy. Sweden 
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boasts two internationally renowned sustainable city projects, City of Tomorrow in 
Malmö and Hammarby Waterfront in Stockholm. Between 1990 and 2007 Sweden's GDP 
grew by 48 percent while greenhouse gas emissions decreased by 9 percent. Strong 
legislation has pushed the cleantech industry, fueled by some of the strongest 
environmental organizations in the world. The Society of Nature Conservation, WWF and 
Greenpeace have some 500,000 supporters/members in a country with a total population 
of 8.5 million. Add the backing of financial of such institutions as AP7 Pension Fund, 
Northzone Ventures, Sustainable Technologies Funds, and SEB Venture Capital, and one 
can easily see why Sweden is a true cleantech force on the world stage. (Cleantech Group, 
October 2009)  

 
In national terms Sweden has a high adoption level of environmental 
technologies. The Swedish approach covers not only technology and technical 
systems per se, but also involves taking a holistic and systemic approach to the 
whole supply chain for integrated system solutions which also covers recycling 
or management of waste products, in effect the whole life cycle. This is an 
important contributory factor for Sweden‘s success in decoupling the connection 
between economic growth and the production of greenhouse gases. Over the 
period 1999-2006 Swedish emissions remained below the 1990 level by an 
average of 4.5%. At the same time GDP grew by an average of 3% a year. 
Sweden‘s greenhouse gas emissions are among the lowest in the OECD 
countries on a per capita basis. This shows that it is possible to combine 
economic growth with an improved environment. 
 Thus more bio-energy gave lower gas emissions, as Figure 1 show. The bio-
energy tradition is several hundred years old in Sweden. Since the 1980s 
however, its use has increased rapidly from 60 to 115 TWh / year. This increase 
is linked to increased district heating, industrial investments and electricity 
production. Today bio-energy represents 28.6% of all energy used in Sweden 
(420 TWh / year) and continues to increase. Bio-energy is currently the main 
option for heating and is growing rapidly for electricity production. The basis 
for this is a holistic approach with economy, environment, climate change and 
employment as driving forces. 
 Sweden today is world-leading in many areas of the bio-energy field and 
Swedish companies and municipalities are currently operating worldwide. See 
Figure 2, Sweden's energy use and bio-energy share in 2007.  
 The process has been driven by unified political, environmental and 
economic forces based on a long-term perspective. Fossil-free energy is subject 
to no or low taxes, while fossil fuels have high and rising energy and carbon 
dioxide (CO2) taxes. The reform of the tax system began in the early 1990s. 
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Figure 1. GDP, greenhouse gas emissions and bio-energy use in Sweden 
 
 

 
 
Figure 2. Sweden's energy use and bio-energy share in 2007 
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General policy instruments provide the economic conditions for energy market 
players who choose profitable investments according to their own skills and 
predispositions. For instance: 
 

- General instruments such as CO2 taxation and NOx fees lead to effective 
development towards the desired goal if they are sufficiently persuasive. 

- Investment subsidies are used to demonstrate and test new technologies 
that currently show uncertain or inadequate profitability. 

- Specific contributions to individual sectors are used only in exceptional 
cases as they threaten to distort competition. 

- Instruments of control offer financial incentives and favour the 
development of environmentally friendly and more efficient technologies. 
Instruments can also be used as educational information, for lobbying, and 
counseling. 

 
A historical perspective on energy use in housing, services and industry shows 
that  
 

•  dependency on oil has significantly decreased. 
•  the increase of electricity use also includes an increased share of biofuels. 
•  the increase of district heating also includes an increased share of 

biofuels. 
 
Figure 3 also indicates that the development has been sustained over a long 
period of time. The increase in the use of bio-energy and reduction of climate 
emissions are based on the combined and multiple efforts of a broad range of 
driving agencies in society. Sustainable entrepreneurship requires that we 
broaden our view of the concept in line with recent developments in 
entrepreneurship research. It may be seen as a cleantech achievement, but this 
accomplishment depends on a range of other factors outside the technological 
field. 
 The evaluation also points to Hammarby Seafront (Hammarby Sjöstad) as a 
leading example. The new district of Hammarby Sjöstad in Stockholm has 
shown how an area can be built with a significantly lower environmental impact 
than is usually the case for new construction. The way in which this district was 
planned was unique, and this was the key to its success. When the district was 
being built, Stockholm city council encouraged the building contractors to find 
their own solutions within common frameworks in which recycling principles, 
low energy consumption and production of their own energy were all elements. 
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Figure 3. Fuel developments in Swedish district heating plants 
 
The result was an area with many parks and green areas. These were aimed at 
creating fast and attractive public transport, car pools and attractive cycle tracks. 
Renewable fuel was used wherever possible.  In order to reduce heating costs, 
investments were made in increasing energy efficiency and the reuse of heat 
from waste water. New technology was used to save water, treat waste and 
provide effective waste recycling systems in order to recycle as much material 
and energy as possible. 
 

- The environmental burden is 30-40 percent lower than a typical urban 
district from the 90s. 

- The use of cars is 14 percent lower than in comparable districts in 
Stockholm. 

- The use of water amounts to 150 liter per person per day, compared with a 
figure of 200 l in other parts of Stockholm. 

- Hammarby Sjöstad will produce half its own energy. 
 
Hammarby Sjöstad has aroused a great deal of international attention and is 
visited annually by more than 12,000 industry representatives and decision 
makers from all over the world. Hammarby Sjöstad has also functioned as a 
―shop window‖ and demonstration facility for Swedish environmental 
technology, and has been important in supporting the environmental sales of a 
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number of companies. The apparent impressiveness of Hammarby Sjöstad for 
some foreign delegations also depends on a multitude of initiatives, innovative 
and collaborative (and also of course competitive) efforts over a very long time 
period. It is not primarily a matter of new national strategy, but a long-term 
commitment to sustainability issues that is successively bearing fruit. 
 
Cleantech and Environmental Technology – In Search of a 
Clearer Conceptualizaton 
 
What is cleantech and how is it related to the field of environmental technology 
that has been around for a long time? An indication of its cultural basis in the 
venture capitalist world is the characterization of Patel (2006): 
 

Cleantech is a venture capital buzzword, making eyes sparkle the way ‗biotech‘ and 
‗infotech‘ once did. 

 
Burtis et al. (2004) also chose to use the term ―cleantech‖ the way private equity 
investors do, defining it as products and services that use technology to compete 
favourably on price and performance while reducing pollution, waste, and use of 
natural resources. It spans a number of industries. 
 Other commentators emphasize that clean is more than green. Clean 
technology, or cleantech should not be confused with the terms environmental 
technology or ―greentech‖ popularized in the 1970s and 80s. According to 
Cleantech Group (2011), cleantech is new technology and related business 
models offer competitive returns for investors and customers while providing 
solutions to global challenges: While greentech, or envirotech, has represented 
‗end-of-pipe‘ technology of the past (for instance, smokestack scrubbers) with 
limited opportunity for attractive returns, cleantech addresses the roots of 
ecological problems with new science, emphasizing natural approaches such as 
biomimicry and biology. Greentech has traditionally only represented small, 
regulatory-driven markets. Cleantech is driven by productivity-based 
purchasing, and therefore enjoys broader market economics, with greater 
financial upsides and sustainability. 
 Cleantech represents a diverse range of products, services, and processes, all 
intended to: 
 

- provide superior performance at lower costs, while 
- greatly reducing or eliminating negative ecological impact, at the same 

time as 
- improving the productive and responsible use of natural resources” (ibid) 
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At Swedish National Cleantech Incubators (SCTI), it is emphasized that to be 
relevant, the term cleantech must embody solutions that will bring us all the way 
to a sustainable society. The definition of cleantech is based on scientific 
principles. Cleantech is the technology which, according to the four scientific 
sustainability principles, is 
 

- proactive 
- sustainable in the long term 
- and addresses the problem area that distinguish our present society from a 

sustainable society  
 
Figures 4 and Table 1 summarize main features of cleantech in comparison with 
environmental technology. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 4. The relationship between cleantech and environmental technology 
 
This is a rather black and white way of formulating a distinction between 
environmental technology and cleantech.  In practice a common way the 
language develops is that those who have been working for a long time on 
environmental technology just rename what they are doing as cleantech. 
However every new concept needs to legitimize its value and novelty by trying 
to make existing concept look bad, or at least insufficient, by comparison 
(Rorty, 1989). 
 This is not an objective characterization, but rather expresses and clarifies the 
ambitions and hopes connected to cleantech – its radical ideology of eco-
modernization. At the same time, the heightened urgency and necessity for 

Market potential 
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tech 
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transformation to a sustainable society with every passing day, month and year 
creates an enormous market potential. It is not an industry, but is defined by the 
character of being a significant solution to major sustainability problems, like 
global warming. 
 
Table 1.  Distinctions between environmental technology and cleantech 

 Environmental technology Cleantech 

Focus of problem 
solving 

Reduces environmental 
problems, ―end of pipe‖ 
solutions to existing problems 

Preventive, avoids 
environmental problem 

Driving forces Driven by environmental 
regulation and green activism 

Driven by market and 
sustainability potentials 

Industry linkage Environmental fix for 
established industry or 
environmental industry 

Solution to sustainability 
problems irrespective of industry 

Point of departure Amelioration of existing 
conditions 

Infrastructure for a necessarily 
sustainable society 

Change ambitions Reduction of environmental 
effects of human activity 

Market and institutional driving 
towards a sustainable society 

 
Sustainable Entrepreneurship and Cleantech 
 
Sustainable development involves very complex change in processes in order to 
approach the vision of a sustainable society and a sustainable world. A variety of 
driving agents creating business and creatively organizing activity in different 
forms in order to create different dimensions of sustainability values are 
required for these complex and challenging tasks that confront every nation 
(Isaak, 1998; Schaper, 2005; Lindhult, 2008). There is a need to broaden the 
view on entrepreneurship in order to grasp this variety of agents (Spinoza et al., 
1997; Steyaert & Hjorth, 2006; Nicholls, 2006; Dean & McMullen, 2007; 
Gawell et al., 2009; Berglund & Johansson, 2008; Johansson, 2009). 
 Table 2 is an effort to characterize different types of entrepreneurship and 
their role in relation to sustainable development and cleantech. The types are not 
mutually exclusive, and may also be complemented by other types. The types 
depicted are  actual conceptualizations that can be found  in the entrepreneurship  
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Table 2.  The topology of sustainable entrepreneurship and its relationship to 
cleantech 

