Vaasan yliopisto

UNIVERSITY OF VAASA

Niemi-Korpi Hanna

Strategy development and renewal due to changes
in value chain

Case: Mutual Insurance Company Fennia

School of Management
Master’s thesis in Strategic
Business Development

Vaasa 2023



UNIVERSITY OF VAASA
School of Management

Author: Niemi-Korpi Hanna
Title of the Thesis: Strategy development and renewal due to changes in value
chain. Case: Mutual Insurance Company Fennia
Degree: Master’s Degree in Business Studies
Programme: Department of Management
Supervisor: Marko Kohtamaki
Year: 2023
Pages: 90
ABSTRACT:

Business strategies must develop at a fast pace to stay relevant. In a changing business environ-
ment, strategy development is essential to stay alive. Value chain changes affect the strategy,
and when changes are made in the value chains, they also affect the strategy. Partnerships are
becoming increasingly essential for companies, and the competition to have good partnerships
is hard. Knowing how partnerships should be nurtured and led to development is essential.

This study examines how value chain changes affect the strategy and how service partnerships
should be led and developed from both sides. Data is collected as secondary data from the com-
pany, annual reports, sustainability reports, and other written material provided by the com-
pany. Data is also collected through interviews that show how service partnerships should be
led and developed.

The findings of this study show that when changes are made in the value chain, the strategy
must develop as well. The findings also show how the company strategy has developed over the
years and how the focus has shifted. In order to do innovative business with motivated person-
nel, the company strategy focused much on customer service and customer satisfaction.

The deepened cooperation with partners also required insight from the partners and the com-
pany on developing the partnerships. The findings show that depending on the answerer, coop-
eration is seen differently. However, the main goal is that both partners benefit from the coop-
eration and understand why the cooperation is essential. If the partners see the current state of
the cooperation or the target state differently, the development of the partnership may be com-
plex.

KEYWORDS: value chains, strategy development, value systems
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1 Introduction

This study was conducted to understand how value chains and strategies are constantly
related and how service partnerships should be led and developed to maximize the ben-
efit to both parties. In this chapter, the background of the study will be described, and
the research problem will be presented. The study's research questions will also be

shown, followed by the structure of the thesis.

1.1 Motivation for the study

This topic is essential to study to increase the understanding of how business strategies
develop and how changes in value chains affect the strategy. Business environments
evolve, and companies must adapt to the changes. (Miles, Snow, Meyer, & Coleman,
1978). Strategy development is complex because when a company has established prac-
tices or old habits, they are hard to break. Even if the practices or habits the organization
needs to change, they would have been successful earlier and led to good results. (Dur-

musoglu, McNally, Calantone, & Harmancioglu, 2008).

In this thesis, the main goal is to examine how the value chains affect the strategy and if
changes in the company's value chain will force the strategy to develop or if it could stay
the same as earlier. This thesis will also analyze the development and leadership of part-
nerships to help understand the importance of cooperation. Strategy development is
needed to keep a company's strategy relevant. Strategies must also consider changing
business environments. Digitalization is going faster, even within insurance companies.
Insurance companies use digital platforms, and the channels where customers can ac-
quire products must be digitalized. Digitalization also increases efficiency and makes cus-

tomer experience differentiation simpler. (Gordon, Heussner, Sheth, Shah, 2022).

Zwart (2016) had a different idea about developing strategies within insurance compa-
nies. He had an idea about how to disrupt the whole insurance sector by offering people

a choice when they need insurance and when they do not. This new idea would mean



that customers could take broader insurance when needed. For example, if customers
know that they are performing activities that can be considered dangerous. This way, the
insurance would also be more tailored and made to match the customer's needs. Ac-
cording to Zwart, the market for smaller insurance products that are more niche is grow-

ing because customers are looking for more customized solutions. (Zwart, 2016.)

The study aims to do research as a case study with a real company's strategies to com-
pare and research. It is relevant because studying how companies develop their strategy
and how the new strategy takes place gives an insight into how successful strategies are
built and how they are developing. The way of studying strategies depends on the re-
searcher. This thesis will mainly concentrate on Mintzberg, Ahlstrand, and Lampel's di-
mensions of the ten schools and Campbell, Edgar, and Stonehouse's four approaches to

strategic management.

1.2 Research gap

There are three ways in which this study contributes to the literature. The first point is
that the study can catch up on the future research idea that Zhau, Calantone, and Voor-
hes (2018) had about strategy change and hopefully deepen the understanding of how
strategy changes develop. Strategy development is essential to find a competitive strat-
egy for the company. Competitive strategies are all about how to do business differently
and maintain the company's advantage. Competitive strategies require flexibility and the
ability to respond to market changes and changes in competition faster than before.

(Porter, 1985a).

As a second point, it will deepen the understanding that Floyd and Woolridge (1992)
pointed out over three decades ago about the importance of understanding the com-
pany strategy. These points will also be accompanied by the third way of contributing to
the literature because, as Durmusoglu, McNally, Calantone, and Harmancioglu (2008)
found out in their study and mentioned above as well, it is difficult to break established

practices in organizations, old habits can be very deeply rooted into the business



environment. It gets even more challenging if the old practices have led to good results
earlier. The competitive advantages and capabilities of companies will also be studied.
With the help of studying competitive advantages and capabilities of companies, the
understanding of strategy development will also increase and help to develop and lead

partnerships.

The thesis will also help to understand how value systems and value chains affect com-
panies' strategies. Porter's value chain concept and framework in 1985b have developed
and focused on sectors other than the manufacturing sector, which was the main point.
The value chain concept is helping other business areas to create and establish compet-
itive advantages and benefits from it. (Linkov, Carluccio, Pritchard, Bhreasail, Galaitsi,
Sarkis & Keisler, 2019). The research approach to this study is a qualitative case study
with data collected by the case company and interviews conducted with employees and

business partners.

1.3 Research problem and theoretical contribution

This thesis focuses on a research problem to discover how changing value chains affect
the companies' strategies. The terms strategy and value chain are more thoughtfully ex-
plained in chapter two. The literature review also shows that companies' strategies are
well-linked to the companies’ value systems and the value chains inside the value system.

Because of this, the thesis research question is:

How do the value chain changes affect the company's strategy?

The research problem in this thesis is:

If changes happen in the value chain, the company strategy must also change.

The hypothesis that the thesis is working with is that if the priorities in the value chain

change, then the strategy must develop to match the value chain. The results from this
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thesis will show that when a company’s value chain changes, then the company’s strat-

egy must develop as well.

The two research questions that will help to do this thesis are:
How does the new strategy serve the value chain?

How does the new strategy give the company a competitive advantage?

The theoretical contributions that this thesis will show are a comprehensive framework
for strategy development, value systems, and value chains. The thesis will also show a
comprehensive framework for competitive advantages and capabilities that will help the
strategy development ant to lead and develop partnerships. The managerial implications
that this thesis will give are to help managers understand how linked the value system
with the value chains are to the company's strategy and how important it is that both

the value system and the strategy are leading the company in the same direction.

1.4 Structure of the thesis

Introduction }

o

Literature review

o

Methodology

o

Findings

s It
~— -

Discussion

I

Figure 1. Thesis structure
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The structure of the thesis is built as shown in the Figure 1 above. It starts with the in-
troduction chapter, including the study's motivation, the research gap, the research
problem, and theoretical contributions. In the second chapter, the chapter begins by ex-
plaining the core terms of this thesis. The chapter continues with the literature review
that gives the thesis the theoretical view of the topic from strategy development, stra-
tegic management development, competitive advantages and capabilities, development
and leadership of partnerships, value systems, and value chain points of view. At the end
of the chapter is a summary of the literature review. The third chapter focuses on the
methodology, including research strategy and method, case selection, data collection,
and data analysis. The fourth chapter starts with an introduction to the case company
used in this thesis and continues by presenting the empirical findings found in this thesis.
In the fifth chapter, the discussion part discusses the empirical findings of the theoretical
part presented earlier in the second chapter. The fifth chapter concludes the main find-
ings and shows the theoretical and managerial implications. The last chapter also pre-

sents the limitations of this thesis and gives future research suggestions.
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2 Literature review

This chapter presents a comprehensive framework for strategy development, strategic
management development, competitive advantages and capabilities, value systems, and
value chains. This theoretical framework aims to help the reader understand the re-
search results and provide a perspective on strategy development and value systems
studies. At the beginning of this chapter, three core terms are defined: strategy, value
chain, and cooperation. The literature review has been focusing on research and articles

from a longer perspective to get a wide range of information.

2.1 Core terms of the study

Several terms are essential to understand to be fully able to get the most out of this
study. To minimize the chance of misunderstandings and offer an understandable view
of this research, the three sections below will explain three core terms used in this study.
These terms are used because, with the help of well-defined terminology, people can
communicate efficiently regardless of which industry they are most familiar with. With
the help of good terminology, it can increase clarity and reduce possible ambiguity, in-
creasing the text's quality. Terminology helps people understand specific topics and
makes the text more precise and understandable. (Mayra Ledn, 2020). According to the
Cambridge Dictionary, 'terminology' means expressions or unique words are used con-

cerning a particular activity or subject. (Oxford Dictionary, 2023).

2.1.1 Strategy

The term ’strategy’ can be explained in many ways, traced far back to the ancient Greeks.
For the ancient Greeks, a strategy meant a chief military commander or another highly
staked chief. The term 'strategy' is far more recent; it has been used since the twentieth

century. (Ghemawat, 2002).
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Different researchers have different ways of explaining it. It is not easy to define strategy;
you would likely get a different answer depending on whom you ask, but the answer will
mostly point in the same direction. One usual answer is that strategy is a plan or some-
thing similar, like a direction, a guide of actions to take in the future. Mintzberg, Ahl-
strand, and Lampel (1998) defined strategy as a pattern that keeps behavior consistent.
One reason strategy can be explained in so many ways is that people think differently
about strategies and what strategy is. Another challenge with the term is that depending
on which level to look at, there are different types of strategies inside a company.

(Rehman Bukhari, 2019).

Johnson and Scholes (2005) say, "Strategy determines the direction and scope of an or-
ganization over the long term, and they say that it should determine how resources
should be configured to meet the needs of markets and stakeholders." Michael Porter
(1996) defines strategy as a process where a company performs activities differently ac-
cording to competitors or performs similar activities as competitors perform, but they
perform them differently. Porter also says that companies can only outperform their ri-
vals if they can do something differently and preserve the difference. The customer value
that the company delivers to customers must also be of a higher value than the compet-
itors' value, or the company must be able to deliver a customer value that is delivered

cheaper than what the competitors do.

The strategy definition used in this study is the definition that Hendry, Kiel, and Nichol-
son made in 2010. "Strategy is something that people in organizations "do" rather than
something that organizations have." This definition is used because the definition
matches the study in a good way. It also makes the quote from Peter Drucker memorable,
"Culture eats strategy for breakfast," which does not state that the company strategy is
irrelevant; it simply means that the culture of the company must align with the compa-

ny's strategy or otherwise, the strategy will be challenging to implement. (Engel, 2018).
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As we can see, there are multiple ways of defining the term' strategy,' and the defini-
tions have been changing during the studies that have been made on the topic. From
the ancient Greek chief military commander or another highly staked chief (Ghemawat,
2002) to Michael Porter's 2002 definition, ' strategy' is a process where the company
performs activities. Finally, the definition used in this study, which is the definition
made by Hendry et al. 2010, is that strategy is something that people in organizations

"do" rather than something that organizations have.

2.1.2 Value chain

A value chain is a system that is formed by smaller subsystems. Each of the subsystems
has inputs, transformation processes, and value-delivering outputs. (Porter, 1985b). Por-
ter framed the value chain concept and focused mainly on the manufacturing sector,
helping the manufacturing sector to create and establish competitive advantages, but
the value chain concept has evolved. Business areas not operating in the manufacturing
sector also benefit from the value chain concept. (Linkov et al. 2019). In their study from
2017, Nauhria, Makarand, and Pandey discovered that by using value chains, the effi-
ciency in companies can be increased. This means that the company’s also can earn
higher revenues because the time and magnitude o their value deliveries will increase

and at the same time the company will be able to reduce their costs.

A value chain can be used to structure companies so that everyone working in different
parts of the value chain has a common understanding of the bigger picture. With the
help of the value chain analyses, maximizing shareholder value and building strategic
competitive advantages is possible. The complete range of activities that are required
for a product or service to be delivered is described by a value chain. A value chain is not
tangible; it is a framework that helps a company to understand where the value is cre-
ated for the customer and to interact with stakeholders and system operations. The
value chain shows where the value is in the company. The value chain also shows how
the value can be created or lost, before the desired services are delivered or used, de-

pending on the product. (Linkov et al. 2019).
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Supply chain thinking and value chain thinking are different. Supply chain thinking is use-
ful for commodities and for the market and business environment for commodities.
Value chain thinking is instead suitable for products that are differentiated or segmented.
The main goal in value chain thinking is that the products or services are designed to
increase profitability to the company at all stages in the value chain. The added value is
achieved by segmenting the market with differentiated products. The material flow in
value chain thinking focuses on quality, service, and agility. In supply chain thinking the
material flow focuses on efficiency and market access. In value chain thinking strategic
information is seen as a tool. Strategic information may be shared with trusted partners
and the strategic information may be seen as an act of trustworthiness and an important
source of competitive advantage. In supply chain thinking the information is strictly con-
fidential and protected by the company. The relationships in value chain thinking are
collaborative and focused on shared risks, benefits, and resource allocation. In supply
chain thinking, the relationships focus more on market power and supply chain efficiency

and partners are held at arm's length. (Fearne, Martinez, Dent, 2012).

