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ABSTRACT. As an organisational fail-
ure may teach more than an organisation-
al success, this article describes the failed
foreign investments of two Finnish state-
owned enterprises (SOEs), namely Sone-
ra and Stora Enso. In 2000, Sonera ac-
quired a mobile phone licence in Germa-
ny and Italy for USD 4,000 million. Two
years later, it turned out that the licence
was worthless. In turn, Stora Enso ac-
quired an American paper firm for USD
5,000 million in 2000, but seven years lat-
er Stora Enso sold this US unit at a loss of
USD 2,000-3,000 million. These two cases
reveal that the major reason for these fail-
ures was the inability of SOE management
to predict business development. Other
major reasons for failure were the conflict-
ing motives of the management and the
company (the main shareholder), and in-
adequate state control. Passive control of
the state may encourage SOE management
to exercise adventurous investment poli-
cies and take major risks. In Sonera’s case,
unrealistic risk taking led to serious finan-
cial difficulties, and finally, to a forced sale
of the entire group to Telia, the Swedish
telecom company. Stora Enso’s stronger fi-
nancial position saved it from an organ-
isational failure. A lesson to policy-mak-
ers: a responsible minister and the minis-

ter’s subordinates should exercise a more
active ownership policy and keep the polit-
ical interests of his/her party subordinate
to the strategic interests of the state. Recent
public discussion on SOE governance in
Finland reveals that the Finnish Govern-
ment still experiences difficulties in fully
digesting the wisdom of the OECD Guide-
lines of Corporate Governance of State-
Owned Enterprises.
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AHHOTAIIWS. Heyoaunuwiii onvim cmornb
JHe yeHeH, KaK U onvim ycneuinviii. B amoii
cmampe 6y0ym paccmompenvl npumepo
08yX (PUHCKUX 20CYOAPCMBEHHDIX Nped-
npusmuil, a umenHo Sonera u Stora Enso.
B 2000 200y Sonera npuobpena nuveH3uio
HA NPOU3B00CIBO MOOUNLHBIX MeNePOHOB
8 Iepmanuu u Umanuu 3a 4 munnuapoa
donnapos CIIIA. J]sa 200a cnycmst BvisACHU-
JI0Cb, MO NUUeH3Uus bvina becnonesHoti. B
c6010 ouepedv, Stora Enso npuobpena ame-
PUKAHCKYI0 OYMANHYIO0 pupmy 3a 5 mus-
nuapoos donnapos CIIA 6 2000 200y, Ho
cnycms cemv nem Stora Enso npodana amo
amepukarckoe noopasoesnexue ¢ yovimkom
6 2-3 Munnuapoa amepuKaHckux 0onnapos.
Amu 0ea cnyuas nokasvléarom, umo oc-
HOBHOUI NPU4UHOLL Heyoau Oviia Hechocoo-
HOCMb  PYK0800CMEa  20cydapCmeeHH020
NpeOnpuAMUS NPOZHO3UPOBAMY PA3BUMIUE
6usneca. JIpysumu 0cHOBHbIMU NPUHUHAMU
Heyoauu A6IANUCL HeOOCMAMOUHbILL 20Cy-
dapcmeenHbIli KOHMPOny, 4 makie pas-
JU4HOe 6uUdeHUe NepcneKmuebl co cmopo-
HbL PYKOBOOCEA U OCHOBHO20 AKUUOHEPA.
Ilaccuenbiii eocydapcmeeHHblli KOHMPOTb
MOdHcerm nobyoums pykosoocmso npeonpu-
SAMUST OCYUECMBTIAMD ABAHIMIOPHbLE UHBe-
CIULUOHHDIE CIpamezuu U NPUHUMAMD
cepvestvie pucku. B crnyuae c Sonera pucko-
8anHoe nosedeHue NPUBENO K CEPbe3HLIM

PUHAHCOBLIM MPYOHOCMAM U, HAKOHEY, K
npuHyoumenvHoti npoodice eceti 2pynnol
1Be0CKOLl MeNeKOMMYHUKAUUOHHOT KOM-
nanuu Telia. Bonee cunvHoe ¢unarcosoe
nonoxenue Stora Enso cnacno ee om opea-
HU3auuoHHoU Heyoauu. Hanuyo ypok ons
NOMUMUKOB: OMBemMCMBeHHbITT MUHUCMD,
KAk u e20 noO4uHeHHble, 00MHHDL NPOBO-
Oumv 6osiee aKMuUBHy10 NOTUMUKY, COOM-
HOCA ynpasneHue COOMBEMCIBYIOUUMU
20¢y0apcmeeHHbIMU  NPeONPUSMUAMUY  CO
cmpamezudecKUM UHMepecamu 2ocyoap-
cmea. Hedasusas nyonuunas OUCKYCCUs
0 eocydapcmeentom ynpasnenuu 6 Dun-
JIAHOUYU NOKA3blédem, 4mo (PuHcKoe npa-
BUMENLCINBO NO-NPENCHEMY UCHbIMbIBAEM
MPYOHOCMU C NOTHBIM NePeOCMbICTIEHUEM
Pyk0600s14ux NPUHHUNOE KOPNOPAMUEHO-
20 ynpaenenus OICP eocydapcmeeHHvimu
npeonpusTmusIMu.

K/ITIOYEBBIE CJIOBA: unocmpanHoie
uHeecMuyuY, PuHcKue 20cyoapcmeenHoie
npeOnpusmMus, OpeaHU3AYUOHHDLE Npo-
a1, 20cy0apcmeeHHblil KOHmMponv, Sonera,
Stora Enso, Fortum

1A OUTUPOBAHUA: Jlnyxto K.
(2018). Ypokm OpraHM3alMOHHOTO IPO-
Bajda MHOCTPAHHBIX MHBECTULMIL OIBIT
IBYX (PMHCKMX TOCYHapCTBEHHBIX IIpef-
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upusatnit. Kowmyput enobanvhoix mparc-
dopmayuii: nonumuxa, IKOHOMUKA, Npa-
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Aemop Onazooapum z-na Teemy Vmeno-
JIUHHA 30 €20 NOMOUWLb 8 N0020MoBKe HA-
cmosuel crmamou.