Type of entrepreneurship Character Example of cleantech role 

Commercial 
entrepreneurship 

Development and commercialization 
of business ideas 

Commercialization of cleantech 
solutions 

Ecopreneurship Development of green-green business 
– new business that is green from the 
start 

Value/vision driven actors creating 
new green business with industry 
transformation 
potentials/ambitions 

Financial entrepreneurship Venture capital development and use Creation of green funding, risk 
management 

Social entrepreneurship Non-commercial value creating 
business activity 

Creating and implementing 
cleantech solutions that are not 
(yet?) commercially viable or 
legally required 

Activist entrepreneurship Value driven activity to influence 
structures and opinion 

 Furthering norms and political 
agendas favouring cleantech 
solutions 

Networked 
entrepreneurship 

Creating connections and synergies 
in innovation systems 

Improving the innovation system 
for cleantech 

Business dynamic 
entrepreneurship 

Agency for transforming industry and 
improving market conditions 

e.g. incubating new cleantech 
firms and solutions, reducing 
monopoly power 

Informational/enlighten-
ment entrepreneurship 

Creative informational, educational 
and lobbying activity to further 
progress through knowledge 

Spreading knowledge on cleantech 
solutions and its potentials to 
significant actors 

Academic 
entrepreneurship 

Commercialization/exploitation of 
scientific research results 

Agency for development of 
science based clean tech 

Collective 
entrepreneurship 

Development partnerships and other 
collaborative constellations 

Private-public or multi-stakeholder 
partnerships for developing 
cleantech platforms (e.g. in 
recycling systems) 

Institutional 
entrepreneurship 

Modification and creation of 
institutions to further creation of 
sustainability value 

E.g. further norm/legal system for 
preservation of nature and use of 
cleantech 

Community/Societal /civic 
entrepreneurship 

Innovative, socially useful initiatives, 
agency for creation and recreation of 
community 

Mobilizing communities for 
innovative, cleantech system 
solutions, e.g. a city 

Political entrepreneurship Creating vision, coalitions and taking 
initiatives that drive change 

Forcefully driving the sustain-
ability agenda and the trans-
formation to a sustainable society 

Everyday 
entrepreneurship 

Everyday challenges requiring active, 
creative responses 

Development of green 
consumption and life style 
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research literature. It may seem like a very long list of driving agents, but in our 
judgment it is very rewarding to recognize different forces in society for 
sustainable development and cleantech. 
 Dean and McMullen (2007) recognize different forms of sustainable 
entrepreneurship as responses to different types of market failure. Market 
development is important, but sustainable development requires interplay 
between market and institutional developments (Negro et al., 2008). It is well 
known in the area of history of technology that new innovations can have 
significant effects on social institutions, and often require the formation or 
modification of institutions suitable for their adoption (Mumford, 1934). 
 Judging the extent to which Sweden or any other country is a cleantech 
nation pursuing a path of eco-industrial renewal and transformation would thus 
require a broader look at the whole spectrum of driving agents and their qualities 
in furthering sustainable development and cleantech. A lot of informational and 
national marketing activity is focused on supporting and increasing the 
commercialization and export of cleantech business in Sweden. There are lofty 
ambitions politically and on the level of industrial policy to make Sweden a 
globally leading cleantech nation. However as the international judgment 
referred to earlier says, it may be quite significant that The Society of Nature 
Conservation, WWF and Greenpeace have some 500,000 supporters/members in 
a country with a total population of 8.5 million. 
 
Cleantech Incubation 
 
There is a large number of supportive measures for cleantech in Sweden, and 
more are being developed continuously in different governmental programs and 
collaborative arrangements. A representative of a leading actor in the cleantech 
support ‗industry‘ somewhat ironically said that ―we are supporting it to death‖. 
This is a bit like ‗curling parenting‘ as we say in Sweden, and is probably also 
the case in many other countries. 
 Today there are a number of governmental and other players providing 
different types of support to companies in the environmental technology sector. 
The measures focus on different parts of the product value chains. Many of the 
state actors focus in the first instance on providing support in the early stages of 
product value chains, while support in the commercialization phase is not 
provided as frequently. Relatively large investments are made by a number of 
players, providing support for research and development, and to some extent for 
innovation and product and business development, while investments in 
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demonstration facilities and market introduction are significantly lower, with 
fewer players involved. Investments to increase demand in environmentally 
driven markets are not particularly common in Sweden. State support for 
purchasing new more environmentally friendly cars in Sweden and similar 
experiences from other countries show that these types of measures can have a 
major impact. 
 Here we will limit ourselves to comments on the incubator area. A majority 
of Swedish incubators are linked to universities and university colleges. 
Innovationsbron is a very important player in the incubator area in Sweden, and 
supports 20 incubators in the national incubator program. Most incubators thus 
far have not had a specific focus on environmental technology, but specific 
profiles in environmental technology are becoming increasingly common. There 
are around 50 incubators in Sweden, of which 13 stated (in 2008, see Swentec) 
that they are focused on the environment and environmental issues. An example 
of this is Swedish Cleantech Incubators (now ―Cleantech Inn Sweden‖).  
 Although environmental technology has long had an important role in 
incubation in Sweden, incubation specialized in cleantech is a recent 
development. Sweden Cleantech Incubators is Sweden‘s only incubator 
exclusively for environmental technology42. The members are newly formed 
companies whose business concepts contribute to a sustainable society. The 
mission is to accelerate their growth – to help advance the success of innovators 
and entrepreneurs. SCTI is a virtual incubator that supplements regular 
incubator programmes by adding a cleantech focus to business development. 
 The incubator also provides support with marketing, competence 
development and finding financing. Basic principles are 
 

- a double screening process – business and sustainability 
- proactive solutions in the frontline of cleantech. The companies should 

have good potential to become winners in a sustainable society 
- social ecological principles 
- focus on results 

 
A basic point of departure is the sustainability principles developed by the ―The 
Natural Step‖ (Robèrt, 2002). When the cycles are not in balance, sustainable 
development is threatened. Environmental problems are problems caused by 

                                                      
42 The information on SCTI is based on an interview with CEO Helena Tillborg and SCTI 
website information. SCTI has been the basis for ―Cleantech Inn Sweden‖, a new nation-wide 
support organization for cleantech innovation. 
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society. Mankind owns the problem, so the good news is that we can do 
something about it. There are 4 root causes to environmental problems, implying 
4 principles for the sustainable society: 
 

- In a sustainable society, nature is not subject to systematically increasing 
concentrations of substances extracted from the Earth‘s crust. 

- In a sustainable society, nature is not subject to systematically increasing 
concentrations of substances produced by society. 

- In a sustainable society, nature is not subject to systematically increasing 
degradation by physical means. 

- In a sustainable society, people are not subject to conditions that 
systematically undermine their capacity to meet their needs. 

 
Based on the earlier characterization of sustainable entrepreneurship and its 
relationship with cleantech, what is the special feature of Cleantech incubation? 
Traditional business development does not to a significant degree consider the 
need for development of market conditions, structures and interactions, or 
different kinds of institutional development. They are mainly seen as external 
factors. As Figure 7 below indicates, cleantech may involve more cases of 
business development requiring efforts in both market development and 
institutional development. 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 7. The character of cleantech business development 
 
This leads to an emphasis on modified and additional tasks for Cleantech 
incubators. Furthermore, a broader spectrum of types of entrepreneurial 
initiatives needs to be taken into consideration. It is quite clear that traditional 
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business development is a core skill in cleantech incubators, as it is in other 
incubator organizations. As Cleantech is not an industry but is defined as 
solutions to core sustainability problems, there is a need for broad experience of 
a range of industries. Cleantech solutions may be developed not only in the 
environmental field but in many different areas. In addition, a broad network is 
needed, connected to the national and international cleantech innovation system. 
Particularly important are communication and lobbying in order to further the 
development of markets and institutions for their cleantech members. Moreover, 
communication and education in sustainable strategic management for 
established industries in order to recognize the significance of cleantech 
solutions are important. Export is even more important than in traditional 
incubators, as cleantech solutions address globally relevant problems. 
 
Concluding Remarks 
 
The cleantech area is developing rapidly, based on the combined sustainability 
and market need for it.  Based on aspects of Swedish experience in the field, we 
have tried to clarify its significance and linked it to sustainable entrepreneurship. 
The long term Swedish development shows that the link between economic 
growth and environmental degradation, exemplified in the area of greenhouse 
gases, can be broken implying that industrial eco-renewal and green growth can 
actually be achieved. Sustainable entrepreneurship as the drive for change is a 
considerably more complex activity than commercialization of technology than 
the discussion on cleantech tends to indicate. There is a need for Schumpeterian 
forces for innovation in a broad sense to drive the complex processes of 
industrial eco-renewal. This is a considerable multidisciplinary challenge to 
research and practice.  
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Chapter 30 

 
 

The Role of Eskilstuna Airport in 
Eskilstuna Logistics Park 

 
 
 

Kjell-Åke Brorsson 
 
 
 
Introduction  
 
Eskilstuna Logistics Park is in the process of being established 10 kilometres 
east of Eskilstuna and a couple of kilometres south of Kjula village. The park is 
emerging around the three transportation systems – road (the E20 motorway), 
rail (Svealandsbanan) and air (Eskilstuna Airport). In the case of rail links there 
are plans for a new railway track to connect the regular railway line to the park. 
The municipality purchased the airport from the Swedish Fortifications Agency 
in 2008 and continues to invest in it. Environmental assessments for major 
expansion of flight operations were performed in the first decade of the 21st 
century (Miljödomstolen, 2006).  

However, the documentation regarding the establishment of Eskilstuna 
Logistics Park with a focus on the air transport system might be considered 
uncritical and unreflective. Looking at international and national records, e.g. 
governmental investigations and international research papers, the demand for a 
cargo airport in Eskilstuna appears to be questionable in some sense. 

 
Background and Research Questions 
 
What role could a municipal airport play in an emerging logistics park within 
the Mälar region which is already characterized by excess air transportation 
capacity? A small market survey was addressed to a number of major companies 
with activities in Eskilstuna in Spring 2008. The main question in the survey 
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was the degree to which the respondent from each company thought of 
Eskilstuna Airport as interesting for passenger and cargo flights in particular. 
The results showed modest interest overall, particularly if the companies were 
expected to contribute to investment in the airport (Söderberg, 2008). Municipal 
and industrial operators are however deliberately driving the airport project 
forward, with continuous investments in infrastructure and land improvements 
(Eskilstuna kommun, 2009). Nevertheless it should be pointed out that there 
may well be synergistic effects as a result of the combination of different modes 
transportation systems available at the site. 