Value chain management also focuses on a more extensive scope than supply chain man-
agement. The management activities in value chain management focus on every step.
Value chain management aims to deliver maximum value at the least possible cost, and
to achieve that, the activities are managed from the raw materials to the end product or
end user. In supply chain management, the activities focus on getting the raw materials
and sub-assemblies cost-effectively and smoothly into a manufacturing operation in-
stead of ensuring maximum value is delivered. Instead of thinking of "What is best for
my company and me now?" the thinking must shift to "What can | do to maximize the
economic, environmental, and community benefit to all members in the value chain?".

(llyas, Banwet, Shankar, 2007)
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2.1.3 Cooperation

Cooperation is when a company builds alliances, cross-sector partnerships, or other in-
ter-organizational relationships. (Castafier & Oliveira, 2000). Gazley (2017) says that
when a company decides to cooperate with another company, the decision is always
both cognitive and psychological and includes the choice to trust others and share re-
sources and information. In 2003, Hardy, Phillips, and Lawrence said cooperation is a
collaboration. Hardy et al. define collaboration as a cooperative and inter-organizational

partnership that evolves through continuous communication.

Gulati, Wohlgezogen, and Zhelyazkov (2012) define cooperation as the "Joint pursuit of
an agreed-on goal in a manner corresponding to a shared understanding about contri-
butions and payoffs." From this point of view, cooperation is seen as a behavioral out-
come. The quality of cooperation can also vary because it depends on the partner's
agreement and motivation. It can be highly cooperative if both partners are highly mo-
tivated and use appropriate time and resources. However, both partners must negotiate
how much time and resources the partners are willing to put into the cooperation. (Gu-
lati et al., 2012). In cooperation, both partners must agree on the set rules. If partners of
a cooperation engage in opportunistic behavior, it can result in a win-lose situation in-
stead of nurturing the cooperation, and competition takes over the cooperation. In these
scenarios, the level of trust may decrease when the partners become more suspicious

of each other. Daudi, Hauge, and Thoben (2016).

Salvato, Reuer, and Battigalli (2017) say cooperation is "Joint work performed by persons
who share a common goal, where the alignment of interest is central." To make a suc-
cessful cooperation, both partners must commit to not taking advantage of each other

if opportunities to take advantage present themselves. (Todeva & Knoke, 2005).
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2.2 Strategy development

“Environmental conditions evolve continuously, and because of that, firms need to

change to adapt to new environments”. (Miles, Snow, Meyer & Coleman, 1978).

Strategy development or change is complex because established practices are hard to
alter, even if the organization requires a change. The old habits and practices have often
led to successful results, but changes must be made when the business environment
changes. Change processes are rarely smooth and easy, even if there is a clear need for
a change. (Durmusoglu, McNally, Calantone, Harmancioglu, 2008) When new strategies
are executed, different dilemmas can occur. According to Lowy (2015), there are three
kinds of execution dilemmas: primary dilemmas (the "what"), secondary dilemmas (the
enabling "how"), and leadership dilemmas. The primary dilemmas state the "what" that
must be achieved to succeed; the dilemmas include integration and challenges with time
and resources. The secondary dilemmas are connected to the primary dilemmas: confi-
dence, morale, and change are all important, even if they are not the core in the same
way as the primary dilemmas are. The leadership dilemma is to do all that is required
without losing the respect and trust of the employees. A strategy implementation with
no dilemmas is almost impossible, so converting the dilemmas into positive forces is es-
sential. Lowy (2015) has made a five-step process to manage the dilemmas: detection,

acceptance, diagnosis, design, and action. (Lowy, 2015)

One reason that causes the need for development in both strategies is that industries
change over time. The industry changes can be viewed from McGahan's (2004) four tra-
jectories that affect industries differently. First, the industry's core activities can be
threatened. These activities have been profitable earlier; when these activities become
threatened, the activities are less important to suppliers and customers than before be-
cause new alternatives come from outside the industry. The second threat threatens the
core assets of the industry. These are the knowledge, brand capital, and resources that
have been the profitable assets that made the company unique earlier. When these as-

sets cannot generate value in the same way as earlier, they fail and are replaceable. If
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the core activities and core assets from the same industry are threatened with obsoles-
cence simultaneously, a radical change occurs. Radical change is relatively unusual and
causes significant changes to the whole industry. (McGahan, 2004). The industry's
change trajectory is progressive if the threats do not threaten core assets or activities.
The third change trajectory is creative, which occurs if the core activities are stable but
there are threats toward the core assets. The fourth change trajectory is intermediating
change; this happens when the core activities are threatened by obsolescence, but the

core assets can still generate value for the company. (McGahan, 2004).

Even if strategy development is required, strategies only sometimes develop as wanted.
To successfully develop strategies, it is essential to understand the intended strategy and
the emerging strategy. An intended strategy is a strategy that is desired and deliberately
formulated or planned by the managers. (Johnson & Scholes, 2005). A planned or written
strategy is not the same as the outcome of the strategy. As time passes, the planned
intended strategy evolves into an emerging and realized strategy. As shown in the Figure
2 below (Mintzberg et al., 1998). An emergent strategy differs from the intended strategy
that was desired. The emergent strategy forms through organizations' daily routines, ac-
tivities, and processes. These daily routines, activities, and processes lead the way to the
direction the organization is going in the long-term perspective. (Johnson & Scholes,

2005).
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Figure 2. Intended and emergent strategies. (Based on Mintzberg, Ahlstrand, & Lampel,
1998).

Companies must be flexible when the pace is only increasing in the current business
environment. Furthermore, companies must be able to respond to market changes and
competition changes faster than before. Companies look more alike than before, but the
importance of benchmarking is still increasing. The differentiation of companies is crucial
if a company wants to outperform its competitors. It is not enough to be different; the
difference must also be kept. It is not only just a few activities that show if a company
has advantages or disadvantages; it is a result of the company's activities that they are
performing. Porter (1985a) states that competitive strategies are all about how to be
different. So, with competitive strategies, companies must deliberately choose to deliver

a unique mix of value to the end customer by performing different activities.

Strategies consists of different parts. Hambrick and Fredrickson (2001) say a strategy
contains five parts, each answering a question. The first is arenas: In which arenas will
the business be active? The second is vehicles: How will the business get there? The third
is differentiators: How will the business be different from the competitors so that we win
in the marketplace? The fourth is staging: At what speed and with what kind of steps will
we move toward the goal? The fifth is economic logic: How will we obtain returns and

make a profitable business? Of course, smaller questions within each part make the



20

strategy unique and fit for the business area where the company operates. In the first
part, 'active,' deciding which product categories, market segments, and geographic areas
to focus on is crucial. In the second part, 'vehicles,' it is essential to consider internal
development, joint ventures, and acquisitions. The differentiation question also includes,
for example, image, customization, price, styling, and product reliability. In the fourth
part, 'staging,' the possible expansion speed and sequence of initiatives are two essential
things to consider. In the fifth and last part, 'economic logic,' the questions are often
about costs and prices. Is the business's main goal to maintain the lowest prices with the
help of advantages from scale or scope or to have premium prices because of unique

services or product features? (Hambrick & Fredrickson, 2001).

When developing strategies to achieve a sustainable strategic position, conscious deci-
sions must be made. Trade-offs are required, and trade-offs are essential to the compa-
ny's strategy. The trade-offs also help the company to see what the purpose is and to
focus on the purpose that the company has. The main goal for a company is to deliver
more excellent value to the customers than the competitors do, and the value must also
be delivered at a lower cost than the competitors. (Porter, 1996). When a company
chooses which trade-offs to make, it distinguishes itself strategically from other compa-
nies. When building a strategy, it is essential to define the company's scope, to know
what customer or offering to focus on, what geographic location, and what vertical inte-
grations. These boundaries help to focus on the company strategy and to stay relevant.

(Collis & Rukstad, 2008).

Also, strategy approaches have been developing over time. Mintzberg & Lampel (1999)
divide the strategy formation schools into ten pieces. Starting with design school, which
is a process of conception. The design school was the first perspective of strategy for-
mation. Looking at strategy formation through the lens of the design school strategy for-
mation is a piece that makes the fit between the company's strengths and weaknesses
internally and externally, as the threats and opportunities. The aim is that the company's

management forms a clear and simple strategy in a process that is well thought through.
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The strategy needs to be formally analytical and informally intuitive so that the whole
company can implement the strategy. The design school was the dominant view of how
strategy processes went into the 1970s. There are arguments about how the design

school views influence teaching and practicing even nowadays.

The design school view did not develop but grew into different variants that can be com-
bined with other views. The design school is the school that has the most influential view
of the process of strategy formation. The SWOT analysis is an example of a tool used in
the design school, showing the company's strengths and weaknesses and the opportu-
nities and threats in its operating environment. In the design school, the implementation
of the strategy was seen as when the strategy was agreed upon, it was implemented.
The design school has been criticized for its assumption of universality. (Mintzberg, Ahl-

strand, Lampel, 1998).

The planning school is the more formal process of strategy processes, which started to
grow in the mid-1960s. The planning school was the dominating strategy formation
school by the mid-1970s, but it faltered in the 1980s. Even if it started to falter in the
1980s, the planning school remains relevant and an essential branch of the literature.
The strategy formation process in the planning school is formal and includes specific
steps and checklists. In these processes, the prominent people are the human resources
instead of senior managers. (Mintzberg & Lampel, 1999). The planning school looked at
strategy processes as an assembly of a machine; if all the required parts were there and
assembled according to an assigned blueprint, the end product would be finished as
wanted. In these cases, the expectations of the end products were a brand-new strategy

formed by controlled conscious planning processes. (Mintzberg et al. 1998)

The positioning school was the third school after the planning school and became dom-
inant in the 1980s. The positioning school is an analytical process. Compared to the plan-
ning school, the strategy processes became reduced and put into generic positions se-

lected through formal analyses of the chosen industry's situation in the positioning
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school. The strategy process was based on data and included strategic groups, value
chains, and game theories with an analytical view. (Mintzberg & Lampel, 1999). The pro-
cesses of strategy formation continued to be viewed as controlled processes that were
continuously ongoing and finally produced a finished deliberate strategy ready to be im-
plemented. In the positioning school, the focus was more on selecting the strategic po-
sition; in the earlier planning school, the focus was set on coordinated sets of plans; and

in the design school, the focus was more on strategic perspectives. (Mintzberg et al. 1998)

At the same time, Michael Porter's analysis of the five forces developed and offered a
framework to assess and evaluate a company's competitive strength. Together with the
model of competitive analysis, Porter also developed generic strategies and the value

chain. (Porter, 1985).

Michael Porter's five forces model consists of:

1. Threat of New Entrants; Which shows how high entry barriers the industry has
for newcomers. If the barriers are high, the competition is low, and the business
environment is friendlier. If the barriers are low, the business environment has
higher competition.

2. Bargaining Power of Suppliers: All suppliers and companies want the highest
price for their products, and if there are multiple suppliers to choose from, the
bargaining power for the suppliers is low. If there are a limited amount of suppli-
ers for the buyers to choose from, the bargaining power that the suppliers have
is higher.

3. Bargaining Power of Buyers: The amount of power the buyers have relies on the
buyer concentration versus company concentration and how high the switching
costs are for the buyer. The available information and price sensitivity also affect
the buyer's bargaining power.

4. Threat of Substitutes: If the company's product is threatened to be replaced, the

threat of substitutes is high. The competition in this area depends on what kind
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of products the company offers and how high the chances of innovations are in
that business area.

5. Intensity of Rivalry: All four previous factors are parts of competition in the busi-
ness environment, but the intensity of rivalry differs depending on how they
work. For example, if there is a threat of substitute that threatens the whole in-

dustry, it may force the competitive companies to work together.

Mintzberg and Lampel (1999) explain the entrepreneurial school as a visionary strategy
process, a completely different strategy formation view. The entrepreneurial school con-
centrated the process on the chief executive, broad perspectives, and visions instead of
precise plans or positions. The entrepreneurial school's idea was that a great leader with
a big vision was something that an organization needed. The great leader also main-
tained close control over implementing their formulated vision. (Mintzberg & Lampel,
1999). The earlier schools concentrated on having planners plan the strategy, but here,
the primary responsibility was on one single person. This entrepreneurial school rose
because planning was faltering, and vision was rising. The vision that the company's
great leader would have could be vague or precise, but it should be a possible and desir-
able future state of the company. The company would have a path to follow by focusing
on that vision. The strategy was to be promoted by that one leader with personal control

of the implementation. (Mintzberg et al. 1998).