Finland became a capital exporting
country in the second half of the 1990s, i.e.
after the country joined the EU in 1995.
Finnish firms have invested more than
USD 5,000 million overseas annually since
1997, excluding the years 2003-2005 and
2013-2015 (Figure 1). At the end of 2016,
Finland’s accumulated outward foreign

direct investment (FDI) stock exceeded
USD 120,000 million. Finland’s total out-
bound FDI stock was valued at approxi-
mately USD 25,000 million more in 2012
than four years later. The escalation of the
Ukrainian crisis may partially explain the
drop in 2015, i.e. part of Finnish indirect
investment to Russia had returned home
or the value of these investments to Russia
may have decreased (Figure 2).
Traditionally, Sweden has been the
main target of Finnish outward FDI. At
the end of 2016, Sweden represented a
quarter of Finland’s accumulated FDI
stock. The Netherlands follows Sweden
with a share exceeding 15%. The Nether-
lands serves as a good example of a statis-
tical illusion, as a high volume of Finnish
FDI in the Netherlands has been invested
further into another country’. The USA

Figure 1. Annual FDI outflow from Finland 1980-2016 (USD million)
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Source: Foreign direct investment. Statistical Service of United Nations Conference on Trade and Development. 2017. URL: http://

unctadstat.unctad.org/EN/ (Accessed: 19.12.2017).

1 According to the Central Bank of the Netherlands, the Netherlands had received some EUR 400 million from Finland as of the end of
2016, whereas the Finnish statistics indicate that Finnish firms have invested in the Netherlands almost 50 times more, i.e. EUR 18,300
million. See: Balance of payments and international investment position. De Neterlandsche Bank. 2017. URL: https//www.dnb.nl/en/
statistics/statistics-dnb/balance-of-payments-and-international-investment-position/index.jsp (Accessed: 19.12.2017); Statistics Finland.
Statistical databases. 2017. URL: http://tilastokeskus.fi/tup/tilastotietokannat/index_en.html (Accessed: 19.12.2017).
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Source: Foreign direct investment. Statistical Service of United Nations Conference on Trade and Development. 2017. URL: http://
unctadstat.unctad.org/EN/ (Accessed: 19.12.2017).

accounts for 6.3% and Germany repre- talled over USD 7,500 million, where-
sents 1.9% of Finnish investment abroad.  as four years later it valued slightly above
Since 2005, the share in Germany in Fin-  USD 2,000 million?. However, growth will
land’s total outbound FDI has dramatical- ~ be rapid in the foreseeable future, since
ly decreased (Table 1). the Finnish state-owned power utility For-

The Finnish FDI stock in Germany has ~ tum will complete its acquisition of Ger-
also declined in absolute terms. Attheend =~ man Uniper in 2018, and this single invest-
of 2012, the Finnish FDI in Germany to- ment will lift the Finnish FDI in Germa-

2005 2010 2015 2016
Germany 7.2 4.6 22 1.9
USA 83 7.6 8.8 6.3

Source: Statistics Finland. Statistical databases. 2017. URL: http://tilastokeskus.fi/tup/tilastotietokannat/index_en.html (Accessed:
19.12.2017).

2 Statistics Finland. Statistical databases. 2017. URL: http://tilastokeskus.fi/tup/tilastotietokannat/index_en.html (Accessed: 19.12.2017).
3 Outward investments have a tendency to follow export flows. However, Germany's share in Finland's exports is clearly higher than Ger-
many’s share in Finland's outward FDI stock and its export share has grown, unlike Finnish direct investment to Germany. In 2005, Germany
accounted for 10.6% of Finland's total exports. In 2016, Germany's share was 13.2%. The respective shares for the USA were 5.8% and 7.6%.
See: Statistics Finland. Statistical databases. 2017. URL: http://tilastokeskus.fi/tup/tilastotietokannat/index_en.html (Accessed: 19.12.2017).
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ny by USD 4,000-9,500 million*, provided
this investment is not conducted via any
capital transit country, such as the Neth-
erlands®.

Fortum’s mega investment in Germany
has engendered bitter memories of the un-
fortunate investment of state-owned tele-
com firm Sonera in Germany and a failed
investment of state-owned paper firm Sto-
ra Enso in the USA at the beginning of the
millennium. But is Fortum’s investment
comparable with these two notorious in-
vestment projects? And can other state-
owned enterprises or policy-makers learn
something from the failed foreign invest-
ments of these two Finnish state-owned
enterprises?

This article presents two short stories of
the failed foreign investment of two Finn-
ish state-owned enterprises. These two in-
vestments are regarded as two of Finland’s
most unsuccessful business ventures ever®.
This article utilises earlier theoretical find-
ings on the internationalisation of state-
owned enterprises and failed foreign in-
vestments, plus published material on the
foreign investments of Sonera and Stora
Enso to draw the conclusions at the end of
the article.

The conclusions of this article are based
on earlier analyses of these two foreign in-
vestments. The author has not attempted

to collect empirical data from the compa-
nies for two main reasons: 1) the compa-
nies were extremely reluctant to divulge
information about their failed operations.
In fact, it became apparent during the re-
search process that the company manage-
ment may even have tried to conceal the
failure-related information; and 2) near-
ly two decades have passed since these in-
vestments were made, and such a time dif-
ference may endanger the reliability of the
views of the (then) company directors, and
moreover, most of these directors have al-
ready retired and some of them have even
passed away.