The plans of Eskilstuna municipality for the development of Eskilstuna 
Airport into a central cargo airport for the Mälar region were not supported in 
the recent government inquiry into Sweden‘s airports (SOU 2007:70). 
Stockholm-Arlanda, Stockholm-Bromma, Stockholm-Skavsta, Stockholm-
Västerås and Örebro airports are already established in the region, but the latter 
three suffer from economic problems to various degrees (LFV, 2009; Rating, 
2010). Furthermore, international research shows that road and rail43 traffic has 
the advantage over air transportation at the regional level due to the comparative 
advantages of travelling times and cost (Román et al., 2007; Park & Ha, 2006; 
Fröidh, 2008). Exceptions are the Norrland inland region and the island of 
Gotland44 with their weak infrastructures. Opportunities do exist to expand the 
aviation industry in intercontinental transport, and the airfreight sector has 
enjoyed notable growth for many decades. The deregulation of the airfreight 
sector in Europe in the 1980s and 1990s in combination with economic 
globalization has led to concentration and internationalisation of the global 
players in the airfreight sector45. Today the European airport system consists of 
four intercontinental nodes (major hubs) located in Amsterdam, Frankfurt, 
London and Paris, and traffic is dominated by the flag-carriers Lufthansa, 
British Airways, Air France and KLM46, each carrying more than a million tons 

                                                      
43 ―As the rail option gradually improves the need for airport infrastructure is reduced.‖ (SOU 
2007:70, p. 82) 
44 ―The introduction of a fast ferry to the island of Gotland has resulted in reduced demand for 
air transportation.‖ (SOU 2007:70, p. 82) 
45 ―Global Players emerge with a wide spectrum of services and many locations. As focal 
businesses these form global networks with branch offices worldwide, fixed partners and a 
large number of subcontractors.‖ (Neiberger, 2008, p. 250) 
46 KLM and Air France have been part of the Air France KLM holding company since the 
merger in 2004. Air France KLM is the the world‘s second largest cargo transporter. 
(www.corporate.klm.com) 
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of air cargo per annum. Copenhagen airport is the only Scandinavian airport in 
the second category of airports with an annual freight volume of between 
200,000 and 600,000 tons (Neiberger, 2008). The airports in Stockholm, 
Gothenburg and Malmö handle around 95% of the airfreight goods imported to 
and exported from Sweden. The domestic share of the total airfreight in Sweden 
is extremely small and has been gradually decreasing since the 1980‘s (Swedish 
Transport Agency, 2010). Research also shows that the aviation sector faces 
major challenges in terms of climate impact and efforts towards sustainable 
development.  

Aircraft emissions have an influence on the atmosphere through several 
processes involving gases and particles such as carbon dioxide (CO2), nitrogen 
oxides (NOx), sulphur dioxide (SO2), ozone (O3), methane (CH4), water vapour 
(H2O), and soot. ―However, aircraft perturb the atmosphere in a specific way 
because their emissions occur in the free troposphere and lower stratosphere and 
they trigger contrails47.‖ (IPCC, 1999, chapt. 6.1.2). The aviation sector has 
made statements in close connection with the UN climate summit in 
Copenhagen (COP15) 2009 that the climate impact of aviation has to be reduced 
by improvements in fuel efficiency, change to alternative fuels, technological 
development of airframes and engines as well as improvement of air traffic 
management (UNFCCC, 2010). 
 
Links with Industrial Renewal  
 
The current Eskilstuna Airport was adopted in the master plan of the Swedish 
Air Force in 1952 and an emergency landing field was built south of the former 
Västerås Wing (F1) at Kjula in 1956. The airbase expanded in the early 1960s 
and the military authorities and Eskilstuna municipality entered agreements on 
civil aviation operations on the site in 1967 (Törnell, 2007). The airbase became 
progressively more civilian in nature and the Armed Forces stopped using it 
completely in 2006. In recent years the airport has been included as an 
ingredient in the future Eskilstuna Logistics Park, which is being linked through 
road, rail and air transportation routes. The process of change from a military 
airbase during the Cold War to a cog in a modern logistics park with 
international associations reflects some of the industrial innovations that are 
occurring. 

                                                      
47  ―Condensation trails or vapour trails are artificial clouds that are the visible trails of 
condensed water vapour made by the exhaust of aircraft engines.‖ (www.wikipedia.org) 
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Data and Methodology  
 
Data collection for this study was carried out in conjunction with interviews, 
conversations and meetings with representatives of the airport management, 
Eskilstuna municipality, and actors and stakeholders in the field. In addition, 
much written material was collected from different authorities. Key documents 
for gaining an understanding of the local development ideology in the 
municipality included the Environmental Judgement from 2006, a consultant's 
report from 2008 and various political views concerning the development of 
Eskilstuna Airport and Logistics Park. The complexity of air cargo at airports 
and logistics parks appears in a different light through the study of international 
reports and articles.  

In my role as chairman of Eskilstuna engine flying club, I have had many 
opportunities to meet actors and stakeholders in two different reference groups 
that were formed when the environmental judgement came into effect in 2008. 
In parallel with my role as a researcher I am therefore also an actor at Eskilstuna 
Airport. It is an advantage as a researcher to have access to data and materials 
that an external researcher does not usually have. However, it is important to be 
aware of the potential conflict of also having a role as an actor, even if the role 
of chairman of a non profit organization can be considered peripheral. Flying 
clubs48 generally have no ratings or operating permit to operate in air cargo or 
passenger traffic. Methodologically, there are some elements of action research 
in the project, which make specific demands on the attention to the following 
question: “/…/ how does the researcher keep a critical perspective, when she 
doesn’t have the traditional distance to the field?‖ (Stjernström et al., 2006).  

Interviews were also conducted with staff, managers and representatives of 
residents about their views on the activities at the airport. In addition, questions 
were asked about how they see the establishment of Eskilstuna Logistics Park. 
Studies of documents focused on key texts in order to examine the critical 
decisions (and non-decisions) taken around Eskilstuna Airport at different times. 

The conditions for investing in airfreight operations also demand analysis. To 
that end a SWOT analysis is one of several possible methods to identify 
strengths, weaknesses, opportunities and threats in a structured way. By 
definition, the strengths and weaknesses represent parameters that would 
normally be identified at the present time and within the organization and that 

                                                      
48 Swedish flying clubs rent aircraft and provide flight training to their members on a non-
commercial basis. 
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can be influenced by internal decisions. Opportunities and threats are by nature 
external parameters, often future-oriented, and are determined outside the 
organization. 
 
Results and Discussion 
 
Over the past 10 years, various investigations and analyses have been performed 
concerning the conditions for extending flight operations at Eskilstuna Airport. 
A key policy document for the future business is the Environmental Judgement 
from 2006, which specifies the conditions for the projected aircraft movements 
in 2015. Several of the reports reviewed stated that there was intense 
competition for air cargo in the region. When interpreting the results and 
proposals for action on air operations at Eskilstuna Airport a number of 
uncertainties around the closing of Bromma Airport and the investment in a new 
major airport in Södertörn during the early 2000s were detected. In retrospect, I 
have chosen to analyze the competition among the airports currently involved in 
airfreight in the Mälar region. Three years‘ economic results of the airports in 
the region are considered. Based on the reports, decisions, environmental 
scanning and financial performance I conduct a SWOT analysis in order to 
illuminate the conditions for airfreight at Eskilstuna Airport as part of the 
promotion of Eskilstuna Logistics Park. 
 
Report International Air Transport Consultancy (SH&E) 
In 1999 Eskilstuna municipality gave SH&E, a British consulting company, the 
commission to assess the technical and economic requirements of developing 
Eskilstuna Airport for commercial operations. The study focused on three areas 
(SH&E, 2000, p. 6): 
 

•  Market Assessment of passengers and cargo 
•  Development plan and capital costs 
•  Economic feasibility of the airport 

 
The overall conclusion of the report was that Eskilstuna Airport had long-term 
potential, especially when the nearby airports (mainly Stockholm-Västerås and 
Stockholm-Arlanda) may have capacity problems. Passenger traffic was 
expected to be based primarily on passengers from the region and to include 
scheduled flights to and from Copenhagen. Furthermore, the SH&E (2000) 
predicted that the airport could become a major regional airport for charter 
flights. In conclusion, as early as 2003 Eskilstuna Airport was expected to 
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receive about 54,000 passengers annually49. The forecast was based on three 
assumptions that had to be strictly complied with, namely (SH&E, 2000, p. 30): 
 

•  No major expansion of the Stockholm-Västerås Airport 
•  No new international airport south of Stockholm50(30 km) 
•  The airport can attract an airline51like Skyways in two years 

 
Regarding the potential for airfreight operations at Eskilstuna Airport, the 
SH&E (2000) judged that the competition from three52 of Sweden's then four 
major cargo airports, located in a triangle around Eskilstuna, was too great. The 
inquiry found however, that an investment in warehousing and trucking could 
spark interest in charter cargo flights. In this context the improvement of 
logistics operations in the Eskilstuna area was regarded as attractive. The 
forecast for air freight in 2006 was 160 tonnes. 
 The cost-benefit analysis showed a slightly positive result, based on the fact 
that substantial revenue could be generated by renting out or leasing the property 
of the airport. 
 
Air Transport Group, Cranfield University, UK, 2002 
The so-called ―Stockholmsberedningen‖ (SOU 2003:33) referred to the report 
―Analysis of future market share distribution between airports in Stockholm 
Mälar region‖ from 2002 which concluded that Eskilstuna Airport only has a 
role as an airport for general aviation and flight schools. The main aim of the 
British investigation was to analyze the role of the airports located within a 100 
km radius of the centre of Stockholm. They were regarded as a complement to 
Stockholm-Arlanda when Stockholm-Bromma was expected to shut down in 
2011. The main argument for the conclusion of the report was that Stockholm-
Västerås Airport53 served the Stockholm region and that Eskilstuna Airport was 
too close and thus unlikely to attract any commercial operations. 
 