The cognitive school is a mental process where the thought is that if the strategies are
developed inside people's heads as different frames or models, then it is essential to
think of what could be learned about the processes happening inside people's heads.
The research on cognitive biases started to grow in the 1980s, and the research in this
field continues. A newer branch of the cognitive school adopted a different view of the
strategy process. This view was more subjective and interpretative and thought that cog-
nition is used to create strategies more as creative interpretations instead of objectively
mapping reality. (Mintzberg & Lampel, 1999). In the cognitive school, the strategies that

develop inside people's heads develop differently depending on how the person deals
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with inputs from the environment. The inputs from the environment do not go straight
to the concepts or schemas; the inputs go through distorting filters and develop from

there. (Mintzberg et al. 1998).

The learning school was the school of all the descriptive schools that grew and chal-
lenged the prescriptive schools that always had been dominant. Strategy processes are
emergent, and strategists are everywhere in the organization. Developing strategy-mak-
ing as a learning model is the lens through which the learning school finds the strategy
processes. (Mintzberg & Lampel, 1999). In the learning school, the idea is that strategies
emerge as people. The people can act as individuals or as a group when they learn about
their company's capability to deal with different situations. This group gradually started
to work in patterns. The proponents of learning school started to ask how strategies are
formed in the company, not how they are formulated, but how they form. The problem
was that the implementation processes failed even if strategies were formulated. The
learning school stated that strategies first appear as patterns from the past and evolve
from there to plans for the future and, if lucky, to perspectives to guide. (Mintzberg et

al. 1998).

Mintzberg and Lampel (1999) present the power school as a solid negotiation-focused
process of thinking where the focus on strategy-making is based on power. Inside the
power school are two different orientations: micropower, which sees the inside organi-
zation strategy development as a political process involving bargaining and confronta-
tions. The other orientation is macro power. Macro power sees the organization as a
power machine that uses its power over others in strategy negotiations with alliance
partners. Politics in a company can result in different outcomes, four specific points of
view presented by Mintzberg et al. (1998). Firstly, if politics are used as a system of in-
fluence, it can place the company's strongest people into leadership positions. Secondly,
politics may ensure that all sides of an issue are considered when other influential sys-

tems may promote only one. Thirdly, to stimulate a necessary change that is blocked by
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other systems, politics may be required. Furthermore, as a fourth point, politics can

make the path for change execution easier.

Strategy formation is also a profoundly social process rooted in culture. The cultural
school sees strategy formation that way, and the literature stream of cultural schools
needs to be more robust and primarily focus on culture in significant strategic changes.
(Mintzberg & Lampel, 1999). The cultural schools see the beliefs acquired by an individ-
ual as something that comes from a nonverbal socialization process. The tighter the in-
terpretations and activities are, the more deeply ingrained the culture becomes. In a
company, the people can only partially describe which beliefs underpin their culture be-
cause the origins may remain indistinct. Because of this, the strategy takes form above
this, embedded within collective intentions as a deliberate strategy, even if the strategy

is not entirely intentional. (Mintzberg et al. 1998).

Mintzberg and Lampel (1999) consider the environmental school as a reactive process
that concentrates on the demands of the environment. The strategy processes concen-
trate on the expected responses from organizations that face particular environmental
conditions and ecology matters that limit strategic choices. The environmental school
says that if the company does not respond to the forces from the environment, the com-
pany does not survive in the business environment. If the environmental conditions be-
come hostile, companies cluster together in different niches, but if the hostility contin-
ues, the companies die. The business environment consists of four dimensions respon-
sible for the differences in companies. Firstly, stability: a company's environment can be
everything from stable to dynamic; if the customers want the same kind of service or
product from year to year, the company knows what to expect. If the business environ-
ment is more dynamic and innovations enter the market, the company's environment is
more accessible to predict. Secondly, complexity: a company's environment can differ
from simple to complex depending on what kind of services or products they offer. The
business environment is complex if the company requires specific knowledge of its own

business. Thirdly, market diversity, the business environment can vary from integrated
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to diversified depending on whether the company has multiple customers or sells all its
services or products to the same buyer. As a fourth and decisive point, hostility. A com-
pany's environment can be anything from munificent to hostile, depending on how it
chooses its customers. All these four dimensions affect how the company's business en-

vironment works. (Mintzberg et al. 1998)

The process of transformation, or the configuration school, is a school that is divided into
different sides; one of them is more academic and descriptive, and it sees organizations
as configurations, behaviors, and characteristics that are put together as coherent clus-
ters. These clusters integrate the claims that other schools have made in their place. In
machine-type organizations, the planning works well if the environment is relatively sta-
ble. In more dynamic environments, entrepreneurship is more common. (Mintzberg &
Lampel, 1999). The configuration school point-of-view is that companies are configura-
tions of their characteristics most of the time. In distinguishable periods, these compa-
nies adopt structures that match their context and engage in certain behaviors that con-
duct strategies. The stable times that the company has are occasionally interrupted by
transformation processes. The interruptions and stable periods are like patterned se-
guences that can describe the company's life cycle. To strategically manage the company,
it is essential to periodically recognize the need for interruptions and maintain stability
for the rest of the time. (Mintzberg et al. 1998). The dimensions of the ten schools ex-

plained above can be seen below in Figure 3.
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Figure 3. Dimensions of the Ten Schools. (Based on Mintzberg & Lampel, 1999).

2.2.1 Strategic Management Development

There has been development in the strategic management approaches over time. In the
1950s and 60s, strategic management was strongly influenced by the aim to gain effi-
ciency through planning and control. The market or industry fit was often the perspec-
tive from which these developments were driven. The market or industry structure in-
fluences the strategy adopted by organizations. These processes resulted in strategic

groups that impacted the future market and industry structure. (Campbell, Edgar &
Stonehouse, 1999).

Like Mintzberg et al. (1998), Campbell et al. (1999) divided strategic management ap-
proaches into four pieces. In the first piece, prescriptive or planning strategy, strategy
implementation, and strategy formulation are considered logical, rational, and system-
atic processes. When approaching strategies from the planned approach, strategists set
targets for the business after analyzing the business and the business environment. After
setting the targets, the strategist selects and implements strategies that will achieve
these targets. The prescriptive or planning strategies have been criticized because there
is often a significant discrepancy between the planned and realized strategies. If the

business environment is highly turbulent, precise plans become irrelevant, making it
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hard to act flexibly when needed. It is argued that successful strategies need creativity,
and with highly planned strategies, creativity often needs to be improved. However, sys-
tematic planning makes it possible to see complex business activities and organize the

information. (Campbell et al. 1999).

Campbell et al. put the emergent or incremental strategies as a second piece. An emer-
gent view of strategy sees strategy as something that must evolve because companies
consist of complex social organizations that operate in environments that sometimes
change rapidly. Because of the circumstances, the strategy's evolution will happen due
to the interaction between the company and stakeholders and between the company
and the business environment. The risk is that, in the end, the company does not have a
strategy with the emergent approach, and it can be challenging to evaluate whether tar-
gets are achieved because it is impossible to measure targets if they are not set. The
flexibility in a company can be increased with emergent approaches, and it can form a

basis for organizational learning. (Campbell et al. 1999).

As a third piece, there is competitive positioning. Competitive positioning was the dom-
inating school in strategic management from the 1980s to the 1990s. In the 1990s, the
approach was criticized, but Porter's framework, such as the five competitive forces, is
still used today by both academics and managers. The approach to strategy in competi-
tive positioning is outside-in; it means that the company first observes the market by, for
example, the five forces framework and understands the customer's needs before se-
lecting an appropriate generic strategy with value chain analysis to ensure that the ac-
tivities that the company is performing are adding value to the customer. The positioning
schools model means that the organization's performance depends on the activities, tac-
tics, or strategies buyers and sellers display. These depend on different criteria such as

prices, investment, advertising, technological development, etc. (Campbell et al., 1999).

As a fourth and final piece is the resource- or core-competence based strategy. Resource-

or core-competence-based strategy’s most significant difference to the competitive
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positioning approach is that the individual company’s need to achieve competitive ad-
vantage is highlighted more than the industry where the company works. This means
that the strategy approach for resource-based strategies is inside-out. Resources, skills,
knowledge, or technology that distinguishes the company from its competitors are the
company’s core competencies. These distinguish results eventually in the company’s
competitive advantages. Learning and collaborative business networks are also high-
lighted in this strategy approach. The resource-based approach does not yet have well-
developed analytical frameworks, which has been criticized for that. (Campbell et al.

1999)

The planning school and the competitive positioning adopt highly structured views of
strategic management and are often seen as related. The approaches of emergent strat-
egies and resource- or core-competence-based strategies are also connected since both
focus on learning and organizational knowledge. All the approaches complement each
other in many ways because they show a different perspective of the same situation in
the business environment. (Campbell et al. 1999) Campbell et al. suggest that to achieve
a successful strategy, the strategy must be planned and emergent and look inward and

outward. The approaches to strategic management is seen below in the Table 1.

Table 1. Approaches to strategic management (Based on Campbell, Stonehouse, and
Houston, 1999).

Approach

Theory

Advantages

Criticisms

Prescriptive or

planning strategy

Strategy management is a highly

formalized planning process.

Business goals are set, and strate-
gies are made and implemented to

achieve the goals.

Clear visions provide clear focus for

the business.

Performance can be measured and
monitored when objectives can be

targets.

Possibility to allocate resources to
specific objectives.

Logical and rational approach.

Often major discrepancies between
the planned and the realized strat-

egy.

Planning in a dynamic and turbu-
lent business environment may be

unproductive.

Prescriptions can repress creativity.

If plans are followed to tight, it may

lead to missed business opportuni-

ties.
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Emergent or
incremental

strategy

Strategy emerges and develops

over time

Emergent strategies increase flexi-
bility if the business environment is

turbulent.

If the stakeholder interactions are
changing the strategy is often

emergent.

Danger that the lack of clarity

makes the strategy drift.

Difficult to evaluate the work when

the targets are not defined.

Competitive
Positioning
approach to

strategy

The competitive advantage is a re-
sult from the company’s position in

the business environment.

The business analyses the strength
of the competitive forces in its in-
dustry and selects an appropriate
generic strategy. Value-adding ac-

tivities are added to support this.

The strategy approach is outside-in.

Developed analytical frameworks,
Porter’s five forces, value chain, ge-

neric strategies.

Easier to simplify complex business

environment with structures.

Good for identifying opportunities
and threats in the business environ-

ment.

Understates the importance of dif-
ferent competencies depending on

business.

Generic strategies have been

widely criticized.

Resource- or
competence-based
approach to

strategy

Companies must identify and build

their core competencies.

The strategy approach is inside-out.

The importance of the individual
business in acquiring competitive

advantages is emphasized.

Vision, creativity, and strategic in-

tent are highlighted.

The analytical frameworks are cur-

rently poorly developed.

The importance of the business en-
vironment is underestimated when
determining competitive ad-

vantages.

2.3 Competitive advantages and capabilities

Porter (1985b) sees competitive advantages as being divided into two basic types. The

two basic types are cost advantage and differentiation advantage. If a company can de-

liver a product or service similar to a competitor’s product or service, but at a lower cost,

the company has a cost advantage. If a company can deliver a product or service that

exceeds the benefit of the competitor’s product or service on the market, the company

has gained a differentiation advantage. Both these advantages, the cost advantage, and

the differentiation advantage, are known as potential advantages. Potential advantages

describe the company’s position in the business environment.

A company is seen to have a competitive advantage when competitors cannot gain the

same benefits as the company when the company’s value-creating strategy is
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implemented. The ability to sustain the competitive advantage depends on whether the
value-creating strategy is easily duplicated by competitors or not. Even if the company
achieves a sustainable competitive advantage, the competitive advantage will not last
forever; it requires development. In an industry where all competitors are identical and
have the same resources and strategy, they will achieve the same efficiency and effec-
tiveness; it would not be possible to have a sustained competitive advantage. (Porter,

1985b).

However, if a company becomes the first mover, it gains some first-mover advantages.
Sometimes, first-movers can sustain their competitive advantages over other firms by
possessing distribution channels, developing goodwill with customers, or achieving a
positive reputation before other companies can implement their strategies. The business
environment must be heterogeneous within the controlled resources to achieve first-
mover advantages. (Barney, 1991). In their study in 2000, Cockburn, Henderson, and
Stern stated that to understand the dynamics of competitive advantage, it is essential to
make strategic adjustments consciously. Their study also showed that companies that
were behind in the competitive advantages from the start moved more rapidly to catch
up with the competitors that were more advanced. This would mean that if an industry
has first-movers, its advantage would not be sustained for long because the competitors

will catch up more rapidly.