2.1. INTERNATIONALISATION
OF STATE-OWNED ENTERPRISES
Mazzolini, Vernon, Negandhi et al. and
Anastassopoulos et al. can be regarded as
the early pioneers of research into the in-
ternationalisation of state-owned enter-
prises (SOEs) (Mazzolini, 1979; Mazzo-
lini, 1980; Vernon, 1979; Vernon, 1984;
Negandhi et al., 1986; Anastassopoulos
et al., 1987)". Vernon puts the SOEs in-
to a historical (biblical) context, when he
wrote: “state-owned enterprises, it is safe
to assume, have existed for as long as the

4 Steiz C, Rosendahl J. Fortum to launch $9.5 billion bid for German utility Uniper. Reuters. September 26, 2017. URL: https://
www.reuters.com/article/us-uniper-m-a-fortum-bid/fortum-to-launch-9-5-billion-bid-for-german-utility-uniper-idUSKCN1C12VS
(Accessed: 20.12.2017); Luukka T. Energiayhtio E.on hyvaksyi lopullisesti Fortumin lahes 4 miljardin euron ostotarjouksen Uniperista,
Helsingin Sanomat. January 8, 2018. URL: https://www.hs.fi/talous/art-2000005517291.html (Accessed: 09.01.2018); Energiayhtio E.
ON hyvaksyi Fortumin ostotarjouksen Uniperin osakkeista — kaupan arvo 3,76 miljardia. YLE uutiset. January 8, 2018. URL:https://yle.
fi/uutiset/3-10012360 (Accessed: 09.01.2018).

5 Liuhto K. The Netherlands and the Baltic Sea region (BSR). Presentation, November 11, 2017. URL: https://www.researchgate.net/
publication/320988687_The_Netherlands_and_the_Baltic_Sea_region_BSR (Accessed: 09.01.2018).

6 Miettinen A. 10 pahinta bisnesmokaa. Helsingin Sanomat. April 6, 2014. URL: https://www.hs.fi/sunnuntai/art-2000002722095.
htm! (Accessed: 23.12.2017).

7 According to the OECD definition, any corporate entity recognised by national law as an enterprise, and in which the state ex-
ercises ownership, should be considered as a state-owned enterprise (SOE). However, there are some limitations to such a broad
definition. For example, entities in which the government holds equity stakes of less than 10% that do not confer control and do
not necessarily imply a long-term interest in the target company, held indirectly via independent asset managers such as pension
funds, should not be considered SOEs. Moreover, entities which are owned or controlled by a government for a limited duration
arising from bankruptcy, liquidation, conservatorship or receivership, should not be considered SOEs either. See: OECD Guidelines
on Corporate Governance of State-Owned Enterprises. 2015. URL: http://www.oecd ilibrary.org/docserver/download/2615061e.
pdf?expires=1513803336&id= id&accname=guest&checksum=9CAE5A00C469163C8F0TFF6F2A111327 (Accessed: 20.12.2017).
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states themselves. Joseph's grain speculations
in Egypt were certainly not the first of these
undertakings — and quite obviously not the
last” (Vernon, 1984, p. 7).

Today, SOEs represent approximately
one tenth of GDP globally (Bruton et al.,
2015) and a similar proportion of global
cross-border acquisitions (Li, Xia, 2017).
Kalotay (Kalotay, 2017) estimates that ap-
proximately 1,500 state-owned multina-
tionals operate in the world (Table 2).

Kalotay aptly asks whether state-owned
multinationals are an emerging phenome-
non in today’s global business. Due to the
expansion of SOE internationalisation, it
comes as no a surprise that SOEs have al-

Home economy ’::";':: S?o/aoge
European Union 420 28.7
Sweden 49 33
France 45 3.1
Italy 44 3.0
Germany 43 29
Belgium 33 23
Portugal 26 1.8
Slovenia 24 1.6
Austria 23 1.6
Finland 23 1.6
Poland 21 1.4
Spain 19 13
Netherlands n 0.8
Croatia 10 0.7
Other developed Europe

Norway 32 22
Switzerland 20 1.4
Other developed economies

New Zealand 24 1.6
Canada 18 1.2
Japan 6 0.4

ready faced resistance from host countries
(Li et al., 2014). For example, Kuznetsov
notes that US protectionism against for-
eign state-controlled companies could be
one of the most cogent explanations of the
reluctance of Russian SOEs to invest in the
USA (Kuznetsov, 2017).

Nearly 40 years ago, Mazzolini wrote
that “state ownership reduces the chance
that a company will expand abroad” (Maz-
zolini, 1979, p. 26). Majocchi and Strange
reached the same conclusion some 35
years later when they wrote that state
ownership in companies based in ad-
vanced economies results in less interna-
tional diversification (Majocchi, Strange,

Home economy ::;'2‘::: S:L/aoge
Developing Asia

China 257 17.5
Malaysia 79 54
India 61 42
United Arab Emirates 50 34
Republic of Korea 33 2.3
Singapore 29 20
Qatar 27 1.8
Kuwait 22 1.5
Indonesia 13 0.9
Saudi Arabia 13 0.9
Africa

South Africa 55 3.8
Egypt 14 1.0
Zimbabwe 9 0.6
Latin America and Carribean

Brazil 12 0.8
Colombia 5 0.3
Economies in transition

Russian Federation 51 3.5
Serbia 22 15

Source: (Kalotay, 2017, p. 8).



OUTLINES OF GLOBAL TRANSFORMATIONS

VOLUME 11, NUMBER 1, 2018

2012). However, the aforementioned con-
clusion does not receive unreserved sup-
port in the context of emerging and tran-
sition economies. For example, PwC dis-
covered that SOEs play an extremely im-
portant role in the overall international-
isation of Chinese corporations®. Liuhto
has observed the same in a Russian con-
text (Liuhto, 2017).