 

                                                      
49 The planned final capacity of the airport was expected to be 400,000 passengers per year. 
50 At the time there was discussion about establishing a new airport on Södertörn, which 
included replacement of the Stockholm-Bromma Airport. 
51  The established airlines in Sweden at the time were asked to what extent they were 
interested in establishing themselves at Eskilstuna Airport. 
52 Stockholm-Arlanda, Stockholm-Skavsta and Örebro Airport. 
53 Stockholm-Västerås Airport had three regular international routes at the time (Copenhagen, 
London Stansted and Oslo Gardemoen. 
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Environmental Assessment of Eskilstuna Airport 
On 7 June 2005 the municipal executive board of Eskilstuna decided that the 
application for expanded air operations at Eskilstuna Airport would be submitted 
to the county in the province of Södermanland (Eskilstuna kommun, 2005). The 
Armed Forces54 had decided to phase out its military operations at the airport on 
20 February 2005. At the time of application, the airport was classified as a 
military training airport and owned by the Swedish Fortifications Agency. The 
airport was by definition a facility of national interest for total defence 
(Miljöbalken, 1998). The Armed Forces therefore announced to the county in 
Nyköping that Eskilstuna municipality would enter as an interested party 
(Tillståndsansökan, 2005). On reclassification of the airport to a civilian facility 
the application reverted to the jurisdiction of the Environmental Justice 
department. The application for an environmental assessment therefore related 
to civil aviation activity only, based on 27,400 movements 55  per year 
(Tillståndsansökan, 2005). The application set out the changes that extended 
operations would require (Miljökonsekvensbeskrivning, 2005, pp 8-9), namely: 

 
•  strengthening the civil station area with a new short taxiway parallel to 

the existing station area from the runway 
•  construction and remodelling as well as occasional new construction 

adjacent to existing buildings in the station area 
•  widening of the runway from 35 m to 45 m 
•  widening of the runway area anticipating future modification by the 

encoding of the airport, to a maximum width of 300 m, an increase of 
more than 75 m on each side 

•  clearing of existing forest curtains inside the airport to meet the 
requirements for clearance 

 
According to the Environmental Code, airports with a runway length56 of more 
than 1,200 m are licensable. The permit application must be preceded by an 
Environmental Impact Assessment (EIA). Preparing an EIA requires a so-called 
miljökonsekvensbedömning, with the starting assumption that flight operations 
give rise to significant environmental impacts (Miljöbalken, 1998). 
 The Environmental Court's decision of June 2006 gave the airport a licence 
to increase civil aviation activity to a maximum of 27,400 movements per year. 
                                                      
54 Based on the defence bill of 2004. 
55 Light aircraft including helicopters (20,500), medium-weight aircraft (4,500) and heavy 
aircraft (2,400). 
56 Eskilstuna Airport has a total runway length of 2,200 m. 
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This permission was granted on certain conditions: that the measures set out in 
the Miljökonsekvensbeskrivning were taken and that the activities start by June 
2016 at the latest. The permit was subject to conditions for the handling of 
chemicals and hazardous wastes, noise reduction measures for certain buildings, 
a time limit on training flights in the traffic pattern and restrictions on discharges 
to water and land. In addition, agencies for cooperation with relevant actors and 
stakeholders should be set up and control programs created (Miljödomstolen, 
2006). 
 
Investigation of Eskilstuna Airport’s Future in Symbiosis with Eskilstuna 
Logistics Park 
Söderberg (2008, p. 1) conducted a market survey in spring 2008 containing a 
questionnaire relating to five main areas, namely:  
 

 Is there a need for cargo and business aviation within the existing 
conditions of the airport today?  

 Would the need for cargo and business aviation increase with an 
expansion of the airport?  

 Is there any interest in integrating the airport with the logistics centre?  
 Is the commercial interest large enough to cover the airport costs?  
 What are the shipping companies and travel habits like today?  

 
The study was qualitative and the answers were presented in textual form. 
Söderberg interviewed people who were responsible for logistics operations in 
eleven companies. The main purpose of his study was to examine the degree to 
which various companies in Eskilstuna were interested in the expansion of 
Eskilstuna Airport in connection with the establishment of the logistics park57. I 
have noted Söderberg‘s (2008) interview responses, interpretation and analysis 
and find no reason to repeat the market test for my own analysis. Similar 
interviews today would be unlikely to result in very different responses. 
Development in society during the period 2008-2010 has been marked by 
economic recession with the result that creation of new businesses in the 
logistics park has been very limited. During this period Eskilstuna municipality 
made plans and new investments in the infrastructure of the area and 
repurchased land from one company that invested in the area in 2008. 
Investment incentives and employment in Sweden did not show positive trends 

                                                      
57 During the interview sessions the world economy was still in good shape but the financial 
and banking crisis drastically changed the economic situation by Autumn 2008. 
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until mid-2010. Two companies, namely NCC Property Development and TT 
Bemanning AB expressed interest in investing in Eskilstuna Logistics Park in 
2010. 
 A chapter of the report by Domås (2008) presents four alternative 
development levels in addition to the existing option and related investment 
requirements and annual operating costs. Table 1 below shows the investment 
for each of the selected options with the cumulative investment cost in 
parentheses. Costs of new terminal buildings in Alternative 5, which describes a 
major expansion of passenger and cargo flights, are not calculated due to 
uncertainties regarding the locations of various buildings and the scale of the 
airport. In addition, the dimensions of the runway and strip dimensions 
associated with various investment options are shown in Table 1. 
 
Table 1. Alternative deployment levels in Eskilstuna Airport. Costs are based 

on 2008 prices 

  Alternative 1 
Present 

Alternative 2 
Road moved 

Alternative 3 
Extended 
runway 

Alternative 4 
Increased 

strip 

Alternative 5 
New terminal 

buildings 

Investment 
[cumulative] 
(M SEK) 

 

0 

 

6 

 

22 [28] 

 

65 [93] 

 

? 

Annual Net 
Cost (M SEK) 

 

6,5 

 

8 

 

10,5 

 

12 

 

? 

Dimensions of 
runway (m) 

1886 x 35 
Note 1 

1886 x 35 
Note 1 2186 x 35 2186 x 45 2186 x 45 

Strip 
dimensions (m) 

 

1886 x 150 

 

1886 x 150 

 

2186 x 150 

 

2186 x 300 

 

2186 x 300 

Maximum 
weight of 
airfreight 
(tones) 

 

15 

 

15 

 

15 

 

70 

 

70 

Types of 
aircraft 

Fokker 50, 
SAAB 340, 

Dash 8 
  

Boeing 737-
800, Airbus 

320 
 

Note 1: Starter Extension 286 m in daylight VMC (visual meteorological conditions).  
Source: Data is derived from Domås (2008) and processed by the author. 
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Table 1 shows that Alternatives 2 and 3 provide only limited opportunities for 
expansion of flight operations, as heavy passenger or cargo aircraft are not 
allowed to operate continuously at the airport. It is only in Alternative 4, with 
the increased runway and strip dimensions, that aircraft can operate on a regular 
basis at the airport. The cumulative investment cost is calculated at 93 million 
SEK. In addition, Alternative 4 requires further investment in the terminal 
buildings to produce a functioning airport for heavy aircraft. 
 
Competing Airports in the Mälar Region 
There are seven airports of varying size and capacity for transporting passengers 
and air cargo in the Mälar region. The largest airport in Sweden with respect to 
both passenger and airfreight is the state-owned Stockholm-Arlanda. 
Stockholm-Bromma Airport is also state-owned and flight operations there are 
focused on passenger and business jets. Stockholm-Skavsta Airport is the 
Swedish aviation hub of the passenger airline Ryanair. This airport was used for 
air cargo until 2009, when this activity ceased due to poor profitability. 
Stockholm-Skavsta is owned by an international company and the Nyköping 
municipality (9.9 %). Norrköping Airport is mainly focused on passenger and 
charter flights, but also on special airfreight, primarily for import and export of 
horses. The airport is owned by the municipality of Norrköping. Örebro Airport 
is focused on cargo and charter flights, as well as on heavy cargo for the Armed 
Forces and the Swedish Civil Contingencies Agency (MSB). The airport is 
owned by Örebro County Traffic and some municipalities in the region. 
Stockholm-Västerås Airport operates passenger flights, including Ryanair, and 
cargo flights. It is owned by Västerås municipality. There are no regular 
scheduled flights at Eskilstuna Airport. 
 Table 2 shows reported operating profits after depreciation of the seven 
airports in the Mälar region. 
 The analyses of the financial results for the years 2007-2009 show that only 
Stockholm-Arlanda and Stockholm-Bromma were profitable. Stockholm-
Arlanda has consolidated a strong position as a major hub airport in Sweden, 
which means that most domestic and international flights pass through the 
airport. Stockholm-Bromma has been successful in attracting passenger and 
business jets because of its geographic location. The financial and banking crisis 
that began in 2008 has influenced the results of the aviation industry at various 
levels, and most of all in 2009. A relatively positive recovery took place during 
the latter part of 2010. The financial results for Eskilstuna Airport are relatively 
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insensitive to cyclical fluctuations, since there are no regular passenger or cargo 
flights. 
 
Table 2.  Economic performance of airports in the Mälar region 2007-2009 

Airport Principal 
shareholder 

Ownership 
form 

Operating profit after depreciation (KSEK) 

   Year 2007 Year 2008 Year 2009 

Stockholm-
Arlanda 

LFV State 756 000 613 000 370 000 

Stockholm-
Bromma 

LFV State 33 000 31 000 42 000 

Stockholm-
Skavsta 

Abertis Infra-
éstructure SA 

Private 1) – 10 795 – 8 607 – 2 204 

Stockholm-
Västerås 

Västerås 
Municipality 

Municipal – 23 085 – 22 622 – 24 214 

Eskilstuna Eskilstuna 
Municipality 

Municipal – 5 934 – 6 710 – 5 534 

Örebro County 
Traffic 
Örebro AB 

County / 
Municipal 

748 110 – 3 540 

Norrköping Eskilstuna 
Municipality 

Municipal 0 – 222 57 

Note: 1) Spanish majority owner.  
Source: Eskilstuna kommunföretag AB (2011); LFV (2007, 2008 & 2009); Rating (2010). 
 
In 2010, there were three airports58 in the Mälar region which had large scale 
cargo operations, namely Stockholm-Arlanda (ranked 1), Örebro (ranked 2) and 
Stockholm-Västerås (ranked 3). There are three airports that focus on cargo 
flights and are approved for flights with large aircraft like the Boeing 737, 
Airbus 320, etc within a radius of 95 km from Eskilstuna Airport. Stockholm-
Arlanda and Örebro can also handle heavy freighters such as the Boeing 747, 
Antonov AN124, Boeing C-17 Globemaster III, etc.  