In 2007 Wang and Ahmed (2007) stated that there are different types of dynamic capa-
bilities, such as adaptive, absorptive, and innovative. A company's dynamic capabilities
are the company's ability to foresee, sense, create visions, and seize new business op-
portunities. The company's ability to reconfigure and modify the company's resources
based on the business environment is also a dynamic capability. According to David
Teece et al. (1997), a company’s dynamic capabilities generate a sustainable competitive
advantage. Companies' advantage lies in how well they can change capabilities like rou-
tines, behaviors, resources, or assets. Barney (1991) includes all organizational assets,

processes, information, knowledge, firm attributes, and capabilities to the company’s
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resources. Dynamic capabilities contribute to the company's competitive advantage and
organizational strategy by forcing it to renew itself when the environment changes. If the
company cannot renew itself, it cannot survive. The dynamic capabilities are essential

even if the company operates in a stable environment. (Teece et al., 1997).

Kay (1993) says that distinctive capabilities result from one or more of the four sources:
Architecture, the unique relationships towards suppliers, distributors, or customers,
which the company’s competitors do not have. This unique network can be either inter-
nal or external. Reputation includes several parts, such as superior product quality, de-
sign, service, and business characteristics. Innovation is the ability the company has to
successfully develop and design new products or services ahead of its competitors and
improve its value-adding activities. Strategic assets are the competitive advantages that

a company has from assets such as patents, copyrights, or natural monopolies.

Prahaland and Hamel (1990) explain a company's core capabilities as "Core competen-
cies are the collective learning of the organization, especially how to coordinate diverse
production skills and integrate multiple streams of technologies." A company's core ca-
pability should be three different things: it should allow it to enter and successfully do
business in several markets. A core capability should also give the company's customer
more value from the product or service provided than the competitor's product or ser-
vice. Furthermore, as a last thing, a core capability should be difficult to imitate for com-
petitors. A company's capabilities are information-based processes in the company, and
they are specific to the company. The capabilities can be either tangible or intangible.
(Amit & Shoemaker, 1993). Core competencies can also be defined as the company's

fundamental core. (Teecee et al. 1997).

In 1993, Amit and Schoemaker stated that companies often see some company-specific
resources and capabilities as crucial to the company's performance. These resources and
capabilities can be technical know-how, the capability of designing and engineering, fi-

nancial resources, or the ability to respond to market needs. The challenge for the
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company is to identify these specific resources and capabilities that the company has so
the company can develop them and retain them in the future. These specific resources
and capabilities are the differentiation that the company needs to achieve a competitive
advantage.- The company resources are the available factors that the company owns or
controls; these resources convert into final products or services of the company with the
help of other company assets, technology, trust, and more. The resources also consist of
knowledge that can be traded, such as patents and licenses, financial assets, such as

property and equipment, human resources, etc. (Amit & Shoemaker, 1993).

Trade secrets and company-specific information are challenging to transfer to another
company because the asset may consist of tacit knowledge and high transaction costs
and transfer costs. (Teecee et al. 1997). The capabilities of a company are the company's
ability to use the resources that the company has in combination with the company's
processes to achieve the desired service or product. The base of capabilities comes from
the company's human capital, where information is exchanged, developed, and carried.
(Amit & Schoemaker, 1993). With the help of good capabilities, a company is efficient. It
can perform the necessary activities more effectively to produce the company's desired
product or service to the end customer. The capabilities of a company are not acquired
at a rapid pace; they accumulate over time. A company's capabilities can help achieve a
sustainable competitive advantage, but they cannot give the company sustainable com-

petitive advantages alone. (Collis, 1994).

2.4 Developing and leading partnerships

Vesalainen (2006) explains how suppliers and customers see things from a different per-
spective when they are negotiating about the same thing. From the supplier's side, it
also depends on the point of view of the production manager, who focuses on the fore-
casted information and size of orders, or the key account manager, who is oriented and
focused on adding value through new services. On the other side of the table, there is

the customer who focuses on the purchase price and dependency or competition as a



34

network and the development of the network, depending on what point of view the

customer is using. These different perspectives can be seen in the Figure 4 below.

SUPPLIER CUSTOMER

* Purchase
price
* Dependency

* Size of order
* Forecast
information

Production manager Purchaser

The object of negotiation, for
example:
The goals of cooperation and
ways to reach them

¢ Customer
orientation
* Value added
services

* Competition
as a network
* Network

development

Key Account Manager Purchase Manager

Figure 4. Different perspectives depending on role. (Based on Vesalainen 2006).

The cooperation in companies can be done both horizontally and vertically. When coop-
eration is done horizontally, the partners are often competitors and at the same stage of
the value system. In vertical collaboration, the cooperation is usually done with suppliers,
distributors, and customers, and the partners are at different stages of the value system.
Cooperation can benefit the company by linking core competencies, resource access,
and risk reduction. Problems can also occur from cooperation if the cultural differences
between the partners are too significant or if conflicts occur. (Campbell et al. 1999). In

this case the cooperation is done vertically.

Different organizational roles give people different expectations from the company and
the cooperation. (Vesalainen, 2006, p. 40). The common goal for both partners is to de-
velop the partnership and cooperation to a reasonable level together. The development
of a partnership can be done in multiple ways. The development of a partnership can be

done in multiple ways. Vesalainen, 2006 shows different options for how the effort in
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the development process can be put into partnership development as shown below in

Figure 5.

2. Develops the customer
Supplier | or does development on > Customer

account of the customer

1. Develop themself on 3. Develop themself on
their account their account

4. Develops the supplier :l
on supplier’s account

5. Develops together on

each other's account or

for mutual purposes.

Figure 5. Effort in the development process. (Based on Vesalainen, 2006, p. 61).

If the parts have the same perception of the current state, but the targets in the target
state differ, it is time for them to discuss why the target state differs and how to proceed
to a state where development is possible. When both parties agree on both the current
state and the target state, and the target state does not differ from the current state,
there is no possibility for the development of the partnership. The partnership is already
at such a level that development is impossible for these parts. (Vesalainen, 2006, p. 188).
Even if partnership development is not possible for these parts when both are agreed
on the current state, and the target state and the target state are already reached, there

still can be parts where the partners can develop their business together.

If the partners agree on the current state and the target state, but the current state dif-
fers from the target state, the partnership can be developed. Here, building a target and
step-by-step action plan to reach the goals together is essential. (Vesalainen, 2006, p.
188). With the help of an action plan, the cooperation will find steps on how to proceed

and measure the outcome of the partnership.
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Both parties of cooperation must understand the current state and the target state in
the same way. In the partnership strategy analysis framework below based on Vesalainen
(Figure 6), we see that depending on whether the differences are in the perceptions of
the current state or the target state, the outcome of the partnership is different. When
partnerships are led and developed, the first step is finding common ground and under-
standing the current state. If things differ in the perception of the current situation be-
tween the partners, these things should be solved, and the partners should reach a com-
mon understanding through discussions. It is important to investigate why the percep-
tions of the current state differ and what causes the differences. The differences can be
that the different parties make different perceptions of the same state, but the differ-

ences must still be solved. (Vesalainen, 2006, p. 188).

Perceptions of the current state Perceptions of the target state

-

= Compare the differences in perceptions Compare the differences in perceptions
|I= & of the current situation and if they of the target situation and if they differ,
.g 43 % differ, check the matter and try to reach check the matter and try to reach a
H ] E a common understanding through common understanding through
E g % discussions discussions
838 [ ]

E [ (=) iy

C to th derstandi

= ompare o the common understancing Compare to the commeon understanding
I o of the target state. If the current state
c o of the current state. If the target state
6 & and the target state are at the same - "
= 0 . : estimates differ from the current state
2 s level, there are no ingredients for . . .
m R w ) ) estimates, there is potential to develop
o ] a partnership development in the case; th a hio devel o
5 & % both parties are satisfied with the € partnership development strategy

== current state

Figure 6. Partnership strategy analysis framework (Based on Vesalainen, 2006, p. 188)

When leading and developing partnerships, trust and reputation are important parts of
it. Trust can be defined as the confidence that an individual holds in the assurance that
their vulnerabilities will not be exploited within a transaction or used towards the com-

pany. (Barney & Hansen, 1994). The more people in the organization have positive



37

experiences with a trusted partner, the more unified and stable the collected trust.
(Vesalainen, 2006, p. 52). Trust is essential in partnerships. Barney and Hansen (1994)
define trust in the same way as Sabel (1993), that trust can be defined as the assurance
that none of the parties involved in an exchange will exploit the vulnerabilities of others.
Except for trust, reputation is an essential part of the development and leadership of
partnerships. A company's reputation includes several parts, such as product quality, de-
sign, service, and business characteristics. (Kay, 1993). Trustworthiness is realized when
exchange partner demonstrates its credibility and reliability, thereby earning the trust of
others. Different types of trust can be defined, Barney and Hansen (1994) categorize
trust into three distinct forms: weak form trust, semi-strong form trust, and strong form
trust. Weak form trust is characterized by restricted opportunities for opportunistic be-
havior. When the involved partners do not have significant vulnerabilities, the trustwor-
thiness tends to be high, and trust becomes the norm. In these cases, the trust does not
depend on contracts or commitments. When there are no vulnerabilities, the change of
opportunistic behavior is minimal, and a weak form of trustworthiness will exist. If the
partners have significant vulnerabilities, trust can still emerge but is often protected
through governance devices. This kind of trust is called a semi-strong form of trust,
where the partners are confident that their vulnerabilities will not be exploited because
exploiting the vulnerabilities would be irrational. Examples of semi-strong forms of trust
would be contingent claims contracts and strategic alliances. Strong form trust repre-
sents the highest degree of resolute trustworthiness where trust emerges whether or
not there are significant vulnerabilities or social or economic governance mechanisms.
In a strong form of trust, opportunistic behavior would hurt the company's values, prin-
ciples, and standards of behavior. The trustworthy behavior of a strong form of trust

develops from the principles and standards the partners agree on regarding behavior.

2.5 Value systems and value chains

A value system is situated between the macro and micro business environment where

the company is operating. The value system is the path the service or product goes from
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the supplier to the end customer. Each company has its value chains inside the value

system consisting of primary and support activities. A value chain is pictured below in

Figure 7.

Supplier value chains Channel value chains Customer value chains

- ~=| Firm’s value chain -—— e

Figure 7. Value system. (Based on Porter, 1985a).

In 1985, Choi explained that Porter's (1985a) value chain model was initially developed
for the manufacturing industry and would be challenging to apply to other industries,
such as the service industry. The activities performed in a manufacturing industry versus
a service industry are different in many ways; service industries most often include peo-
ple and personal contacts differently than the manufacturing industry. In Choi's (2007)
research, it is clear that applying the value chain model to the service industry is also
possible. (Choi, 2007). Porter (1985a) says that every company is a collection of activities

whose main task is to support its product, deliver, market, produce, or design.

As a concept, a value chain is how a company's activities are divided into activities per-
formed to support, deliver, market, produce, and design. The value is easily measured
by the amount customers are willing to pay for a company's product. The business is
profitable if the company’s created value is higher than the costs of performing the re-
quired activities. Suppose a company wants to have a competitive advantage over the

company's competitors. In that case, the company's value activities must be performed



39

either at a cost that is lower than the competitors or the company must be able to create
a premium product or higher differentiation. The company’s value activities can be put
into two primary categories: primary and supporting activities. The activities that are
used to create the physical creation of the service that the company provides, markets,
delivers, supports, and sells are the primary activities. The support activities are the ac-
tivities that allow the primary activities to happen, such as human resources, technolo-

gies, the firm's infrastructure, and procurement. (Choi, 2007).

The different parts in the value chain are all linked; one part affects another. Parts of the
value chain can be optimized, but it always has consequences on other parts and will
require trade-offs. If the sales department starts to sell a product cheaper than before,
the market share for that product and the customer complaints about the price will in-
crease, but at the same time, the profit decreases, which would affect the whole value
chain at some point. (Porter, 1985a). There has been criticism towards value chains be-
cause the value chains' primary focus is on a company's activities regarding cost analysis.
The soft factors companies have are not included in the value chain model. In Choi's
study, the hotel managers thought there were multiple strategic issues they had never

considered before that were included in the value chain model. (Choi, 2007).
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Figure 8. Value chain. (Based on Porter, 1985a).

The Figure 8 above shows the structure of the value chain based on Porter (1985a). The
primary activities of a value chain are: Inbound logistics, which oversees the acquisition
of resources from external suppliers and and other resources from the outside. The in-
bound logistics also includes the relationship with suppliers. Inbound operations may
also include raw materials; these outside resources are the company’s inputs. All the
actions and processes in volved in converting inputs into outputs fall under the category
of operations. The output is the product or service sold by the company. The outputs are
the core product and are sold for a higher price than the transformation from input into
output for the company to be profitable. Outbound logistics, all the activities required
to store, collect, and distribute the output to the customer. Outbound logistics also in-
volves overseeing the internal and external systems related to customer organizations
within the company. Marketing and sales are all the activities that inform buyers about
products and services, advertising and brand building, communication, and why con-
sumers should choose the product or service. Service: All the activities that concern
product support and customer service or are required to keep the product or service

effectively working after the delivery. (Tardi, 2023).
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The support activities of a value chain are: Procurement, which includes the activities
requiring the acquisition of inputs or resources. The procurement maintains relation-
ships with vendors and all other activities related to securing the necessary materials
and resources. The activities in human resource management are the activities involved
in recruiting, hiring, training, building, and maintaining an organizational culture. Tech-
nology development, all the activities that are needed to perform research and develop-
ment, hardware, software, procedures, and technical knowledge. Infrastructure includes
activities such as quality assurance, government relations, legal activities, general man-
agement, accounting, finance, administrative activities, and public relations. (Tardi,

2023).