Shapiro and Globerman suggest that
a clear distinction should be made be-
tween SOEs from developed countries and
those from emerging and transition coun-
tries (Shapiro, Globerman, 2012). Firstly,
there are relatively few SOEs from devel-
oped countries that operate in global mar-
kets and, secondly, the majority of them
seem to be driven by commercial goals. In
turn, SOEs from emerging and transition
economies are more frequent and are often
part of an explicit state strategy linked to
national goals, notably in the energy and
technology sectors.

The argument of Shapiro and Glober-
man on the scarcity of state-owned mul-
tinationals from developed countries
may be true in North America, but in
the EU, state-owned multinationals play
a certain role in the international activ-
ities of multinational corporations (Sha-
piro, Globerman, 2012). All in all, UNC-
TAD data suggests that at least one third
of the globe’s state-owned multinationals
are based in developed countries (Table
2). Despite the aforementioned statistical
fact, empirical research on SOE interna-
tionalisation in the context of the devel-
oped countries is scant (Cuervo-Cazurra
et al., 2014). The author was able to find
just two relevant empirical studies in a
developed country context. Firstly, Knut-
sen et al. analysed the FDI of Norwegian
firms and their analysis suggests that Nor-

wegian SOEs invest relatively more than
Norway’s private sector firms in countries
with high a level of corruption and weak
rule of law (Knutsen, Ryghand, Hveem,
2011)°. Secondly, Majocchi and Strange
studied 80 Italian firms and observed that
state ownership in companies resulted in
less international diversification (Majoc-
chi, Strange, 2012).

If empirical studies on SOE interna-
tionalisation in a developed country con-
text are rare, numerous contributions in an
emerging and transition country context
can be found. Already two decades ago, Cai
found several motives for Chinese SOEs to
invest abroad (Cai, 2012). Wang et al. ob-
served that state ownership is more fre-
quently reflected in resource-seeking than
market-seeking motives in Chinese com-
panies (Wang et al., 2012). In addition to
resource-seeking, Ramasamy et al. found
that Chinese SOEs are more prepared to
invest in risky political environments than
the country’s private sector firms (Rama-
samy et al., 2012). Duanmu arrived at the
same conclusion, when they studied nearly
900 greenfield foreign investments by Chi-
nese firms (Duanmu, 2014).

Cui and Jiang discovered that Chinese
companies with high state ownership tend
to prefer joint ownership ventures (Cui, Ji-
ang, 2012). Similarly, Meyer et al. observed
that Chinese SOEs use more acquisitions
than China’s private sector firms in execut-
ing their internationalisation (Meyer et al.,
2014).

Liang et al. studied over 2,000 Chi-
nese firms and identified two types of state
control that influence the globalisation of
SOEs, namely state ownership control and
executives’ political connections. When
studying over 1,500 Chinese-owned sub-
sidiaries (Liang et al., 2014), Pan et al. dis-

8 State-Owned Enterprises: Catalysts for public value creation? PwC. 2015. URL: https.//www.pwc.com/gx/en/psrc/publications/

assets/pwc-state-owned-enterprise-psrc.pdf (Accessed: 21.12.2017).

9 This finding from Norway is supported by the Chinese data (e.g. Ramasamy et al,, 2012; Duanmu, 2014).
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Foreign policy agent Trojan hourse

Foreign policy value creation

Foreign aid Business venture

Profitability

covered that state ownership and political
connections moderate the relationship be-
tween the foreign institutional environ-
ment and the level of ownership of foreign
subsidiaries (Pan et al., 2014).

Choudhury and Khanna analysed
around 40 Indian state-owned laborato-
ries and noticed that these organisations
internationalise in order to reduce gov-
ernment control (Choudhury, Khanna,
2014). Tepavcevic stresses that the mo-
tives of Russian SOEs vary depending on
the location of the outward investment,
and the state’s interests may be fulfilled
as an unintentional outcome (Tepavcev-
ic, 2015).

Allin all, Child and Rodrigues propose
that the extension of traditional interna-
tionalisation theories is due to the signif-
icant role of the state in the internationali-
sation of Chinese firms (Child, Rodrigues,
2005). Inspired by earlier findings on SOE
internationalisation, the author developed
a typology that takes into account the in-
ternationalisation of SOEs. By using two
dimensions of SOE internationalisation,
namely foreign policy value creation and
profitability, the researcher designed the
matrix below (Table 3).

An SOE with foreign policy motives
dominating its internationalisation could
be called a “foreign policy agent. On the
other hand, if economic motives are the
main driver of internationalisation, such
an SOE could be called a ‘business ven-
ture’ If neither foreign policy nor prof-
itability guide an SOE’s internationali-
sation, this type of SOE internationali-
sation could be characterised as ‘foreign
aid’ Finally, if both the foreign policy ob-
jectives and economic goals shape the in-
ternational activities of an SOE, its in-
ternationalisation could be called a “Tro-
jan horse’ It is important to note that for-
eign policy and economic goals may have
varying weight in the international oper-
ations of a “Trojan horse’ over time, and
sometimes the underlying political mo-
tives can be hidden, even from the SOE
management.