                                                      
58 In 2005, five airports handled cargo in the Mälar region, namely the Stockholm-Arlanda, 
Stockholm-Skavsta, Stockholm-Västerås, Örebro and Norrköping airport (SIKA Rapport, 
2005:2). 
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SWOT Analysis 
Eskilstuna municipality has chosen to invest in Eskilstuna Logistics Park over 
the next few years. The infrastructure will be expanded, with railroad tracks 
being drawn into the area, and major marketing efforts will be undertaken aimed 
at establishing logistics companies in the park. The role of the airport needs to 
be highlighted and possible investment needs determined. I have chosen to 
conduct a SWOT analysis, since the method is very useful to analyze the 
strengths, weaknesses, opportunities and threats regarding possible cargo 
operations at Eskilstuna Airport. Tong et al. (2010:3) point out that SWOT 
analysis also provides a good basis for further research in the field: ―The SWOT 
analysis is a conceptual framework for further research about the combination of 
external factors to the environment and internal factors to the enterprise.‖ As a 
basis for the analysis I have used various investigations carried out on the 
development of the airport since the late 1990s (see above). In addition, I have 
used empirical data from interviews, conversations and newspapers. One 
difficulty in the classification of different parameters in Table 3 is the distinction 
between them, and deciding which belong to internal and external aspects. The 
boundary between the present and the future is also unclear. 
 
Table 3.  SWOT analysis of airfreight at Eskilstuna Airport 

Internal 
(Present) 

External 
(In the future) 

Strengths 
 Geographic location  
 Proximity of E20 highway Proximity 

of rail links 
 Environmental judgement is 

established  
 Ease of access to the airport 
 Proximity to the Stockholm area 
 Relative low cost of land and 

property 
 Educated and loyal workforce 
 Radio navigation and landing aids of 

high standard 
 Single flights with passenger aircraft 

(Airbus 320, Boeing 737) and 
business aircraft could be 
accommodated with further special 

Opportunities 
 3 million inhabitants in the Mälar 

region  
 Growing local labour market  
 Continually growing trade volume 

especially for the high technology 
product trade 

 Trade with the Baltic region is 
growing 

 Opportunity to expand the buildable 
land 

 Sparsely populated area around the 
airport 

 Ability to establish an airport with 
high standard of environmental 
profile 

 The concept of inter modal air-
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actions. 
 Ambulance flights important for the 

Mälarsjukhuset Hospital 
 Discretion, i.e. ability to handle VIP 

passengers quickly, efficiently, 
discreetly and securely 

 Very good conditions for general 
aviation and flight schools 

 Ability to carry spare parts and 
pharmaceuticals with short lead 
times 

 Good reputation in the region 

highway-rail transportation 
 Active marketing to companies in 

the region 
 Integrating the airport with the 

Logistics Park 
 Cargo volume growth resulting from 

Logistics Park 
 Flexible warehouse solutions with 

multi modal accessibility: road, rail 
and air 

 Large cargo airlines choose to 
establish at the airport 

 Runway reference code: 4D (> 1800 
m) 

 Maximum weight of airfreight (≤ 70 
tons) 

 High quality service 

Weaknesses 
 Dimensions of runway and strip 
 Runway reference code: 2C (< 1200 

m) 
 Maximum weight of airfreight (≤ 15 

tons) 
 Old terminal buildings 
 High costs of investment in the 

airport 
 No existing routes for passenger 

traffic or freight business 
 Public transfer between the airport 

and the city is lacking 
 Low profitability in the sector  
 Changes take a long time 

 

Threats 
 High level of logistics in the region  
 Competition from other airports in 

the Mälar region 
 Large cargo airlines choose not to 

establish at the airport 
 Weak interest shown by large 

companies in Eskilstuna 
municipality in developing the 
airport 

 Higher costs than calculated 
 Complains on local air quality and 

noise from inhabitants in the area 
 Global economic cycle 
 Oil price fluctuations 
 Industry moving to other countries 
 Inflexible regulations from EASA 1 
 Replacement by other transport 

modes 

Note: 1. European Aviation Safety Agency. 
 
Strengths 
The airport is located in an expansive region with well developed infrastructure. 
Furthermore, it has a unique location with highway and railway in close 
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proximity to the airport. The airport has been environmentally assessed and 
approved for a substantial increase in air traffic. Proximity to the Stockholm 
region with its population of about 2 million people is advantageous, especially 
because growth in the region is expected to continue for the foreseeable future. 
Prices of land and property are relatively low, which means that capital costs are 
affordable. An important factor for business continuity at the airport is to have 
well trained and loyal staff. 
 The radio navigation and landing aids at the airport are of high quality and 
are largely already adapted to regular air traffic. Occasional flights of passenger 
aircraft and business aircraft are seen on several occasions per year. They are 
however subject to special activities such as closure of a public road, hiring of 
rescue vehicles with staff from Västerås Airport, etc. Ambulance flights occur 
regularly with patients transported by ambulance to or from Mälarsjukhuset 
Hospital in Eskilstuna. The airport also has the capacity to handle VIP 
passengers quickly, efficiently and with high levels of discretion. The conditions 
for running flight schools at the airport are very good and already constitute a 
major competitive advantage, because traffic and environmental constraints at 
other airports in the Mälar region are very restrictive. Furthermore, the airport is 
very suitable for general aviation, as there is no longer a public airport59 with an 
asphalt runway in the Stockholm area. 
 
Weaknesses 
The biggest deficiency of Eskilstuna Airport is that the runway and strip width 
are not adapted to the requirements for carrying commercial cargo weighing 
over 15 tons. Furthermore, there are no airport terminal buildings designed for 
cargo handling. It therefore requires substantial investments in runway, strip and 
terminal buildings to make the airport meet the requirements of a modern cargo 
airport. As there are no regular air services at the airport there is no experience 
of carrying air cargo. Moreover, there is no public transport service between the 
airport and Eskilstuna city. A more general problem that the air cargo industry is 
highly competitive and has low profitability. 
 
Opportunities 
The airport is located in an expansive region with around 3 million inhabitants 
and a growing labour market. International trade in tech products is increasing to 

                                                      
59 Flight operations at Barkarby Airport ended 2010-05-31. 
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the benefit of air cargo60. In northern Europe, trade with the Baltic region is a 
new challenge. The prospects for expansion of buildable land are very good 
because the area around the airport is sparsely populated, which means that a 
limited number of residents in the neighbourhood are exposed to environmental 
disturbances. There is thus great potential to develop an airport with a high 
standard of environmental profile.  
 The concept of inter-modular air-road-rail transport is currently used actively 
in the marketing of the Logistics Park towards entrepreneurs in the region. The 
municipality has decided to invest in railway lines into the airport area, which 
means that the first step in integrating the airport with the logistics park has been 
taken. The development of the freight volume in the concept of road-rail will 
therefore form the basis for possible airfreight operations. Another challenge is 
the degree to which the major logistics and manufacturing companies believe 
that a flexible warehousing solution with multi modal accessibility is 
economically interesting to invest in. The question remains on whether the flight 
portion is a requirement to conduct a rational activity in the Logistics Park. 
Crucial for the development of airfreight is a major freight carrier (e.g. DHL, 
UPS, TNT, FedEx) choosing to locate to Eskilstuna Airport. A basic prerequisite 
for this to occur is that the airport meets the requirements to carry commercial 
air cargo over 70 tons. A major challenge in this respect is to determine whether 
there are stakeholders willing to make the investments necessary for the airport 
to achieve the runway reference code 4D. 
 
Threats 
Most municipalities in Sweden and not least in the Mälardalen region61 have 
become aware of the importance of investing in logistics operations. The market 
potential is high while the risk of overcapacity is obvious. Of Sweden's five 
largest cargo airports in 2010, there were three in the Mälardalen region, namely 
Arlanda (1), Örebro (4) and Västerås (5). In addition, Skavsta and Norrköping 
airports have the capacity to carry cargo without new investment. The motive 
for a large cargo airline choosing to establish at Eskilstuna Airport seems 
extremely doubtful. To date, the logistics companies located in Eskilstuna have 
shown little interest in air cargo. Interest in investing in the expansion of the 
airport facility is more or less nonexistent. Moreover, the investment costs often 
tend to be higher than calculated. The perceived environmental impact to local 

                                                      
60 High value relative to weight. 
61 Enköping, Norrköping, Strängnäs, Västerås, Örebro, etc. 
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inhabitants of an expanded air cargo activity is something which should also be 
considered, particularly as air cargo is often transported at night. 
 Threats that are of a general nature and difficult to predict are the economic 
trends over time, fluctuations in oil prices and the risk of companies moving 
production to another region or abroad for strategic reasons. The regulatory 
framework for aviation in the EU is also a potential limitation. Finally, an active 
environmental policy with the aim of sustainable development might lead to 
shifts to other modes of transport. 
 
Concluding Remarks  
 
Eskilstuna Airport is located in an expansive region with around 3 million 
inhabitants (consumers) and a market with a continually growing volume of 
international trade. For a number of years many municipalities have been 
investing in logistics parks. If the development of Eskilstuna Logistics Park and 
the concept of inter modal highway-rail transportation is successful, it could 
serve as a major driving force for the development of air cargo. This would 
require a major airfreight carrier to choose to locate to the airport, which in turn 
would require a substantial investment in the runway, strip and terminal 
buildings. However, competition from other airports in the Mälar region is very 
strong and probably one of the greatest threats to the development of air cargo at 
Eskilstuna Airport. 
 The airport has excellent opportunities for investment in the continued 
management of flight schools, business jets, air ambulance, VIP passengers, and 
general aviation. Such profiling requires little investment but will also not 
generate significant profits. With sustainable development as a guiding 
principle, there is great potential to develop an airport with a high standard of 
environmental profile. In conclusion, Eskilstuna Airport is a great asset for the 
municipality which should be continuously maintained for an unknown future. 
Nobody knows today what the transport needs in the Mälar region will look like 
in 25 years!  
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Chapter 31 

 
 

Conclusions and Directions for Future 
Research on Industrial Renewal 

 
 
 
Karin Berglund, Erik Bjurström, Erik Dahlquist, Lars Hallén, Ulf Johanson, and 

Esbjörn Segelod 
 
 
The purpose of this book is to provide a picture of ongoing research at 
Mälardalen University in order to create a point of departure for future research 
on industrial renewal. Many aspects of industrial renewal are dealt with by the 
researchers who contributed to this book. Some of them focus on functional 
aspects such as distribution channels and management accounting and control. 
Others deal with broad perspectives such as strategies and entrepreneurship, and 
still others consider specific empirical fields such as the institutions of society, 
and the energy sector. In this chapter we sum up what we can learn from this 
and where to go from here. 
 