When studying companies’ value chains, it is essential to understand which competen-
cies the core competencies are and what activities are provided better by an outsourced
company. Companies often have multiple value chains inside their value system. There,
where supply chains help the company to manage the supplies and supply network, the
value chains help to understand where the value is. Value chains can also show how the
value can be created or missed before the service or product is delivered as an end prod-

uct or delivered to the final customer. (Linkov et al. 2019).

Value can be defined in different ways because value means different things to different
people. In the business area, which includes customer service and service quality, value
can be measured as the satisfaction a person receives from the activity or service that
has been performed. This definition of value is subjective and depends on the individu-
al's experience. (Tzokas & Saren, 1997). Another way to define value is as the price cus-
tomers are willing to pay for the products or services a company offers. It is also essential
to consider that if the customers do not perceive the value they will receive, they will
not pay for it. (Porter, 1985a). Walters & Lancaster (1999) provide a definition of value
as the favorable balance between acquisition costs and benefits. They further explain

relative value as the satisfaction perceived from various alternative value offerings. A
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value proposition, on the other hand, is a statement that outlines how value will be de-
livered to customers. The value proposition holds vital importance, both within the or-

ganization and externally. (Walters & Lancaster, 1999).

Relationships

Technology

anjep

The total consumption process

Figure 9. The value chain of the customer. (Based on Tzokas & Saren, 1997).

Tzokas and Saren (1997) made a value chain from the customer's perspective, including
relationships, technology, and the total consumption process, as shown above in Figure
9. Relationship activities are the activities performed by an individual as belonging to a
group that can be all from an extensive group as a nation or a smaller one as close friends
or neighbors. Another activity included in the relationship activities is the one performed
by an individual included in relational terms. The technology activities in the customer
value chain include activities that are related to material technologies; this could be, for
example, products. The technology activities also include culture and other activities re-
lated to human technologies. Tzokas and Saren (1997) see the role of culture as a tech-
nology that will support the customer's symbolic appropriation of the product. In Tzokas
and Saren's (1997) opinion, material technologies contribute to the context of product

use. The customer value chain aims to understand the customer's desires holistically.
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Figure 10. Linking the value chain of the company and the customer value chain of the
customer. (Based on Tzokas & Saren, 1997).

When the company's and the customer's value chains are related, it is possible to find a
framework with a holistic view of the company's and the customer's relations. These
linked value chains can be seen above in Figure 10. Tzokas and Saren (1997) state that
with the help of this framework, it is possible to illustrate platforms that will help to build
value relations and create value. In Tzokas & Saren's (1997) opinion, this value chain re-
lationship suggests that instead of having to separate value chain systems that earlier
have used their activities to create value, the value chain of the company and the cus-
tomer's value chain can work synergistically. The two value systems depend on each
other, and the company's competitive advantage lies in the ability to blend the two value
systems into each other in a way that creates value for both the customer and the com-

pany. (Tzokas & Saren, 1997).

The activities in a value chain can also be considered a collection of technologies, as
Porter did in 1985b. Porter said that technology is included in every value activity of a
company. The technology in a company's value chain affects the customer's value chain.
For example, the procurement methods that the customer has are affected by the order
process technology that the company provides. (Porter, 1985b). The value system, value
chains, and strategy are all linked together. Nauhria et al. (2017) describe the relation-
ship between value-creating strategies and customer value from a financial perspective
from a car manufacturer's point of view; the insights can also be used in other industries.

If the value-creating strategy is to increase the quality of manufactured
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products/services, the customer value perspective would be an improved product per-
formance, leading to an increase in market shares from the financial perspective. If the
value-creating strategy reduces manufacturing costs, the customer value perspective
would be competitive product prices. From a financial perspective, it would mean an
increase in profits. If the company is looking for an increase in sales revenue, the strategy
for creating more value would be to reduce the manufacturing or assembly time and, by
so, reduce the delivery time or to manufacture flexible products with specific customer

requirements that would give the customer customized products. (Nauhria, et al. 2017).

Below, in Figure 11 is an illustrative representation of a hypothetical value system for an
insurance company based on Walters and Lancaster (2000). This illustrative representa-
tion help to understand the different parts of the value system. The customer value
comes from the customer value criteria, in this case, from customization, competitive
pricing, and reliability, and from the customer acquisition costs, the needed specification,
search, and maintenance. The key success factors to reach the value proposition are
sales distribution, cost competitiveness, and responsiveness. With the help of the key
success factors, the company can redeem the value proposition that includes claim han-
dling, quality, and reliability. The corporate value also adds to the value proposition and
the value strategy and positioning. The value strategy and positioning include inputs
from information management, such as customer research and competitive activities,
and relationship management, such as customer focus, product development, and mar-
ket development. Information management also affects straight on the value and cost
drivers. The value and cost drivers affect the organizational structure and management,
such as customer focus, knowledge, and partnerships. The value and cost drivers also

affect production with flexibility, production processes, and quality control.
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Figure 11. Value system. (Based on Walters & Lancaster 2000)

2.6 Literature Review Summary

Value / cost
drivers

This literature review chapter presents a comprehensive framework and relevant re-

search for value systems, value chains, capabilities and resources, and strategy develop-

ment. The chapter also explains the term’s strategy, value chain, and cooperation. The-

oretical insights from this research are used in the later comparison with the empirical

data in Chapter 4.




46

3 Methodology

This chapter explains how this study's research was done and the research process. The
thesis was conducted as a case study and focused on qualitative data analysis of second-
ary sources. As a second source, interviews were used to understand how partnerships
work and how to develop the partnerships in a way that would benefit both partners.
This aim of this study is to respond to the research question: How do the value chain
changes affect the company's strategy? The hypothesis that if the priorities in the value
chain change, then the strategy must develop to match the value chain would also be
tested to follow a deductive method. This study also shows the need to develop pro-

cesses and resources when cooperation is conducted and developed.

3.1 Research strategy and method

The strategy of this research was to find the changes that have been made to value
chains inside strategies in different parts of the company. Utilizing qualitative business
research allows to concentrate on business phenomena within its contextual frame-
work. It is possible to understand why things develop in specific ways. (Eriksson & Ko-
valainen, 2015). The research was done by studying the received material from the
case company. This study was intended to make three contributions to the existing lit-
erature. As starters, the future research idea from Zhau, Calantone, and Voorhaus
(2018) about strategy change and deepened understanding of how strategy changes
develop to find a competitive strategy for the company. The findings show that
changes in the value chain happen so that the company can keep up with the competi-
tors. The changes are essential so that the company can have a competitive strategy.
The changes in the value chains show that the theory Porter (1985a) has was true.
Companies need to enhance their flexibility and adapt more swiftly to shifts in the

market and competitive landscape than in the past.

As a second point, Floyd, and Woolridge (1992) pointed out the importance of under-

standing the company strategy correctly. The company's strategy material shows that
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the strategy is written in such a way that it is easily understood. In this study, the im-
plementation of the strategy is a part that was not studied. Because of that, it is impos-
sible to say further if the strategy is understood and implemented fully. Even if the
strategy is renewed and the value chains have changed and shifted focus, many parts
are still going in the same direction as before. It is good because breaking established
practices in organizations is hard when the old habits are deeply rooted in the business
environment. (Durmusoglu et al. 2008). The effect of value systems and value chains
and their way of helping to create and establish competitive advantages (Linkov et al.,

2019) has been helpful in this study and helped to sort data out.

Qualitative research can be used as a term for a broad variety of methods and ap-
proaches to study. The collected data and used information are primarily nonquantita-
tive and often in written form or as visual materials. (Saldafia, 2011). Qualitative re-
search is a synonym for all data collected that are non-numerical or generate non-nu-
merical data. (Saunders, Lewis, Thornhill, 2007). There are different genres of qualita-
tive research, and in this thesis, the genre used is case study. In a case study, the study
focuses on a single unit for the analysis. It can be one organization, one group, one
person, and so on. A case study gives a deeper understanding of the selected case. A
case study can be done with one or multiple cases. (Saunders et al., 2007). Interviews
were also used in this study; the interviewees were selected to give a broad insight
into cooperation. By selecting interviewees with a different point of view to coopera-
tion, the answers became broad and showed that cooperation is more complex than it

can seem. The selected interviewees can be seen in the Figure 12 below.
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Informant Title

Person 1 Manager, service partner 1
Person 2 Manager, service partner 2
Person 3 Director, insurance company
Person4  Team leader, claims
Person5  Account manager

Person 6  Account manager

Person 7  Account manager

Person8  Account manager

Person 9 Development manager

Figure 12. Selected interviewees.

In qualitative research, several approaches can be used: deductive, inductive, and ab-
ductive. A deductive approach is when conclusions are drawn from facts and evidence,
also used in this thesis. (Saldafia, 2011). There can also be a combination of different
approaches in qualitative research. (Saunders et al., 2007). The deductive research

process progresses through different steps:

1. Deduct a hypothesis.

2. Express the hypothesis in a way that indicates the relationships between two
concepts.

3. Test the operational hypothesis.

4. Examine the findings.

5. Modify the theory if needed.

(Saunders et al., 2007).

3.2 Case selection

The case company was selected on the base of data access. The case company also had

a recently renewed strategy and was a good case company for the occasion. There were
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many annual and responsibility reports to use and analyze. This case was also interesting
because the insurance sector and car dealership cooperation are developing rapidly. The
methods of how this is developed through the years show how value chains and strate-
gies work together. The aim of this case was also to show how important it is to under-
stand the company's value chain when strategies are developed. The company itself is
well known and has a long history, and the company is a mutual insurance company,
which means that the customers own the company. When the customers are the owners
instead of the usual stockholders, the need to increase the customer value is even more
significant. When the customers own the company, it makes it one significant factor why

one of the company's values is to create the maximum value for their customers.

3.3 Data collection and analysis

This thesis relied on written, secondary documentary data for its research and by inter-
viewing people selected based on their knowledge to obtain multiple perspectives on
how cooperation should be led and developed. The data was collected from annual re-
ports, sustainability reports, and other written material provided by the company. The
interviews were made in September 2023, and all interviewees answered the same

questions:

1. How should service partnerships be managed?

2. How should service partnerships be developed? Any specific resources or pro-
cesses?

3. How do you think the structure of service partnerships are built?

4. How important is it to build a trust relationship in a service partnership?

5. How can improvements be brought to the operation of service partnerships?

The annual reports and sustainability reports that were used were from the years 2017-
2022. The company has annual reports that go further back, but the strategy changes
started to happen in 2017, and that is the reason why that year was used as the starting

point. The 211 pages of responsibility reports gave insight into the strategy development
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that was needed to be able to complete this research. Some of the data was also re-
quired through work experience from the company since all data is not available for eve-
ryone and is meant for inside use only. While some of this data may be affected by per-
sonal opinions and prejudices from long work experience, the aim has been to keep a

professional view of the data and keep personal biases out of the thesis.

The data was analyzed by looking into the old value chains inside the strategy parts and
by analyzing what decisions and parts from the new value chain forced the strategy to
develop simultaneously. The data obtained from the interviews was analyzed and orga-
nized using the data structure framework developed by Nag, Corley, and Gioia (2007) as
seen below in Figure 13. With the help of the data structure, the data becomes more
accessible and easier to analyze. It also became easier to find the main themes and see

the pain points.

First-Order Categories Seccond-Order Themes Overarching Dimensions Seccond-Order Themes First-Order Categories
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= Content > . Knowledge Knowledge
D. Categorizing . Imperatives ~ communication
partnerships Imperatives. Inertia Content and cooperation

. Categorize

. Regular joint partnerships

3. Knowledge- 6. Current

F. :ee : rt Itrr‘ﬁ: sharing Knowledge-Use L Segmentize
g v artnerships
customers voice Imperatives Practices [E [

. Communication

Qualitative
development
0. Cooperation based

. Development in
close partnerships

7. Changes to Change Orientation 9. Preserving

on metrics Knowledge Knowledge-Use T. Active
P. Mutual Content o & Practices development
cooperation Knowledge- Knowledge-
Grafting Grafting
Emphases Deterrants
Q. Customer guidance 8. Changes to » - 10. Preserving . Trust

Knowledge-use
Practices

availability
. Clear processes
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Figure 13. Interview data structure (Based on Nag, Corley & Gioia, 2007)
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4 Findings

The goal of studying the material was to understand how the case company's value chain
changes had affected the company's strategy. The hypothesis that was the ground of this
study was that if the priorities in the value chain change, the strategy must develop to
match the value chain. The research questions that helped to study the material were:
How does the new strategy serve the value chain, and how does the new strategy give
the company a competitive advantage? To better understand the findings from the ma-

terial, this chapter will start with an introduction to the case company.