To sum up, the literature on SOE inter-
nationalisation suggests that the majority
of SOEs from developed countries fell in
the category of ‘business venture, whereas
a greater proportion of SOEs from emerg-
ing and transition countries could be
called “foreign policy agent’

2.2. AFAILURE IN INTERNATIONAL
BUSINESSES

A market exit (withdrawal), divest-
ment, bankruptcy or business closure is
often considered to be a failure. However,
a failure is a much more complex concept,
since even a business closure does not nec-
essarily mean a failure, as an owner may
travel elsewhere, retire or he/she may have
found more attractive entrepreneurial op-
portunities when an entrepreneur quits
an active business (Watson, Everett, 1996;
Cope, 2011). Coad gives an illustrative ex-
ample as to why a closure should not al-
ways be considered to be a failure. Co-
ad takes an old organisation as an exam-
ple. The firm was established already in
the year 578, and finally in 2006 it went in-
to bankruptcy. Coad appropriately notes



OUTLINES OF GLOBAL TRANSFORMATIONS

VOLUME 11, NUMBER 1, 2018

that an organisational failure is not the
best term to describe the entire operation-
al life of 1,400 years of this particular com-
pany, even if its last moments may have
contained certain aspects of failure (Co-
ad, 2014).

In general, a failure constitutes a re-
sult that is significantly below the desired
organisational outcome. Moreover, a fail-
ure causes considerable loss to a firm and
its owners. A failure can be caused by an
avoidable human error as well as unavoid-
able external factors, such as force majeure
(Cannon, Edmondson, 2001; Cardon et
al., 2011). Watson and Everett created
five categories of failure: 1) ceasing to ex-
ist (discontinuance for any reason); 2) clo-
sure or a change in ownership; 3) filing for
bankruptcy; 4) closure to limit losses; and
5) failing to reach financial goals (Watson,
Everett, 1996).

In the context of international busi-
ness, the term ‘de-internationalisation’ is
sometimes used to describe a failure. If
a firm withdraws completely from inter-
national activities, the action can be de-
scribed as a full de-internationalisation.
However, a partial de-internationalisa-
tion may also occur and may take sever-
al forms. For example, a firm may reduce
its operations in a given market or it may
withdraw completely from that market
but leave its operations in other foreign
markets untouched. Moreover, a partial
de-internationalisation can manifest as
a sell-off or closure of a foreign subsid-
iary. Furthermore, a partial de-interna-
tionalisation can be reflected as a volun-
tary reduction of an ownership stake in
a foreign venture or a forced sale pushed
by local authorities (Benito, Welch, 1997).
Even when dealing with the term ‘full de-
internationalisation, it does not necessar-

ily mean that a firm will close its activities
in the home market. In other words, even
a full organisational failure abroad does
not automatically lead to an organisation-
al failure at home as long as foreign oper-
ations do not determine the destiny of the
given firm.

Sharma and Mahajan have described
an organisational failure process. In their
model, unprofessional management leads
to errors in strategic planning and the im-
plementation of company strategy, caus-
ing a considerable decline in performance
(Sharma, Mahajan, 1980). On the other
hand, the decline could be caused by un-
precedented and unpredicted events in a
firm’s external business environment. If
poor performance continues for an ex-
tended period it will eventually lead to
failure if no corrective measures are tak-
en or the corrective measures themselves
fail.

3.1. SONERA’S ODYSSEY IN GERMANY
AND ITALY

The Sonera annual report of 1999 de-
scribes the company as follows: “Sonera is
an international forerunner in mobile com-
munications and a Smart Partner in the
development of mobile-based services and
applications™. In 1999, the corporation’s
turnover was around USD 2,000 million,
it employed over 9,000 people and the cor-
poration was highly profitable; its prof-
it-revenue ratio was approximately 20%.
The Finnish State owned nearly 60% of the
company'’.

In 2000, the Finnish telecom compa-
ny Sonera bought the third-generation
mobile phone license known as ‘UMTS’

10 Sonera Annual Report 1999. URL: https://www.teliacompany.com/globalassets/telia-company/documents/reports/1999/annu-

al-report/sonera-annual-report-1999-en.pdf (Accessed: 21.12.2017).

11 Ibdem.
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in Germany and Italy for approximate-
ly USD 4,000 million. Commissioning of
the new technology was delayed and Sone-
ra did not have sufficient funds to invest in
the telecommunications network and ser-
vices. Two years later, Sonera management
admitted that this investment had become
worthless. The investment worsened the
financial position of Sonera considerably
and the company finally drifted into the
hands of Telia, the Swedish state-owned
telecom company'.

The analysts concluded that the main
reasons for this failed investment were
unprofessional and arrogant manage-
ment and the company’s inability to as-
sess market development and market
risks. Moreover, the management and
main shareholder invested too much trust
in the advice of two American invest-
ment banks, namely Goldman Sachs and
Lehman Brothers. In addition to errors
on the part of the management, board
of directors and advisors, the investment
was too large compared to the company’s
own financial resources; the investment
was twice the company’s annual turnover
and ten times the company’s annual prof-
its. Besides, there was a major imbalance
between the management’s own risks and

the company’s risks. In other words, the
management did not play with its own
money but with the state company’s mon-
ey. Finally, inadequate control by the
main shareholder (the Finnish Govern-
ment"), made it possible for such an ad-
venturous investment to take off'. None
of the responsible managers were fired.
On the contrary, the vice-CEO responsi-
ble for Soneras internationalisation was
nominated as CEO a few months after the
UMTS deal was completed. However, he
served as CEO for only six months be-
cause he then resigned for ‘personal rea-
sons’ (Kuisma, Seppénen, 2015).
Hindsight offers the worst form of wis-
dom. It could be argued that this foreign
investment is the worst investment ever
made by a Finnish SOE in the country’s
100-year history®. Sonera bought air, i.e.
a worthless licence, for USD 4,000 mil-
lion. Thus, each Finnish citizen contribut-
ed USD 1,000 to this investment. In 2000,
the total revenues of the Finnish State
amounted to USD 40,000 million'.