Creating a Place for New Ventures 
 
Asea-Atom, portrayed by Dahlquist in Chapter 2, was sold off when ABB ran 
into financial difficulties and needed cash. It is not unique by any means. 
Segelod (1995) studied 13 major new ventures started in the 1970s. Five of these 
had been divested or wound up by the time the study had begun in the mid-
1980s; ten years later 8 of the 13 had been divested or wound up. A few years 
later it was 9 out of 13, and a further 3 have been sold off at the time of writing. 
Only one remains in the company that initiated the venture, but this company 
has been taken over by a larger competitor. Almost all of these new ventures 
were initiated because the management experienced an acute threat or 
anticipated a future threat to the company‘s core activities. They were intended 
to substitute, and eventually replace, an anticipated decline in the companies‘ 
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core business. None of them did this. Even though some of these ventures are 
still in business and must be regarded as successful, none of them remain under 
the control of the same owner that developed the venture. 
 It is difficult to secure the continuation of a firm by continually replacing a 
company‘s core business with new ones. It is difficult to integrate new 
businesses. They are exposed to criticism when they do not fulfill the glossy 
plans by which their proponents managed to attract funding. When in the 1970s 
Volvo‘s Dutch-made 343 model was marketed too early and ran into teething 
problems, nobody questioned the decision to invest large amounts of money to 
solve these teething problems. If a new venture in a new field of business had 
encountered equally costly problems, the whole venture would have been put 
into question and probably divested. Unforeseen expenditure, lack of funds, and 
changes in corporate strategy can easily make a new venture seem less important 
to the survival of the firm; a venture being regarded as successful and the wish 
to recover funds already spent can help integrate new ventures. 
 New businesses have to be integrated, i.e. seen as a core business, otherwise 
they face the risk of being thrown out for one reason or another. Normann 
(1985) identifies this as the key problem when developing new businesses. 
Integration is a key issue for new business ventures but there is very little 
research on the mechanisms that facilitate integration, and we need more in-
depth case studies to better understand how new ventures are and can be 
integrated in different types of organization. 
 It can of course be argued that new business ventures that could not be 
integrated were never based on a viable project idea, but this is an ex post 
reconstruction. The issues that prohibited integration were not anticipated when 
the venture was initiated. The development of a new business is a learning 
process. It requires the development of new knowledge and skills, and new 
mental images of the factors important to the new business, both by those 
pursuing the project and by the managers who make a place for the new business 
in the old organization.  
 As it is a learning process, it is not possible to know with any degree of 
certainty, at the time the project is initiated, what form it should take to fit its 
parent organization and receive continuous support from top management. It 
will of course have been regarded as a suitable venture for the company at the 
outset, but it is only during the learning process that the company finds out 
whether this is in fact the case, and how the project should be implemented. 
Exactly what is needed to make a new venture successful cannot be foreseen. 
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This is something that those involved have to learn while implementing the 
project. A new business venture project is not like a construction project where 
the amount of material and labour can be estimated if enough resources are 
spent on planning. This makes it difficult to foresee whether the venture can be 
integrated into the current organizational structure and system of ideas, or 
whether and what changes are necessary. The learning perspective has seldom 
been applied to industrial renewal but could be a very useful perspective to 
enhance our understanding of such renewal processes. 
 It is usually difficult to harbor two different types of manufacturing requiring 
different means of control and management logic under the same roof. It is 
equally difficult to integrate a new venture which requires being managed by a 
different business logic to the existing businesses in a multiproduct parent 
company. One solution is to place the businesses in different companies, but that 
is not always enough as it is still difficult to manage two companies that each 
require different business logic. Living with schizophrenia is also difficult for 
companies. Nevertheless, some companies manage to do so and in depth case 
studies of such companies are needed to understand how they manage to handle 
this tension between competing dominant logics. 
 Many ventures that fail would most probably have succeeded if they had 
been sold to a company that had better chance of making it a success, key 
managers had been allowed to buy it out, or if it had been put on the stock 
market. Being sold off is not necessary bad for a new business idea. It may be 
necessary for its success. The problem is that many good ideas, for various 
reasons, are buried in organizations that do not have the resources to make them 
successful. One example of this is Gore Inc with Gore-Tex, which was divested 
from DuPont when the product did not fit into the company. Another example is 
the CR filter described as divested from ABB to Metso.  
 New ventures that require a different business logic to succeed often end up 
being divested sooner or later, and only a small proportion of new venture ideas 
generated in companies are ever developed. Major companies have very well 
developed systems to promote and select venture ideas that fit approved 
strategies. This is very important to them as they need to focus their resources 
on venture ideas that they have the resources to make successful. This however 
leaves them with a large number of business ideas that they themselves do not 
intend to pursue, ideas which other actors might be able to realize. We therefore 
need to develop new ways of taking care of new business ventures and venture 
ideas that for some reason do not fit the organization in which they were born.  
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From Value Chain to Value Constellation 
 
In Chapter 3, Netz and Iveroth identified three different modes of renewing 
value constellations, and showed how these processes of renewal involved both 
incremental and radical elements. The value constellation perspective gained 
relevance when major firms concentrated on the part of their value chain they 
could serve best and divested other parts. In doing this they lost legal control 
over large parts of the value chain of their products and had to negotiate a value 
network that could bring value to customers. Creating value is no longer a 
matter of positioning the firm in a value chain. It is about finding ways of 
aligning actors in the chain to co-produce value. A key strategic task is then to 
constantly reconfigure relationships and roles in the firms‘ value constellations, 
to mobilize new constellations and constantly improve fit between competencies 
and customers. More research is needed to better understand the economics and 
management of value constellations, including how they are created, maintained 
and renewed, how they attract and put funding to use, and how cost and 
revenues are and can be distributed to its members. 
 The replacement of large integrated firms with chains of co-producing firms 
has created many new unresolved issues. One of these is the pricing of co-
produced products and services. In Chapter 12 Segelod and Carlsson trace the 
roots of Swedish recommended cost accounting principles. The second 
industrial revolution brought us large firms, manufacturing more complicated 
products using joint resources, which made it more difficult to estimate the full 
cost of products, leading to underbidding and bankruptcies. As standardized 
costing and principles of time and motion studies were also essential to the 
implementation of scientific management, a lot of effort was spent on 
developing better methods of calculating full costs. However, when for example 
a mobile phone user downloads a computer software program application to 
access a service, transferred by the operator through a network partly owned by 
other operators, it becomes almost impossible to estimate the full cost of the 
service. Other methods are needed to price such services. Although ICT firms 
have been testing and developing new revenue models for quite some time, 
pricing and accounting in value constellations is still a mainly unresolved issue.  
 
Longitudinal Studies of Industrial Renewal 
 
In a study of major product innovations in the United States over the last 150 
years, Agarwal and Bayus (2000) found that it took on average 28.1 years from 
invention to commercialization, and an additional 6.3 years to firm takeoff, and 
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a further 8.0 years to sales takeoff, i.e. when the growth curve of the new 
product reached its highest growth rate.  
 The time it takes to turn a new idea into a new core business in an established 
firm is often not much less than this. The Asea-Atom venture into off-shore 
engineering examined in Chapter 2 by Dahlquist was initiated by the referendum 
on nuclear power in Sweden in 1980. Asea Oil & Gas formed in 1984 and 
divested in 1987. The off-shore business re-entered in 1990, was sold off in 
2004-2007, and it took 10 years to reap the fruits of the development work done 
in Asea Oil & Gas. The new business venture in Saab analyzed by Netz and 
Iveroth in Chapter 3 was initiated in the 1980s, and the Ericsson venture was 
initiated in the 1990s. In Chapter 4 Andersén studied strategic change in 15 
SMEs over a 25 years period. Two of the studied firms achieved superior 
performance to the rest of their industry, a success which was attributed to a 
process of renewal that started ten years earlier.  
 Renewal of a firm by developing a new technology, entering a new market, 
or making a new strategy profitable can often take 10 years. One needs to have a 
long-term view to reap the benefits of such undertakings, and we need more 
longitudinal studies to understand such long drawn-out processes.  
 Research on strategic renewal has traditionally been classified as either 
focusing on strategy content, or the process by which a new strategy is formed 
and implemented, and researchers have repeatedly and without much success 
argued for the need for more process research. Everybody seems to agree that 
more longitudinal studies are needed, yet strategy content research dominates, 
possibly because it is easier to access and publish cross-sectional data. 
Longitudinal process research is time consuming but nevertheless urgently 
needed to understand the forces shaping industrial renewal. 
 
The Renewal of Market Channels 
 
Market channels can be seen as core components in a market system, as they 
connect its main actors: producers and users. Although such systems are always 
in a state of flux, they are also characterized by high stability. This implies a 
state of continuous renewal, but the degree of renewal may vary considerably 
from marginal to almost complete. 
 From an all-encompassing point of view, political decision-makers may see it 
as their mission to contribute to the renewal of market systems, and often focus 
particularly on the role of producers. Producers play multiple roles in market 
systems. In the markets for goods and services they are suppliers to the users of 
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their products, while at the same time they are users of products supplied by 
their own suppliers. They are also active in the labour market as employers, i.e. 
as buyers of the work of their employees. This makes it politically sensitive for 
politicians to allow market systems to change in such a way that job 
opportunities are lost.  
 It is easy to find examples of interventions to save existing systems, at both 
national and regional levels. The most dramatic example of an attempt to 
maintain an economic system at a national scale by renewal or ‗reconstruction‘ 
might be the failed attempt to save the planned economy in the Soviet Union in 
the 1990‘s. ‗Perestroika‘ means reconstruction, but it turned out that it was not 
possible to ‗renew‘ the system as its foundations were unhealthy.  
 Numerous efforts are also made to renew business structures at a regional 
level by strengthening existing sets of relationships in market networks, by 
adding new content to them, or by creating new relationships. This is also 
difficult, as illustrated in the chapter by Eklinder-Frick, Eriksson and Hallén. 
Successful renewal seems to be more common in situations where new 
technological opportunities are spotted and developed by market actors with an 
entrepreneurial mind. This is illustrated in the chapter by Johan Kask, who 
describes how a new design of market channels evolved in the Swedish music 
industry, and by Laxmi Rao, who analyses the role of new technical competence 
in software firms. Lindh, Thilenius and Erixon show how information 
technology influences the core component of market channels, i.e. the 
relationship between buyer and seller in industrial markets.  
 Victor Hugo is credited with saying that no one can resist an idea whose time 
has come (―on ne résiste pas à l'invasion des idées”), and actors in any market 
system or market channel configuration cannot ignore new ideas without risking 
losing their market positions. Spotting or recognizing new ideas is a condition 
for survival for established market actors as well as being a chance for new 
actors to build new positions in a market system. In his chapter, Hoppe describes 
how such intelligence work is organized in large firms. Zarina Osmonalieva 
deals with similar aspects with regard to independent actors in the section on 
entrepreneurship. 
 Change and the pressure for renewal imply threats for existing structures and 
opportunities for those who can identify, detect, or create new ideas. This often 
implies renewal of existing structures. Market networks are tied together in 
numerous ways, both commercially, technically, and socially, and quite 
dramatic changes can be accommodated within such structures. Market actors 
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are brought together in enduring structures where cues for change, e.g. from new 
technologies, can be absorbed in a way that leads to successful renewal. 
However, it may be more difficult to contemplate the role of market actors in the 
labour market when exposed to such change. The geographical dimension of 
market systems, typically characterized as providing employment opportunities 
in a specific region, can be very difficult to manage so that continued 
employment is secured in a region when new technical and commercial 
structures get the upper hand. Change results in prosperity in some regions and 
adversity in others. Controlling renewal to satisfy all needs is a task that has 
turned out to be both costly and risky. 
 The dynamics of market systems and market channels is a research subject 
that has attracted much attention, not least within the framework of the markets-
as-network approach. Understanding change processes within such systems 
provides a basis for providing suitable conditions for successful renewal as well 
as for decisions regarding non-intervention. More research that takes both these 
perspectives into account is needed.  
 