4.1 Introduction to the case company

The case company in this study is the mutual insurance company Fennia. The oldest root
in the company goes back over 140 years, when a group of entrepreneurs and social
influencers established a domestic fire insurance limited company in 1882. The main
reason was that the entrepreneurs needed an insurance company that understood their
needs. Another reason was that a domestic company would balance the market. In 1928,
the second branch of the company was born. A group of entrepreneurs established The
Mutual Insurance Company for Entrepreneurs; the insurance company was made for
statutory accident insurance. It was important for the entrepreneurs to establish a mu-
tual company where the customer simultaneously was the company owners so that the

company would work for the benefit of their customers.

The two companies merged in 1983, which is how Entrepreneurs Fennia was born. In
1998, Pension-Fennia and Life-Fennia were established, and later that year, all three
companies formed the Fennia Group. The company has been growing over the years,
but the main goal is still the same. In the middle of an unpredictable life, the company
wants to promote the customers' peace of mind with the help of insurance, risk man-
agement, saving, and financial management. Life is made to be lived and experienced.

That is why there is Fennia.
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The company's vision and mission are to be the most attractive, responsible operator in
their chosen customer group and for their employees who share their values. The com-
pany exists for entrepreneurship and life. For the company vision to be realized, the com-
pany has three goals: create as much value as possible for the customers, offer an attrac-
tive work environment, and do profitable and responsible business. These goals can be
achieved with their customers, competent and motivated employees, strong balance
sheets, high-quality data, and reliable systems. People make a difference. Fennia is build-
ing the future of Fennia together, with customer value first. With the help of this, the

customers, the company owners, can enjoy their entrepreneurship and life.

4.1.1 Findings from the material

There have been multiple changes in value chains over the last few years. In the cases
studied for this study, the starting shot for the whole renewal started in 2017 when the
strategy for 2018-2022 started to develop. The company strategy changed at the start of
2023 when the new strategy period started with a new strategy and values. In the ma-
terial, the study has also focused on studying two more minor strains of the strategy and
how they have developed simultaneously as the company's big strategy. The two more
minor strains are the strategies of service partners and car dealerships that had been

more different and spread during the first strategy period.

For both the strategy concerning the whole company and the more minor strategy
strains concerning the service partnerships and the car dealerships, the most significant
guestions were: How will we do business? With whom are we going to do business?
Overall, the strategy periods have been three to five years, which is good because the
business is shifting fast. In recent years, the company has been effectively focusing on
the company's core business. The damage inspections have been divested to Finnish Loss
Survey SVT Ltd, and investment activities have also been divested. As Campbell et al.
stated in 1999, companies should concentrate on their core business to achieve compet-
itive advantage, and companies can outsource all activities that are not seen as core

business to other companies and here we see that the company has been focusing on
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its core business. The Figure 14 below shows how the insurance company outsourced
damage inspections and investment activities to companies who have these as their core

activities.

Outsource
muestmE“t
activities

Figure 14. Outsourcing other business than core business.

4.1.2 Company Strategy 2018-2022 and 2023->

To understand how the strategy has developed it is essential to start with looking at
how the strategy looked between 2018-2022. Fennia had four strategic goals for the
years 2018-2022:

1. Innovative personnel

2. Growth in the B2B sector

3. Efficient in households

4. Solidity

The mission of the Fennia group for these years was to exist for entrepreneurs and life.
Moreover, to be a reliable partner for entrepreneurs and their close ones because of
understanding their needs. To be a partner for households who are entrepreneurs of

their own life. The vision was to offer the best customer experience. The goal was that
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the customers feel that the service was so good that they have a reason to stay and a

willingness to recommend the services further.

The first goal that the company had was innovative personnel. This strategic goal was
necessary because, with personnel that can be innovative and change, the strategic
goals are possible to achieve. The aim is for the personnel to work so the customers
feel secure and confident that everything is in order. The company focuses on entre-
preneurial activities daily and works bravely, determined, goal-oriented, committed,
and enthusiastic, like the employees would be working for their own company. By fo-
cusing on the employees, the employees will work in a way that will result in the best

customer experience in the market.

The second goal that the company had was growth in the B2B sector. This strategic
goal would be achieved by building a comprehensive experience from the services in
the Fennia group. The services would be produced efficiently so that the entrepre-
neurs would not have to spend more time on it than necessary. Fennia has always

been the entrepreneur's company; we wanted to focus on that.

As a third goal, the company had efficiently in households. The goal was to serve the
entrepreneur as a private household by helping their family manage risk. The services
would also be offered to other private households, not only the ones with entrepre-
neurs. The households would improve the insurance risk diversification and give the

company a more stable risk position.

The fourth and final goal was solidity. The Fennia group has excellent solidity, and with
the help of that, the company can meet the obligations that the company has given to
the policyholders. To retain the solidity, the company must understand the risks that

the company is taking and only take risks that the company can carry.



55

The strategy and company values were renewed at the end of 2022. The company's
mission did not change when the strategy got renewed; it is still that Fennia exists for
entrepreneurship and life. The new strategy has a vision that Fennia wants to be the
most attractive, responsible operator in the chosen customer group and for the em-
ployees who share their values. For the company vision to be realized, the company

has three goals:

1. Create as much value as possible for the customers.
2. Offer an attractive work environment.

3. Do profitable and responsible business.

To reach these goals, the company wants to reward its customers for their ownership,
invest in the development of customer experience, lead the business with high-quality
data, clarify procurement models, and bring responsibility into all aspects of the busi-
ness. At the same time, the work culture is going through changes where the goal is to
build an inspiring and attractive work culture that is uniformly managed and where
everybody has a chance to develop with the help of constant learning. The new com-
pany values are fair, responsible, brave, developing, and together. Votes received the
company's new values from the employees because the goal is that the company val-

ues are going to guide everyday activities.

The first goal, to create as much value as possible for the customer showed that the
company did not take customers for granted. Customers are free to choose which
company to use, and customers are more conscious of choices. Because of this, it is es-
sential that the customers feel that they are gaining the value they expect. The second
goal to offer an attractive work environment is essential if the company wants to at-
tract employees who want to stay there. The importance of being able to recruit em-
ployees who are qualified for the work and who are always motivated to do the best
for the customer is of great importance. The third goal to do profitable and responsible

business was clear. A company's goal would always be to be profitable. It would have
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been enough to be profitable earlier, but the business must also be responsible. The

company must take its social and economic responsibilities seriously.

4.1.3 Changes in the strategy

The value chains changed with the old strategy, focusing more on the employees and
the customer experience without forgetting sustainability, which became more critical
over the years. The new strategy became clearer and went from innovative employees
to offering an attractive work environment. It is challenging to attract excellent, inno-
vative personnel and even harder to make them stay; the work opportunities are
broad. The growth in the B2B sector and efficiency in households merged to create as
much value as possible for the customers. Instead of dividing the two different cus-
tomer segments in the strategy, the strategy focuses on customers without consider-
ing whether they are companies or private households. Solidity became a profitable
and responsible business because more is needed to have great solidity; the business

must also be responsible.

As stated earlier in the thesis, the environmental conditions for businesses evolve and
change, and that is why company strategies must develop to have a chance to adapt to
the new environmental conditions. Here, the company tried to achieve a competitive
advantage and a sustainable strategic position in the insurance market, making trade-
offs to distinguish itself from other competitors. It is seen that here, the case company
defined the scope the company wanted to reach and set boundaries to help the com-

pany to focus on the new strategy and to stay relevant.
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Figure 15. Old and new strategy.

The Figure 15 above shows how the changes in the value chains made the focus areas

in the strategy develop and focus on the areas in improved ways.

4.2 Service Partnerships Strategy

The findings show that as a result of new value chains inside the strategy where the new
value chain was divided into two parts, general repair shops and brand repair shops, the
strategy needed to develop as well. This new value chain focused on building sustainable
partnerships to help the company and the partners. In the service partnerships, decreas-
ing the payments by centralizing purchases was also important. Another main decision
was about what cars to direct to what place for repair and how to direct them. For the
strategy to match the new value chains and to develop the strategy, a step-by-step map
was created. The first step of developing the strategy was to identify the partners and
understand how the company's customers are divided into different areas. Finland is a
big country with significant differences between the areas. It became more complicated

when it was realized that finding brand repair shops for all the brands the car importers
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would like to have represented in some areas is more complicated. It is essential to find
brand repair shops as widely as possible to increase the customer experience and de-
crease waiting times. When the areas were divided, all the area's biggest service part-
nerships were listed based on how many payments they had received during the previ-

ous year.

The second step was to understand that during the previous year, the general repair
shops that had been used were mostly general repair shops that only had one location.
Of course, the quality and prices in these general repair shops are primarily excellent and
valid, but to be able to ensure a certain quality of the work and to ensure prices that had
equal levels around the country, it was essential to find a more significant partner to be
the general repair shop partner. Customer service would increase with the help of a
more prominent general shop partner with a broad nationwide network and multiple
locations. The customer experience would also be more accessible from a single general
repair shop than dozens of general repair shops. Of course, even with a new general
repair shop partner, there still would be customers who used other general repair shops,

but the goal was to focus most of the work on the partners.

Another finding from the previous year was that only a marginal amount of the pay-
ments was targeted to the partners; the rest of the payments had gone to service part-
ners that did not have a partnership with the company. As mentioned, most general ser-
vice partners have excellent quality work and reasonable pricing, but the pricing can dif-

fer nationwide.

Decrease the
Enhance processes compensation
expenses

Control the service Improve customer
package satisfaction

Figure 16. Visions of the improvements.
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With the help of these changes in the value chains and the developed strategy, the com-
pany had a vision of what the improvements would do. The vision is shown in the Figure
16 above. The vision was that with the help of the improved strategy, it would be easier
to control the service package, improve customer satisfaction, enhance processes, and
decrease the company's compensation expenses. The control of the service package re-
fers to the trust that the trusted partners would perform their work with a certain level
of quality and within a set time frame. The improved customer satisfaction would be
achieved with a good reception at the partner with a fast and reliable schedule for the
reparation and work well done. The enhanced processes for the company and the part-
ner would be achieved through cooperative development work. The compensation ex-

penses would decrease with the help of pricing that the company and the partner would

agree on.

FOUNDATION STEERING COMMITMENT COOPERATION
Efficient damage Broad cooperation Common
case steering to with chosen cooperation goals

partners partners and targets
GOALS
CTJ(;-?Q—:\XER Customer awareness of Joint service Adiliressing deviatiton:
the partnership development an measureme.n ©
EXPERIENCE recommendations
DECREASED » i Comparing,
COMPENSATION Competition f.or the More comprehensive information sharing,
partnerships and longer contracts .
EXPENSES and learning
EFFICIENT Process development
Efficient claim o ! i :
COMPENSATION handl " digitalization, and Sharing cost savings
PROCESS andiemen integration

Figure 17. Critical cornerstones of managing compensation partnerships.

To manage compensation partnerships better in the future, the critical cornerstones for
the partnership were founded; they can be found in the Figure 17 above. The main goals

for the partnership were positive customer experience, decreased compensation
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expenses, and an efficient compensation process. The foundation for the partnership
was efficient damage case steering to selected partners, broad cooperation with chosen
partners, and common cooperation goals and targets with the partners. The positive
customer experience would increase with the help of customer awareness of the part-
nership and the company's and partners' joint service development by addressing devi-
ations and measuring customer recommendations. The compensation expenses would
decrease through partnership competition, more comprehensive and longer contracts
with the partners, comparing, information sharing, and learning from each other. The
compensation process would be more efficient with efficient claim handling, process de-
velopment, digitalization, and integration. The efficient compensation process would

also generate shared cost savings.

FOUNDATION
CHOOSING THE
PARTNER AGREEMENTS COOPERATION
GOALS
POSITIVE Service accessibility * Joint service + Addressing deviations
Service quality development
CUSTOMER Partner’s knowabilityU * Coordination of :::02:::322522 of
EXPERIENCE Brand representations processes
DECREASED Average compensation * More comprehensive Comparing. information
COMPENSATION Repair time and longer contracts shariFr’l aﬁjd learnin
Service prices * Annual credits b g
EXPENSES
EFFICIENT « Helping the customer . ‘
efficiently in the event of IR EIED
COMPENSATION i el are bl responsibility and self- * Sharing cost savings
PROCESS the claim effectively S L

Figure 18. Strategic goals for partner selection and agreement.