3.2.STORA ENSO’S (AD)VENTURE
IN THE USA

At the turn of the millennium, Stora
Enso was one of the leading paper man-

12 Failed German Sonera deal haunts Finns. The Baltic Times. August 22, 2002. URL: https://www.baltictimes.com/news/ar-
ticles/6833/ (Accessed: 28.12.2017); Kapanen A. Sonera pudotti Saksaumts-lisenssin arvon nollaan. Taloussanomat. July 25, 2002.
URL: https://www.is.fi/taloussanomat/art-2000001367791.html (Accessed: 28.12.2017); Soneran umts-kaupat. Helsingin Sanomat.
April 6, 2014. URL: https://www.hs.fi/sunnuntai/art-2000002722042.htm! (Accessed: 21.12.2017); Juuso T-M. Suomen katastrofaa-
lisin kauppa: “Jokainen suomalainen lahjoitti saksalaisille tuhat euroa” Kaleva. March 8, 2015. http://www.kaleva.fi/uutiset/talous/
suomen-katastrofaalisin-kauppa-jokainen-suomalainen-lahjoitti-saksalaisille-tuhat-euroa/691532/ (Accessed: 21.12.2017); Telia's
management was intelligent enough to withdraw from the UMTS tender, in which Sonera in turn wasted its fortune and future
(Kuisma, Seppdnen, 2015).

13 During the UMTS deal, Olli-Pekka Heinonen was the responsible minister and Paavo Lipponen Prime Minister of Finland. In 2001,
Heinonen resigned from his ministerial position and withdrew from national politics. See: (Kuisma, Seppanen 2015).

14 Martikainen T. Kohupankit Soneran UMTS-emdmokan takana. Taloussanomat. February 22, 2013. URL: https://www.is.fi/talous-
sanomat/art-2000001787543.html (Accessed: 21.12.2017); Soneran umts-kaupat. Helsingin Sanomat. April 6, 2014. URL: https://www.
hs.fi/sunnuntai/art-2000002722042.html (Accessed: 21.12.2017); Juuso T-M. Suomen katastrofaalisin kauppa: “Jokainen suomalainen
lahjoitti saksalaisille tuhat euroa” Kaleva. March 8, 2015. http://www.kaleva.fi/uutiset/talous/suomen-katastrofaalisin-kauppa-jokain-
en-suomalainen-lahjoitti-saksalaisille-tuhat-euroa/691532/ (Accessed: 21.12.2017).

15 Miettinen A. 10 pahinta bisnesmokaa. Helsingin Sanomat. April 6, 2014. URL: https://www.hs.fi/sunnuntai/art-2000002722095.
html (Accessed: 23.12.2017); ); Juuso T-M. Suomen katastrofaalisin kauppa: “Jokainen suomalainen lahjoitti saksalaisille tuhat euroa”.
Kaleva. March 8, 2015. http://www.kaleva.fi/uutiset/talous/suomen-katastrofaalisin-kauppa-jokainen-suomalainen-lahjoitti-saksal-
aisille-tuhat-euroa/691532/ (Accessed: 21.12.2017).

16 Valtion tulot ja menot. Veronmaksajain keskusliitto. 2017. URL : https.//www.veronmaksajat.fi/luvut/Tilastot/Julkinen-talous/
Valtion-tulot-ja-menot/ (Accessed: 22.12.2017).
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ufacturers in the world, and the corpora-
tion wanted to strengthen its global posi-
tion by acquiring a unit in the USA, which
is the largest paper market in the world.
In 1999, Stora Enso’s sales exceeded USD
10,000 million, the corporation employed
over 40,000 people and its operating prof-
it was 13%. The largest shareholder in Sto-
ra Enso was the Finnish State with an 18%
stake'”.

In 2000, Stora Enso acquired Consol-
idated Papers, a US paper company, for
USD 5,000 million'®. The acquisition price
was nearly 70% higher than the market
value of the company. A day after the ac-
quisition was published, Stora Enso’s stock
price dropped by 15% (Kuisma, Seppinen,
2015). Seven vyears later, Stora Enso sold
this American unit at an estimated loss of
USD 2,000-3,000 million. The weakening
of the USD exchange rate against the Euro
deepened the loss in Euro terms (Koulum-
ies, 2010)%.

The experts have concluded that the
main reason for this failure was the in-
ability of the management and board
of directors to predict the market de-
velopment and accurately assess the re-
al state and value of the acquisition tar-
get. It must be stressed here that the prof-
itability of the acquired company was de-
teriorating due to harshening competi-
tion from Asian competitors years before
the deal was made. At least two Ameri-

can investment bankers, namely Salo-
mon Smith and Barney, later Citibank
and Goldman Sachs, were actively in-
volved as advisors behind this deal (Kou-
lumies, 2010)%. Some analysts argue that
Stora Enso’s executive management con-
centrated more on raising its own man-
agerial value than the value of the com-
pany. The CEO who orchestrated the
deal continued in his position until 2007,
when he retired with a golden pension,
i.e. USD 60,000 per month?'. Stora Enso’s
(ad)venture in the USA has been regard-
ed as the second worst business error by a
Finnish firm*. Kuisma and Seppénen ar-
gue that none of Finland’s major corpora-
tions have ever succeeded in the US mar-
ket (Kuisma, Seppénen, 2015).

Despite the failure of the aforemen-
tioned acquisition, Stora Enso is still one
of the world’s major paper manufacturers.
In 2016, the corporation had a presence
in over 30 countries, its sales were around
USD 10,000 million and it had around
25,000 employees®.

Perhaps the main lesson of this unfor-
tunate foreign investment is that any cor-
poration could take major risks and some-
times these risks may materialise. Howev-
er, it is essential that a company’s financial
position is capable of withstanding the in-
vestment failure, be it either in the home
market or abroad.

17 Stora Enso Annual Report 1999. URL: http://web.lib.hse fi/FI/yrityspalvelin/pdf/1999/Estoraenso1999.pdf (Accessed: 22.12.2017).
18 Deutsch C. H. Another Big Paper Company Acquisition. New York Times. February 23, 2000. URL: http://www.nytimes.
com/2000/02/23/business/another-big-paper-company-acquisition.html (Accessed: 22.12.2017).