The Role of Accounting in Innovative Networks 
 
In the introduction to Section 3, Industrial renewal by means of stretching the 
borders of management accounting and control, Johanson suggests that in spite 
of severe criticism of lost relevance, management accounting and control has 
undergone significant changes over the last hundred years. These changes have 
sometimes been necessary for industrial renewal in Sweden. The latter proposal 
is supported by the first three chapters in the section. However there are new 
challenges in the post-industrial society. Some of these challenges refer to 
higher levels of technology and competence, and global as well as rapidly 
changing markets. Sustainability issues, both ecological and social, create new 
barriers as well as possibilities. The changing conditions demand more flexible 
and adaptive firms, increase the need to create networks, and change demands 
on management towards collaboration between equal partners regardless of time 
and space. However, in this changing world there is also a need to keep 
disparate activities and demands together to create some kind of order and 
stability. This is a role that could be played by management accounting and 
control. However as the last three contributions to the section suggest, 
management accounting and control has to adapt to the changing demands. How 
can this be achieved? Many policy organizations try to develop new frameworks 
for reporting and managing firms and their relationships with society (e.g. 
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OECD, Japanese government). However, a lot of developing work remains to be 
done, and an important research and development project would be to 
investigate the type of accounting with respect to both content and form that 
could support the evolution and management of innovation in industrial 
networks.  
 Ferrary and Granovetter (2009) point to the need to nuance the picture of 
what matters in innovative networks and to revise ideas of relevant actors, their 
relationships and characteristics. In the network, it is not only individual 
entrepreneurs who count, nor just the interaction between universities, public 
agencies and industry, but a much broader range of actors, roles and 
interactions. Beside these actors there are risk capitalists, recruitment firms, law 
firms, consultants, commercial banks, investment banks, accounting & auditing 
firms, research labs, media, PR bureaus, etc. which play significant roles in 
industrial renewal. In a systemic view, the existence of an individual actor 
influences the interactions between all the other actors. The absence of a specific 
actor therefore influences the strengths or weaknesses of other actors‘ ties and 
interactions. 
 Radical innovation means higher risks, given the uncertainties both in the 
innovation itself and in the consequences of its realization. Even if new ideas are 
based on solid knowledge within each actor‘s domains, the most characteristic 
attribute of a radical innovation is that it in some sense questions old ideas, 
opens up new possibilities and results from both hard work and coincidence, and 
not just from hard work alone.  
 While much focus has previously been devoted to knowledge development 
within universities and other research labs and their spin-off companies, Ferrary 
and Granovetter (2009) emphasize the role of the financial sector in the 
dynamics of the network, not least through the presence of venture capitalists. 
While the network has a genuinely distributed character, some nodes seem to be 
more central than others, and the volume and density of risk capital present 
seems to be a factor that explains the ability of a network to change its 
configuration in response to external events without losing its functionality. The 
dynamics of networks cannot be explained by a single class of actor; this 
requires the breadth and heterogeneity within the network and the dynamics in 
each actor‘s role. For example, venture capitalists do not only finance projects, 
but also have a selection function, a signaling function, a collective learning 
function and an embedding function for other actors. In other words, it is not 
only the capital that matters, but also a number of other functions, not least the 
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signaling function. The signaling function is interesting from a systemic 
perspective, as it is involved in dissemination of new firms‘ reputation. If a 
prestigious venture capitalist gets involved in a company, it affects that 
company‘s other relationships. In this way an actor can play different roles in 
the innovation system. 
 How embedded a company is can depend on personal or business contacts. 
However, the degree of embeddedness is rarely accidental. Entrepreneurs work 
strategically to create the social context that contributes to their social position 
and businesses. Both Swedish and Japanese studies on the interactions between 
firms and the financial market have highlighted the role of trust as a substitute 
for information (Henningsson, 2008; Yosano, Bjurström, & Johanson, 2011). 
Reporting on intangible resources has generally come to be seen as more 
strategically important ‗lead indicators‘ than financial, historical ‗lag indicators‘, 
Henningsson (2008) showed that financial analysts were more interested in 
CEOs‘ credibilities than in the numbers they presented. In a similar vein, a study 
of Japanese SMEs showed that while the companies focused on their knowledge 
and technology when reporting to financial institutions, the institutions were 
more interested in the companies‘ network relationships. A possible conclusion 
from these studies might be the central role of trust and social context for 
financial and other interactions within a network. In other words, the focus on 
reporting of different financial and non-financial indicators (as depicting 
representations) would need to be complemented with a systemic view where 
the important factor is how the reporting influences the relationships, and vice 
versa. Consequently, the present state of knowledge of industrial renewal by 
means of innovative networks seems uncertain and needs to be more nuanced to 
clarify the picture. This in turn calls for an increased number of both 
theoretically and empirically informed studies based on less aggregated data, 
and possibly also new classifications of actors, roles and actions. Both 
conceptual and empirical work will be needed and validation may require a 
dynamic and interactive approach between development and investigation. 
 
Institutional Renewal – Reinventing Roles and Contexts 
 
Section 4 illustrates well the possibilities and limits of innovation and 
entrepreneurship as a rational process, in turn emphasizing the transformational 
process of institutional renewal in which new roles, identities and meanings may 
emerge. The basic claim of these chapters is that context matters, and that 
institutional renewal is part of the process of bridging traditions and novelty 
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with time and the zeitgeist as decisive factors, bringing new roles and raisons-
d‘être into being. Hence, innovation and entrepreneurship may not only be a 
matter of technological breakthroughs and applications into products, but also a 
matter of disturbing, adjusting and re-building new understandings of roles, 
relations and motives of key actors and institutions crucial to innovative 
processes. In this way, the section also emphasizes the key role of human 
potential, not only to invent new technologies and applications, but also to re-
invent the self and others and transform the meaning of the play one is involved 
in. 
  The fall of the Swedish model was clearly marked by the unilateral decision 
of the Swedish Employers‘ Confederation (SAF) to withdraw its representatives 
from government boards. This automatically led to a collapse of the established 
corporatist model. As such, SAF‘s move clearly illustrates the role of 
intentionality and strategic behavior of single actors in setting a new scope 
through new perspectives, rhetoric and concrete action. While the consequences 
of these actions were straightforward and fairly easy to foresee, the actions of 
the Social Democratic Party (SAP) and the interactions with SAF, who 
eventually discarded the planned economy agenda, illustrate the limits to 
rational behavior and predictability of renewal processes. Hence, even the most 
fundamental changes that happen in tensions between ideologies and pragmatic 
considerations over time can be difficult to predict or manage. This has 
fundamental consequences for how we should look at innovation and 
entrepreneurship in a societal context.  
 The search for new roles and a renewal of the consensus-building so 
characteristic of the old Swedish model pinpoints the rational attempts to re-
design the strategic landscape and regain the initiative from the labour unions. 
Not least, the negotiation of the meaning of ‗flexibility‘ and ‗work environment‘ 
and the focus on the development of the local and concrete working situation 
paved the way for a new consensus. Under the same pressure to reinvent global 
competitiveness, and through the positive Chinese example of government 
involvement in promoting innovation and growth, universities have also been 
challenged to search for new roles in relation to industry and the surrounding 
society in order to contribute in more direct ways to a thriving society. In other 
words, renewal of Swedish institutions relevant for industrial development, 
innovation and entrepreneurship does not limit itself to the actors in the labor 
market, but increasingly includes all kinds of governmental and public bodies, 
not least universities and institutes of more applied research and development.  
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 The above developments in the renewal of Swedish institutions bring twin 
challenges to future research. First, future research on industrial renewal, 
innovation and entrepreneurship may need to focus more on the context and 
even address alternative frameworks, stressing the contextual conditions for 
entrepreneurial and innovative action rather than focusing on individuals with 
entrepreneurial traits. In other words, the very idea of institutional renewal 
suggests that entrepreneurship and innovation may be largely a matter of 
structural conditions and the construction of roles available to motivate and 
legitimize entrepreneurial and innovative behavior. Such a change of focus will 
also mean a greater attention to the messiness of renewal processes, in the 
interaction between actions, outcomes and meanings on both individual and 
structural levels of analysis, i.e. treating renewal as an ongoing evolution of 
practice with ingredients of both intentionality and serendipity. The second 
challenge for future research is even more fundamental: to allow researchers to 
become part of the play by taking part in the ongoing reinvention of the 
university and of research itself. This necessarily means re-examining the 
philosophical, methodological and ethical considerations behind old academic 
ideals, e.g. the distrust in active involvement by the researcher in development 
processes, and an increased sensitivity to practical needs in the surrounding 
society. In other words, there is a call to embrace the advances of 
methodological and theoretical developments in social science in recent decades 
not only to de-construct, but to also re-construct institutions and the 
understanding of processes of renewal.  
 