To execute this new strategic decision and value chain, the company needed to set stra-
tegic goals for the partner selection and the agreements. The Figure 18 is seen above.
To increase the positive customer experience, the chosen partner must have excellent
service accessibility, good service quality, be a known service partner, and have broad

brand representations. These were the main strategic goals in the partner selection. The
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customer experience would also be cheerful with the help of the company's and part-
ners' joint service development and coordination of processes. Addressing deviations
and measuring customer recommendations also had an important role. To decrease the
compensation expenses, the price of the average compensation was necessary, as well
as the repair time and the service prices. The prices were seen as less important than
the customer experience, and it was more important to have more comprehensive and
longer contracts than the competitors and have annual credits. The compensation ex-
penses would continue to decrease with the help of comparing, information sharing, and
learning from each other. The essential parts of an efficient compensation process were
the ability to help the customer efficiently in the event of an accident and to handle the
claim effectively. Increasing partner responsibilities and making the partners more self-

directed would also generate shared cost savings.

This new strategy would serve the value chain by focusing on the new main areas, for
example, the importance of increasing the positive customer experience when the new
partner is chosen. The new strategy would also give the company a competitive ad-
vantage if the company would be able to give the customers better service accessibility
and higher service quality with shorter repair times. Another significant competitive ad-
vantage is the cost savings shared between the company and the partner. This new strat-

egy is also aligned with the company’s new strategy.

4.3 Car dealership cooperation

The findings show that changes were made in the value chains concerning the car deal-
ership cooperation while the focus changed in the service partner sector. The former
focus area was on the new car market and in big brand stores with the idea that all big
brand stores were equally important partners, and that the new car market was the seg-
ment that the company wanted to focus on. When the service partnership value chain
started to focus on finding partners with similar values, the car dealership cooperation
was deeply connected to that work. With the help of solid cooperation with the car deal-

ers, the service partners were also easier to find, and the connections and cooperation
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went deeper. These changes led to the that instead of having all big brand stores as part-
ners, the company started to evaluate the partners and choose the ones with similar
interests and values. The new value chain also shifted focus from the new car market to
the used car market. This kind of change is making a big difference in how the strategy

around the value chains must develop and adjust.

Market of used cars

638 828

Market of new cars
98 371

Figure 19. The car market in Finland 2021.

The change in the customer segment also enables market growth because the used car
market is six times bigger than the new car market. As seen in the Figure 19 above, in
2021, there were 98371 new cars sold in Finland, and at the same time, there were

638828 used cars sold that same year (Autoalan Tiedotuskeskus, 2022).
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There was another significant change in the new value chains: the company focused on
deepening the cooperation with the new partners. This deepened cooperation was
made by focusing on two different parts. The first was done to help the partners to get
their insurance products. This first part meant the company wanted to offer the partners
a white-label cooperation. A white-label cooperation meant that the partner could brand
the insurance product as their own, but the insurance company provided the insurance
for the product. These products make it easier for the car dealership to get their custom-
ers to commit to the chosen car dealership's brand and services. The product was also
easier to sell to the customer for car salespeople or the sales assistants working at the
car dealership when they felt the product was a part of their repertoire. The product was
produced in cooperation with the company and the partner, where the partner honestly
had a chance to impact the end product. Depending on what kind of car dealership the
partner had and what kind of cars they were offering their customers, the product could
be altered to match their specific needs. This cooperation resulted in mutual benefits for
both the partner and the company, creating a win-win scenario. All cars sold by the part-
ner still needed to have insurance from somewhere, and by partnering up and cooper-
ating with the insurance company, the cooperation connection went deeper and could
benefit the company. It was an excellent way for the insurance company to reach out to
customers unfamiliar with the particular insurance company and reach out to new cus-

tomers.

Another change that was made was conceptualized training. Conceptualized training
meant that the company offered conceptualized training for the partners. The training is
essential for the partners because the law and the insurance distribution directive also
require them. The Insurance Distribution Directive, known as IDD (EU 2016/97), was en-
acted by the European Parliament and the Council to regulate insurance distribution. It
came into effect on February 23, 2016, and as a result of this directive, the Insurance
Mediation Directive was repealed. The directive mandates that individuals engaged in
offering insurance must possess a good reputation and continuously uphold and en-

hance their professional competencies. This statutory requirement is further reinforced
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by the law, which stipulates a minimum of 15 hours of annual professional training.
These qualifications are required from both the insurer and the insurance agent. The
direction exists to ensure that operators receive equal treatment and that customers are
equally protected. There are various insurance distributors; even if they are different,

they are covered by the IDD (Finanssivalvonta, 2023).

One example of conceptualized training could be that the company could offer the part-
ner training about the insurance contract law and what the partner must consider when

offering insurance products to their customers.

These changes required changes in the strategy because they changed the whole ground
of the cooperation. With the help of the white-label cooperation, the company and part-
ner got closer and received a deeper connection and understanding of each other's busi-
nesses. With a better understanding of how the partner's business works, it is easier to

develop cooperation and make it more fruitful for everyone.

The company conceptualized the required training to help the partner fulfill the 15 hours
required by the law by offering the partner the training. This kind of training is different
from the partner's core competence and, therefore, easier to get from the company with

the core competence.

These changes align with the company's new strategy to create as much customer value
as possible. These changes also show that the company is willing to put effort into the
partnership and the partner's business to help them achieve as much value as possible.
These changes also show that the focus changed much when the main focus from the

brand stores selling new cars shifted to the used car dealers.

4.4 Developing and leading partnerships

Different people have different roles in organizations. Because of these roles, how they

look at how partnerships should be developed and led is different. This is shown in the
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results from the interviews made to explore this area further. The interviewees were
selected based on giving a broad perspective on this, from the company's perspective
from different levels to two current partners. As explained earlier in the thesis, suppliers
and customers see things from different perspectives, even if they are negotiating about

the same thing.

The interviews showed that comprehensive partnerships and case-based decisions have
been on the agenda from the insurance company's point of view. However, the cooper-
ation has yet to succeed in the expected way. Comprehensive solutions and case-based
decisions are parts of the identified change imperatives that are important to consider
reaching new knowledge imperatives. One reason the comprehensive partnerships and
case-based decisions did not succeed the way the insurance company wanted is that the
partner needs to see the current state of the partnership as similar to the insurance
company. The insurance company wants the partnership to be a complete entity when
the partner feels that it can have multiple partners and divide the different parts of the
business to different partners, where they can reach the best benefits. An apparent con-
flict of interest must be solved before any partnership can develop. A challenge cooper-
ation can stumble on is if both parties are not heard equally. To prevent both parties
from being heard equally, cooperation management should be done with both partners.
The viability of each one's business is also essential. However, trade-offs may be required
in cooperation, and if the trade-offs are done, the cooperation is more accessible to de-
velop. Managing partnerships by looking at the whole account would benefit the com-
pany and the partners and make the cooperation easier. When making decisions con-
cerning cooperation, the decision-making should be case-based. Then, it will be fairer to
the customer and consider their unique needs. When the whole partnership is seen as a
complete unity where the pieces act together, the partnership becomes more fruitful

and beneficial for both parties.

As seen earlier in the thesis from Vesalainen (2006), the importance of agreeing on what

the current state is and what the target state is is evident. The partnership's goals for the
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cooperation must be set, and both parties must agree on the goals and the strategy to
reach them. Different kinds of partnerships are good to categorize to easily understand
the different characteristics of the partnerships. Cooperation with shared goals and part-
nership categorizing are part of the knowledge content imperatives that help form new

knowledge imperatives.

The interviews' findings showed some main points that the interviewees thought were
essential for the partnership leadership and development. As a first point, regular joint
meetings to follow up on where the strategy is going and if the cooperation is going in
the decided direction is essential. The regular joint meetings help to share knowledge
between the partners. In the joint meetings, the partners must remember to hear the
customer's voice; if it gets silenced, it may not revert to giving comments and develop-
ment ideas that would benefit the cooperation. Regular joint meetings and listening to
the customer's voice are critical parts of the knowledge-sharing imperatives. The identi-
fied change imperatives, knowledge content imperatives, and knowledge-sharing imper-

atives form the new knowledge imperatives, as shown earlier in Figure 13.

Secondly, the current organizational identity identifies itself with genuine relationships
and trustworthiness. The need for genuine relationships means that trust in cooperation
is essential even in the future. Genuine relationships can only be built over time with
partnerships that last. Trustworthiness also grows from the ability to solve problems and
open communication and cooperation, which the current knowledge content has. To be
able to preserve the current identity, trust between partners is essential. The importance
of trust is shown in the interviews and earlier in theory when Vesalainen stated that the
more people in the organization have positive experiences with a trusted partner, the
more unified and stable the collected trust. Without trust, cooperation is just a cold
agreement that can be done based on contracts. Genuine partnerships can only be built
by trusting each other. With the help of trust, the partners can share information and
documents from which the cooperation can benefit and give insight into each other's

business.
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As a third point, the knowledge in the companies. The current knowledge-use practices
include partnership categorization and segmentation, not to forget communication.
Multiple interview answers said dividing and sorting partnerships depends on volume
and profitability is essential. With the help of this kind of partnership categorization and
segmentation, finding a model that works for the size of cooperation done with that
segment is easier. With the help of a proper model, the leading and development will be
more accurate according to the size or style of the cooperation. The leading and devel-
oping will not be as successful if made similarly in completely different-sized companies.
The partnership segmentation and strategy based on the size and importance of the
partnership also saves both time and resources because this way, the required resources
can be put where they matter the most. To help the company mark out partners the
company wants to avoid cooperating with in the future, the company could set up cer-

tain limits that the partners must reach to cooperate with the company.

To do qualitative development consistently, cooperation based on metrics and coopera-
tion, the knowledge must be at a reasonable level. The knowledge also includes cus-
tomer guidance availability and transparent processes. In qualitative development, the
goal is that partnerships should be led and developed professionally and systematically
to succeed. Without proper knowledge, the amount of work that slides away from the
partners to non-partners would be difficult. Customer guidance availability is essential
to decrease the work that slides away and keep the partners happy and at reasonable
prices. It is crucial to develop partnerships in a way where quality and cost management
are considered. The quality of the partnership benefits both partners. ESG matters
should be considered, and the measurement of cooperation is essential. With measuring,
it is possible to say if the cooperation is going in the right direction and developing as
wished. Measurement and evaluation are essential to development; the development
must have a goal. The commitment from both parties to the agreements made is essen-
tial if the cooperation is going to succeed. Processes are also a part of knowledge. The

processes in the companies must be transparent so that even if people change in
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been done before. The connection between the partners must be seamless, and both

parties must keep their end of the deal. If both parties do not benefit equally, the moti-

vation to keep promises could be lower.

In the table below, the interview answers are categorized based on themes shown in

Figure 13 earlier in the methodology part of the thesis. The table shows more compre-

hensive quotes from the interviews to help readers understand the findings.

Table 2. Themes, Categories, and Quotations.

Second-Order Themes and First-Order Catego-
ries

Representative Quotations

1. Identify change imperative

A. Comprehensive solutions

Al. From the insurance company's point of view, the
most profitable option would be a centralized solution
based on pure purchasing. For decades, we have tried
to build comprehensive partnerships, including the car
dealership's insurance, car sales insurance sales, and
purchases from the dealership's service. From the in-
surance company's point of view, all these three parts
are connected, but from the partnership's view, this
trinity consists of three loose parts that can all be han-
dled by the company that gives them the best benefits.
Correspondingly, the car dealership tries to get as
much work as possible from all insurance companies
for its service repair shop. So, looking at it from this
point of view, it would be cheaper for the insurance
company to tender their service purchases and pur-
chase them from the cheapest operator, considering
necessary quality aspects. — Manager 5

B. Whole account — case-based

B1. Service partnerships should be managed by looking
at the whole account. This means that decision-making
should be business case based. Each decision should be
considered from what makes the most sense overall.
Insurance sales, service repair shop purchases, insur-
ance transactions, and other possible cooperation
must be considered. Geographic locations should be
considered as well. The quality of the service and re-
lated factors must be non-limiting, i.e., the company
must determine minimum requirements with which it
is possible to deepen cooperation and partnership. —
Director 3

2. Knowledge content imperatives

C. Cooperation with shared goals

C1. By starting the cooperation by defining shared
goals. After these goals are set, build a strategy to-
gether about how to reach these goals. The most im-
portant thing is to understand each other and that eve-
ryone understands the common goal. An alliance
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model could be motivating for both parties. — Manager
1

D. Categorizing partnerships

D1. Partnerships should be managed by sorting the
partnerships into categories and giving each category
its own strategy and operating method into each cate-
gory. The most important categories get the most in-
vested time and money, and the time used for manage-
ment is focused on them—regular meeting practices
both at operational and strategic levels. The less essen-
tial categories are mostly just informed about things,
and the billing is monitored. — Manager 9

3. Knowledge sharing imperatives

E. Regular joint meetings

E1. Regular joint meetings with follow-ups and reviews
from both sides. Both sides must also be well aware of
how cooperation works. — Manager 2