19 Vaahtio J. Tima meni pieleen Stora Enson Amerikan-harharetkelld. /lta-Sanomat. July 13, 2010. URL: https.//www.is.fi/kotimaa/
art-2000000058119.html (Accessed: 21.12.2017).

20 Vaahtio J. Tama meni pieleen Stora Enson Amerikan-harharetkelld. llta-Sanomat. July 13, 2010. URL: https://www.is.fi/kotimaa/
art-2000000058119.html (Accessed: 21.12.2017); Stora Enson Amerikan valloitus ajoitettiin mahdollisimman vaarin. YLE uutiset. July
14,2010. URL: https://ylefi/uutiset/3-5596674 (Accessed: 28.12.2017).

21 Stora Enson Consolidated Paper-kauppa. Helsingin Sanomat. April 6, 2014. URL: https:// www.hs.fi/sunnuntai/art-2000002722045.
htm! (Accessed: 22.12.2017).

22 Miettinen A. 10 pahinta bisnesmokaa. Helsingin Sanomat. April 6, 2014. URL: https.//www.hs.fi/sunnuntai/art-2000002722095.
htm! (Accessed: 23.12.2017).

23 Progress Book: Part of Stora Enso's Annual Report 2016. URL: http://assets.storaenso.com/se/com/DownloadCenterDocuments/
Progress_Book_2016_ENG.pdf (Accessed: 21.12.2017).
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When compared with the OECD prin-
ciples of good SOE governance®, the Finn-
ish Government’s SOE governance seems
passive or even phlegmatic (Kuisma, Sep-
pénen, 2015) and such a governance cul-
ture still prevails®. Another weakness in
the Finnish Governments SOE gover-
nance would appear to be that the political
interests of ruling parties may sometimes
take precedence over the strategic interests
of the Finnish State®.

Finland’s SOE governance would re-
quire a comprehensive reform towards
strategic long-term thinking and more
active use of independent professionals,
including academics, in the SOE boards
of directors. In addition to a more active
ownership policy, the Finnish Govern-
ment should seek clarification regarding
what primarily motivates Finnish SOEs
to internationalise. Even if the Finnish
Government sees internationalisation of
Finnish SOEs solely as ‘business ventures)
the rest of the world may hold a differ-
ent view, which has even been acknowl-
edged by the current minister responsible
for state ownership in business and own-
ership control”.

Two stories of Finnish foreign invest-
ments reveal that the main reason for fail-

ure has been the inability of SOE man-
agement to predict future market devel-
opment. Another major reason for failure
has been the imbalance between the in-
terests/risks of SOE management and the
company (the state). As SOE management
usually has relatively little to lose, even in
the case of a major financial failure, such a
situation combined with inadequate con-
trol by the state may encourage SOE man-
agement to exercise ambitious investment
policies and take enormous risks. Sonera’s
odyssey in Central Europe is a good exam-
ple of such investment behaviour. Its huge
foreign investment — twice the size of its
annual turnover - led to an organisation-
al closure. Even if Stora Enso lost almost as
much in its American (ad)venture as So-
nera did in Central Europe, Stora Enso’s
investment was not excessive compared
to its turnover and, finally, its solid finan-
cial position saved the corporation from a
complete disaster. Thus, Stora Ensos Con-
solidated Paper investment can be regard-
ed as an investment failure, not an organ-
isational failure, which was the case with
Sonera. In fact, Stora Enso has continued
to operate in the North American market
despite the unsuccessful investment (Ta-
ble 4).

If Fortum is able to finalise its USD
9,500 million deal in full®), such a me-

24 OECD Guidelines on Corporate Governance of State-Owned Enterprises. 2015. URL: http://www.oecd ilibrary.org/docserver/
download/2615061e.pdf?expires=1513803336&id= id&accname=guest&checksum=9CAE5A00C469163C8FOTFFE6F2A111327 (Ac-
cessed: 20.12.2017).

25 Kuolleena syntynyt ajatus” — Lintild torjuu Helidvaaran kritiikin. Kauppalehti. December 22,2017. URL: https://www.kauppalehti.
fi/uutiset/uutinen/DvCt84Ge?ext=Itr&utm_source=Kauppalehti_Uutiskirje&utm_medium=email&utm_campaign=Kauppalehti_
Uutiskirje (Accessed: 22.12.2017).

26 It is important to recognise that the state’s interests are not homogeneous and stable because of changes in political power,
i.e. due to the election results (Kuisma 2016). See also: Omistaohjauksen jattavéa Helidvaara: “Poliittinen taho ei pysty olemaan eri-
nomainen omistaja porssiyhtiossa” Kauppalehti. December 22, 2017. URL: https://www.kauppalehti.fi/uutiset/omistajaohjauksen-
jattava-heliovaara-poliittinen-taho-ei-pysty-olemaan-erinomainen-omistaja-porssiyhtiossa/47u7rDP4 (Accessed: 22.12.2017).

27 Kuolleena syntynyt ajatus” — Lintild torjuu Helidvaaran kritiikin. Kauppalehti. December 22,2017. URL: https://www.kauppalehti.
fi/uutiset/uutinen/DvCt84Ge?ext=Itr&utm_source=Kauppalehti_Uutiskirje&utm_ medium=email&utm_campaign=Kauppalehti_
Uutiskirje (Accessed: 22.12.2017).