Entrepreneurship for Industrial Renewal 
 
In the section ―entrepreneurship for industrial renewal‖ six contributions are 
presented which all touch on how entrepreneurship can be managed to bring 
about new and innovative solutions that benefit the creation of a future society. 
Whether we can improve and adjust this management by better and/or more 
suitable support, or whether we should banish the support idea once and for all, 
seems to be a question that is implicitly addressed in the six chapters. One way 
to understand this quite critical query deals with the fact that entrepreneurship 
and innovation mean different things in today‘s society than they did in the 
industrial era when they were first used. While these concepts have been used to 
describe what happened then, nowadays they are used as policy incentives with 
the seemingly overall goal of bringing about economic growth.  
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 Informed by the linguistic turn in social science, words are not merely seen 
as descriptive tools, but instead as productive tools (and particularly abstract 
words such as entrepreneurship and innovation), which produce conceptions for 
how we perceive and understand the world around us. Adding to this are all the 
policy incentives that are invested in programs and projects which have the 
ambition of creating conditions for entrepreneurship and innovation to take 
place. The transformation from a descriptive word to a performative tool is in 
this sense doubled. First it relies on post-modern scholars‘ insights into how 
particular combinations of words create particular world views. Secondly, 
innovation and entrepreneurship are used by politicians to allocate resources to 
support processes that bring re-creating processes. Much is known about 
entrepreneurship and innovation in retrospect, yet it is still difficult to recognize 
entrepreneurial processes in the making. This is a substantial dilemma, at least 
when considering the interest in supporting such processes, more in-depth real 
time studies are needed of entrepreneurial processes in making.   
 Let us briefly outline two famous examples of entrepreneurship and 
innovation. As biotech is an area commonly connected to the need for 
innovation and entrepreneurship, penicillin is a good example. As the story goes, 
penicillin was discovered by chance by Alexander Fleming in 1928 when he left 
an unwashed jar of bacterial cultures in his laboratory when he left for his 
vacation. On his return he found an area in the jar with no bacterial growth. The 
fungus in the unwashed jar secreted penicillin that had killed the microbes, 
leaving this visible clear area. Fleming understood that he had found something 
interesting, but did not really know what it was, nor did he realise immediately 
how it could be used. From that point it took 12 years until penicillin was used 
in human medicine. Today, antibiotics like penicillin make up an important part 
of the multimillion SEK biotech industries. This example illustrates that 
innovation is not easily planned in a managerial way. Instead serendipity, when 
somebody finds something that he or she was not expecting to find, seems to be 
an important concept when understanding processes of innovation and 
entrepreneurship. We now know that Fleming was not the first to discover that 
penicillin was a good bactericide. It had been known for decades, but nobody 
had really done anything with this knowledge until Fleming did so and 
constructed a nice story around it!  
 The next example is perhaps odd in the context of industrial renewal, but is 
nevertheless spoken of as entrepreneurship, and has also contributed to a 
growing region in the north of Sweden, having contributed to industrial renewal 
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in the area. The idea of building an ice hotel in Jukkasjärvi was not applauded 
by the general public when Yngve Bergkvist first told of his idea. Instead it was 
regarded as ridiculous and even outrageous, as Bergkvist stressed in one of his 
talks. Presumably, he did not get much support, but his idea has nevertheless 
materialized into one of Sweden‘s most famous entrepreneurial successes, 
attracting tourists from far away to the north of Sweden, adding to the exotic 
Swedish trademark that is increasingly used in the growing tourist industry. This 
idea did not happen by chance like penicillin, but it was nevertheless greatly 
contested. This example shows that an idea is not by definition seen as a self-
evidently entrepreneurial or innovative idea at first sight. Resistance plays an 
important part in processes of entrepreneurship and innovation.  
 Common to both cases is the notion of time as an important feature. It takes 
time to understand the potential uses of something discovered by chance 
(serendipity). It also takes time for people to discover the entrepreneurial 
potential of an idea (resistance). Thus, inventions emerge where we least expect 
them to appear and innovative ideas that break with traditions and peoples‘ 
world-views need time to be accepted. This makes it difficult to identify and 
study such cases as they occur. However, there are already plenty of descriptions 
of such ground-breaking innovations that could shed light on such processes if 
their stories were re-interpreted in the light of the knowledge we have today of 
innovation and entrepreneurship.  
 In the introduction, renewal is discussed as restoring something that has 
become faded or disintegrated. In contrast to entrepreneurship and innovation, 
which stress the need to come up with brand new solutions and inventions, 
renewal connects what is provided beforehand and what can be made out of 
existing conditions. This seems to be a better point of departure as we do not 
need to guess about what to promote.   
 The lesson is that both entrepreneurship and innovation are tricky concepts to 
wrestle with, mainly because these processes require time. Put into a policy 
machine with its rules, regulations, and expectations of rapid payback these 
concepts may as easily create the opposite of what is intended. Arguably, 
renewal processes is a more suitable concept for policy-makers, bridging the 
traditional and the new (innovation and entrepreneurship) with a focus on 
restoring what has become faded or disintegrated. 
 At least we then know what to expect from what is produced by the policy 
incentives, rather than determining entrepreneurship and innovation beforehand. 
Using the concepts in a ‗managerial way‘ may in the long run diminish human 
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beings‘ potential for discovery (where it is least expected) or the ability to come 
up with far-fetched ideas that come up against the kind of resistance that tax 
payers money can never afford to oppose.  
 
Industrial Renewal in the Energy Sector 
 
In the last chapter the focus is on the environmental and energy sector. Here the 
driving force has been a genuine demand from society and many individuals to 
‗save the planet‘. Development of new technologies and new businesses, 
including new business models, has come about from requirements by the 
authorities on emissions, as well as tax control, like the NOx tax (or forms of tax 
control, as in reality all money paid by those who emit more than average is 
transferred to those who emit less than average), and later the fossil fuel carbon 
tax on combustion of fossil fuels containing carbon. Some companies have only 
tried to benefit from a goodwill perspective, while others have wanted to supply 
new technologies to fulfill new demands, and some try to do both! This is 
described in a quantitative way in Chapter 28. The development of these new 
technologies is followed by the establishment of new companies which have 
often been supported by the technology parks and special support organizations 
that help entrepreneurs described in Chapter 29. Still, not everything is as easy 
as it may look, and this is illustrated in Chapter 30 in an analysis of investment 
in a local airport. The investment as such may be environmentally friendly, as it 
reduces the need for transportation of goods and people to a more remote 
airport, but it will also increase air transport compared to what would otherwise 
be the case, which may be negative from an environmental point of view.  
 This shows that the situation for development can be driven and controlled 
by society and new attitudes due to new knowledge. This can provide 
opportunities for new businesses, but can also be a threat to old ones. For 
instance, the coal industry in the UK has been more or less closed down, while 
the wind power business has grown tremendously in northern Germany and 
Denmark, creating several new large companies, e.g. Vestas. In Sweden, biogas 
production has shown a large increase over the last 10 years, and this has 
provided the space for several new companies, manufacturing plants, and new 
business models. In one model, the manufacturer operates the plants and sells 
the gas to a distribution company, which guarantees to buy a specified amount 
of gas per year over many years. 
 For the future there is a need to develop new business models that can handle 
integration of new unstable power sources like wind and solar power, but also 
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new types of demands, such as charging of electric vehicles. The new business 
models will need new technologies that can automate the operations to 
implement these. A much stronger interactivity between supply and demand will 
need development of better IT solutions to efficiently transfer and use the large 
amounts of useful data will link supply and demand. 
 Higher fossil fuel prices will drive a demand for their replacement, and this 
will push the development of electric and hybrid vehicles that use fuels such as 
biogas and ethanol, which in turn will drive the need for development of new 
technologies to produce methane. High temperature gasification of waste and 
biomass is a necessity here. The use of organic waste and new agricultural and 
forestry crops and residues will be another route to investigate. All these actions 
will need new directions from existing companies and provide opportunities for 
new companies to enter the energy market sector. It would be very interesting 
for energy researchers to work with economists both to make this development 
as efficient as possible, and to learn more about the industrial renewal process 
itself. 
 
Epilogue 
 
Our exposition identifies a need for further research into classical problems such 
as how to best exploit new ideas in established firms when the venture idea does 
not fit the company or cannot be integrated, as well as how to infuse new 
approaches and attitudes into going concerns.  
 We have seen that the context for industrial renewal has changed. As 
globalization has continued, markets have extended and become more efficient, 
and it has become unsustainable to spread one‘s resources thinly and be one of 
many competitors in the market that one serves. One has to be one of the best, 
and this fact has forced companies to focus on the part of the value chain that 
they consider themselves best suited to serve.  
 This in combination with more efficient markets has shifted much of the 
resource transfer from mature products to new products from the internal capital 
market of companies to the external capital market where venture capitalists 
have come to play an important role. This downsizing of diversified companies 
has meant that individual companies in many industries have become more 
dependent on other firms due to reduced control over the activity chains in 
which their production processes are embedded. Thus, new roles have to be 
defined, and new places in the activity chain have to be negotiated when the 
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value chain becomes a value constellation, and with this new problems appear, 
e.g. when calculating cost and prices of goods and services.  
 There are many examples of major inventions that have not become 
innovations due to a lack of suitable infrastructure, or incompatibility with the 
dominant value system. These dimensions of the business context are important 
for understanding industrial renewal processes and the outcomes of industrial 
renewal. For instance, what is the role of the characteristics of industrial 
networks, geographical distance, the labour market, and the institutions of 
society in such renewal processes? 
 During the last 30 years, research on small businesses and entrepreneurship 
has seen a revival partly due to the declining dominance of major companies, 
partly due to studies in the U.S. (Birch, 1981, 1987) and other countries, 
showing that most new jobs are created in small and new private companies. 
However, although much research has been carried out, little is known of what 
makes an entrepreneur and why some individuals become entrepreneurs. 
Entrepreneurship research in the field of economics and business studies has 
largely focused on how to support entrepreneurs, and has a tendency to black-
box the actual entrepreneur. 
 The conclusions listed in this chapter predominantly advocate empirical 
research to create better understanding of various aspects of industrial renewal. 
The need for more in-depth process research is emphasized in order to further 
develop theory and practice.  
 There is no question that we are living in an interesting time. As a hundred 
years ago electricity transformed old industries and created new ones, now 
computer software is changing the way new products, processes, and structures 
are created and turn into innovations by being brought to use, making new areas 
of fundamental research possible, e.g. in life sciences and nanotechnology, and 
changing the way we communicate and live our lives. Software is being 
incorporated into more and more products, increasing the competition between 
firms based on software features in production and in goods and services. It 
makes new approaches possible in innovation projects such as open source and 
global real-time cooperation, and creates possibilities for new business models. 
It changes the way companies are organized and controlled, and how they 
innovate and compete. It affects the labour market, the capital market, 
intellectual property rights, the location of industries, and the distribution of 
income. It influences migration and population development, and provides new 
opportunities as well as new difficulties and tensions. This is the shape of the 
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world we live in, and research on industrial renewal can provide tools for both 
understanding and coping with these new conditions. 
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