28 Atthe end of 2017, Fortum acquired 47% of Uniper with around USD 4,000 million (Taloussanomat 2017). By the time of finalising
the article (start of February 2018), Fortum has not managed to acquire the whole company, i.e. its investment is considerably lower
than USD 9,500 million. See: Eonin toimitusjohtaja: Fortum-Uniper-jérjestely on hyodyllinen molemmille. /lita-Sanomat. January 23,
2018. URL: https://www.is.fi/taloussanomat/porssiuutiset/art-200000553562 1.html (Accessed: 25.01.2018).
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Investing company Sonera Stora Enso
Industry Telecommunications Pulp and paper
Ownership of Finnish D oD
State 1999 57.6% 18.0%
Turnover 1999 Around USD 2,000 million Around USD 10,000 million
Profit 1999 Around USD 400 million Around USD 1,500 million
Target of foreign UMTS mobile phone license in Germany and Acquisition of Consolidated Papers n the USA
investment Italy
Investment year 2000 2000
Yalue of foreign Around USD 4,000 million Around USD 5,000 million
investment
Foreign investment /
Turnover 1999 & &
Foreign investment /
Profit 1999 100 33
Organisational failure: a few years after the Investment failure: seven years later, a sell-off
UMTS deal, the Swedish telecom company Te- of the acquired American unit, causing a loss
Outcome lia acquired Sonera, and the merged unit re- of USD 2,000-3,000 million. Stora Enso has
ceived the brand name TeliaSonera. In 2017, continued its other operations in the North
Sonera was erased from the company name. | American market and elsewhere in the world.
Unprofessional management, control failure Management' failure to predict market de-
Main reasons for failure ! velopment and assess the real value of the ac-
of the state. :
quired company.
Failure of investment project advisors. Accusa-
Peculiarities Failure of investment project advisors. tion of manipulation of company accounts by
the management®'.

29 At the end of 2016, the Finnish pension fund and its personnel fund held 0.03% of Telia’s shares. See: Leading the way in a
digital world. Annual + Sustainability Report 2016. URL: https://www.teliacompany.com/globalassets/telia-company/documents/
reports/2016/annual-report/telia_company_annual_and_sustainability_report_2016_en.pdf (Accessed: 22.12.2017).

30 At the end of 2016, Solidium (wholly owned by the Finnish State) held 12.3% of Stora Enso’s shares, social insurance institution of
Finland (KELA) 3.3% and other Finnish institutions 13.3%. Thus, Finnish institutional ownership in Stora Enso was 28.9%. Correspond-
ingly, FAM AB, a privately-owned holding company that manages assets as an active owner with a long-term ownership horizon,
and the Swedish institutions held 16.8% of Stora Enso. See: Progress Book: Part of Stora Enso’s Annual Report 2016. URL: http://assets.
storaenso.com/se/com/DownloadCenterDocuments/Progress_Book_2016_ENG.pdf (Accessed: 21.12.2017).

31 An employer’s accusation about the account manipulation did not result in legal action. The whistleblower was fired from Stora
Enso in 2010 and died in March 2013 at the age of 52. See: Kova vdite: Stora Enso vadristeli kirfjanpitoaan. Kauppalehti. May 17, 2003.
URL: https://www.kauppalehti.fi/uutiset/kova-vaite-stora-enso-vaaristeli-kirjanpitoaan/xKKseAwn (Accessed: 21.12.2017); Lankinen
T."Stora Enso ei ole jakanut osinkoja laittomasti”. YLE. October 7, 2013. URL: https://yle.fi/uutiset/3-6867967 (Accessed: 21.12.2017);
Rumpunen R. Hesari morkkaa kuollutta miesta. Uusi Suomi. October 9, 2013. URL: http:/ristorumpunen.puheenvuoro.uusisuomi.
i/151256-hesari-morkkaa-kuollutta-miesta (Accessed: 21.12.2017); Santaharju T. Stora Enso vadristelyvaitteistd: Perdttomia ja késitel-
tyja.YLE. May 17, 2013. URL: https://yle.fi/uutiset/3-6647686 (Accessed: 28.12.2017); Stora Enso: Kirjanpidossa inhimillinen virhe. YLE
uutiset. October 8, 2013. URL: https://ylefi/uutiset/3-6868860 (Accessed: 28.12.2017).
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ga investment exceeds the company’s an-
nual sales by over two-fold and its yearly
profit by over 10 times, as Fortum’s turn-
over amounted to some USD 4,000 million
and profit USD 700 million in 2016*. This
means that both the foreign investment
annual turnover ratio and the foreign in-
vestment annual profit ratio will be higher
in Fortum’s Uniper acquisition than in So-
nera’s UMTS licence acquisition in 2000.

Fortunately, this time a Finnish SOE
does not simply buy air, a worthless UMTS
license, from Central Europe using bil-
lions of dollars, but the acquirer now also
receives some tangible assets (Virta, Heis-
kanen, 2017). Hopefully, the unanticipat-
ed indirect commitments and unforeseen
consequences of Fortum’s Uniper deal will
not shake the parent company’s financial
position in such a way that it would risk
the future of all of Fortum’s units abroad,
including those in Russia, and even the
overall existence of Fortum as a Finnish
state-owned energy producer.

Even if the Roman poet Publius Ver-
gilius Maro (A.K.A. Vergil) aptly wrote
“fortune favours the brave” nearly 2000
years ago, one should not forget the wis-
dom of Chinese philosopher Laozi (A.K.A.
Lao-tzu/Lao-tse), which is 500 years older.
He reasoned that “.. there is no greater di-
saster than greed”.

The author sincerely wishes that for-
tune favours Fortum, and there will nev-
er be any reason to include its expansion
to the German energy market in the list of
Finland’s worst business disasters®. If For-
tum’s investment fails, we should not re-
gard its management as being culpable of

failure but rather the board of directors
and the minister responsible for Finnish
state properties, since it is a well-known
fact that management may sometimes
maximise its own interests before the in-
terests of the company, and that some-
times such maximisation could be carried
out in the short term, which could be ex-
tremely harmful to a company’s long-term
development.
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