F.  Hear the customers voice

F1. The models that are used at this moment are good.
Sometimes, the customer's voice should be heard
more. The management should be done more together
and cooperate with the partners. The challenge is that
both partners strongly think about their own business
and viability, which is natural, but if trade-offs are re-
quired but not done, it becomes problematic. — Man-
ager 6

4. Current organizational identity

G. Be trustworthy

G1. Be trustworthy against each other. — Manager 8

H. Genuine relationships

H1. With a more professional and systematic operation
and building commendable personal relationships with
key persons, genuine trust could be achieved. When
the partnership is reasonable, the personal relationship
should also be built at lower levels (repair shop and
claims handling) so that both parties can understand
each other better and develop operations in a better
direction. — Team leader 4

5. Current knowledge content

I.  Solve problems

11. Listen to the customer and work together. Try to
help each other with whatever problems turn up. Try
to fulfill the customer's wishes together. — Manager 6

J. Open communication and cooperation

J1. With open communication and cooperation on both
sides, even here, the clear role assignment and game
rules are important. — Manager 1

6. Current knowledge-use practices

K.  Categorize partnerships

K1. It must be possible to divide partnerships into dif-
ferent strategic categories regarding the structure and
volume of cooperation. — Team leader 4

L. Segmentize partnerships

L1. Different size partners must be divided into differ-
ent segments. — Manager 8

M. Communication

M1. With the help of trust and with open communica-
tion and cooperation. — Manager 5

7. Changes to knowledge content

N. Qualitative development

N1. Partnerships should be developed so that quality,
total costs, and ESG matters develop favorably. — Man-
ager 9

N2. Qualitative development and cooperation based
on metrics are essential. There must be things that are
possible to measure to ensure that the cooperation is
going in the right direction and developing. It is of par-
amount importance that there is a commitment to
agreements. — Director 3
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01. The alliance model should play a more significant
role in operations. Measurement and evaluation of the
results produced by the measurement are an essential
part of development. — Manager 2

Mutual cooperation

P1. Cooperation should be mutual and more open from
the workshop side. — Manager 7

Changes to knowledge-use practices

Customer guidance availability

Q1. In a more professional and systematic direction to
get the most out of purchases. Our level of customer
guidance ability is still modest after years of training
and development, resulting in us paying a considerable
amount of service invoices to workshops that are not
our partners. These non-partners charge the company
higher fees than our partners and are, at the same
time, work that is away from the cooperated partners.
—Team leader 4

R.

Clear processes

R1. When both sides adhere to agreed matters and
work with clear, measurable things so that the benefits
of the partnership can be verified. The processes must
be clear! — Manager 8

R2.In a way that benefits both parties and with a seam-
less connection. The processes must be so clear that
even if people change, the process remains. Clear pro-
cess descriptions. There are certainly no extra re-
sources on either side, so it is important that both parts
do their part with clear role assignment and game
rules. — Manager 1

9.

Preserving knowledge-use practices

S.

Development in close partnerships

S1. By trust and cooperation. — Manager 9

T.

Active development

T1. The operating model could be developed in a close
partnership, where results are actively sought to-
gether. For example, by identifying one or some devel-
opment points that both parties then develop together
actively. This could be done by meeting every month
with these selected issues and monitoring these issues'
development. By this, both parties use resources for
the development. When the results for the first issues
are achieved, the next thing is selected for active devel-
opment. This is one option for development, and ac-
cording to my interpretation, this model is suitable in
this world, where different things and information
come from everywhere all the time. When information
overwhelms, things sometimes get mixed into a gray
mass, which does not progress or develop anywhere. —
Manager 1

10. Preserving current identity

u.

Trust

U1. In principle, doing cold purchasing activities with-
out any closer cooperation is possible by following
agreements. However, such a relationship could not be
called a partnership. In a service partner partnership,
all parties (customer, service partner, and insurance
company) benefit if we reach a genuine partnership,
which is why a genuine partnership is worth striving
for. Operations are developed in genuine cooperation,
and better, more efficient solutions are always sought.
As a result, the customer experience improves, service
partner operations become more efficient, and repair
costs remain reasonable. — Manager 5
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U2. Really important. — Manager 6

U3. Vital. — Manager 2

V. Building relationships V1. Building trust is the basis thing, the basis for every-
thing in a partnership. Trust includes openness in shar-
ing information and using the information received in a
manner worthy of trust. Cooperation is more produc-
tive for both when trust is in order. — Manager 7

V2. Of paramount importance. — Director 3

It is clear that depending on what perspective the interviewee is looking at, the answers
are different. If the interviewee is thinking of the own company's profitability as the pri-
mary goal or if there are goals on deepening partnerships and doing good cooperation.
We see that trust and communication are the building blocks that all interviewees say
are the primary building blocks that the cooperation needs if the goal is to improve. Trust
is necessary for improvements to be made according to the answers. There is also a de-
mand for even higher levels of trust by reaching personal relationships with key persons
in the cooperation. It is not easy to reach that level of trust or knowledge in a business

environment, but in long-term cooperation, it is possible.

The answers above confirm the same thing as the theory Vesalainen said before: both
cooperation parties must understand the current and target states in the same way. In
the partnership strategy analysis framework earlier in this thesis, we saw that depending
on whether the differences are in perceptions of the current state or the target state,
the outcome of the partnership is different. One way of developing the cooperation in
the desired direction would be to use the framework shown earlier in the thesis (Figure
6) from Vesalainen to examine whether the partners see the current state as similar and

if the target state form both partners is at the same level.

This development process is easiest done by reaching a common understanding through
discussions. If the perceptions differ, it is essential to determine why. With the help of
trust and understanding, which came up as two central themes, these discussions would
be easier to have, and the cooperation and development of the cooperation would more

likely be successful. With the help of an action plan, the cooperation will make a



72

roadmap that will show the following steps on how to proceed and measure the out-
come of the partnership. As seen in the interview quotes above, partnership measure-
ment is essential. With measurement, it is possible to say how much value the partner-

ship brings to both sides.

4.4.1 Capabilities and resources in developing partnerships

Multiple capabilities help lead and develop partnerships. As the interview answers show,
building and maintaining a trustworthy relationship with stakeholders is essential. Rela-
tionship building comes with active communication, active listening, and an ability to
empathize with the partner. As Amit & Shoemaker stated earlier, with the help of coop-
eration, both partners can focus on their core capabilities and, by doing so, give the cus-
tomers higher value from their provided products or services than their competitors.
With the help of company-specific resources and capabilities, the cooperation can thrive.
When both partners can use their technical know-how, the capability of designing and
engineering, and the ability to respond to market needs by cooperating, the companies

can achieve sustainable competitive advantages.

Building a relationship takes time and is a continuous process. It is vital to think strategi-
cally and holistically about the partnership in the cooperation. Understanding the part-
ner's vision and mission is essential so that the cooperation is working towards the same
goal. To quickly adapt to changed market conditions or customer needs is also essential.
With the help of a good reputation, it is easier to find possible partners to cooperate
with. As Kay stated in the theory before, a company's reputation consists of several parts,
such as product quality, design, service, and business characteristics. The challenge that
cooperations face is like Amit & Shoemaker stated, that for the companies to utilize their
resources and capabilities in the best possible way, both partners must identify them to

develop and retain them in the future.

As we learned from Wang & Ahmed earlier, the company's dynamic capabilities that help

the company to seize new business opportunities and create vision help in the
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cooperation process. Cooperation is a dynamic environment, and the company must be
able to modify the company's resources based on the cooperation needs. These dynamic
capabilities can also help both parties in the cooperation to generate a sustainable com-
petitive advantage. (Teecee et al. 1997). Suppose the partners can adapt their capabili-
ties rapidly. In that case, the possibility of generating a sustainable advantage increase,
and even if the company's business environment is stable, the dynamic capabilities of

the company are essential.

Negotiation skills and influence skills are also of great weight. Complex issues will appear
in partnerships, and both parties must be able to negotiate. Negotiation skills require
emotional intelligence and flexibility. Negotiation and influence skills can also be seen as
distinctive capabilities that result from the unique relationships with the partners. (Kay,
1993). Some company-specific information and trade secrets are challenging to transfer
to another company, even if the companies cooperate. The asset may consist of tacit
knowledge, which is hard to achieve. (Teecee et al. 1997). The capabilities and resources
of a company help to successfully cooperate, but it is essential that both partners are

well aware of the company-specific resources to be fully able to utilize them.

By cooperating, the company could gain competitive advantages that the competitors
did not have. The competitive advantages would only last for a while, and it is essential
to understand the dynamics of competitive advantage and consciously make strategic
adjustments. Understanding strategic adjustments is essential because, as stated in the
theory, companies that did not have competitive advantages from the beginning moved

more rapidly to catch up with the more advanced competitors.
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5 Discussion

This thesis's research question was: How do the value chain changes affect the compa-
ny's strategy? As a motivation for this study, the assumption made by Durmusogly et al.
(2008) that when an organization has established practices or old habits, they are hard
to break if they have been leading to success earlier was used. In the study, we see that
the changes made in the value chains in the company's case did change its strategy and
in a new direction from before, even if they had been leading to successful business.

However, it can be safe to assume that the established practices took work to break.

The hypothesis in this thesis was that if the priorities in the value chain change, the strat-
egy must develop to match the value chain. Furthermore, the value system is complex
and has many different parts. However, the strategy must also develop when changes
are made in small parts of the value chains. Digitalization is advancing faster, and digital
processes and customer experience differentiation are essential (Gordon et al., 2022).
Digitalization was seen in the company's case when they pointed out customer experi-
ence as a company value and a big part of its strategy because customers mainly acquire

insurance from digital channels.

The case company focused clearly on improving the customer experience and focusing
on the partners and deeper partnerships. In one way, the case company has followed
the idea on how to develop strategies within the insurance company from Zwart (2016),
not in a way that the insurance only is active for short periods, but with the white-label
opportunity from partners where the product can be niched into the business environ-
ment where it needs to fit. Hambrick and Fredrickson (2001) stated that strategy is con-
tained in five parts: arenas, vehicles, differentiators, staging, and economic logic. When
studying the strategy parts of the case company, it is clear that the strategy consists of
these five parts, each answering the relevant question to help the strategy formation.
For example, in the new strategic decisions in the value chains, the company first an-
swers the question by deciding what market segment to focus on. After that, the internal

development was chosen as a vehicle, and as a third differentiator, the customization
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was in focus. The fourth part, staging the expansion speed, was considered, and in the

last, economic logic, the costs and prices were considered.

This thesis aimed to show that when a company's value chain changes, the company's
strategy must develop as well, and this was demonstrated in the case of the company's
strategy development. The company has made changes in the value chains, and the com-
pany's strategy has been developing; it is impossible to say if the strategy would have
been developing in the same direction even without the strategic changes that were
made in the value chains concerning the service partnership strategy and car dealership
cooperation. The interviews showed that changes have been made, and more changes
and developments are required to reach the company's goals according to the partner-

ships and deeper cooperation.

It is possible to apply Porter's (1985a) value chain to industries other than the manufac-
turing industry to which it was initially developed, even if it is difficult (Choi, 2007). The
problem is that the activities performed in the manufacturing and service industries are
different. Porter (1985a) says that every company is a collection of activities; this is true,
but the different activities depending on the company's business environment vary, and
the model is more complex to implement in the service industry than in the manufac-
turing industry. As a concept, the value chain seems easy to apply to an insurance com-
pany as well because the value chain shows how the company's activities are divided
into activities performed to support, deliver, market, produce, and design. The value is
easy to measure; the value is the amount the customer is willing to pay for the company's
product. Quickly said, the business is profitable if the company can create a value that
the company can charge more for, that the costs to perform the activities are. (Choi,
2007) Like with service partnerships, if the company wants to cooperate with different
partners, the company must deliver such value at a lower price or with outstanding ser-
vice that the partners want to cooperate with this particular company. A partnership's
rules differ because the partnership should benefit both parties. However, a company

only wants to cooperate if it benefits from it.
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In a value chain, all parts are linked together. If one part gets modified, it affects the
other parts. It is the same as in partnerships; trade-offs are required, and all modifica-
tions affect other parts. Trade-offs are the issue with comprehensive partnerships that
must consider many parts; there will always be required trade-offs. If the sales depart-
ment wants to sell more at a lower price than before, the market share would increase,
but the sales profit would decrease, and the viability of the business would decrease.
This is seen as a challenging factor between the car dealership cooperation and service
partnerships, even if it would benefit both parts to have a comprehensive cooperation,
it is hard for two different actors to work seamlessly together against the same goal with
the same partner. Both parts want to be the partner who brings the most value to the
third partner, and both parts wants to to profitable business. The value chain has been
criticized because it does not consider a company's soft factors (Choi, 2007). These soft
factors are complicated to give a concrete value because they are difficult to measure in

money.

The company's strategy changed, focusing more on the employees and the customer
experience. The customer's perspective on the company's activities can be looked at
from Tzokas and Saren's (1997) value chain from the customer's perspective. The cus-
tomer perspective value chain includes relationships, technology, and the total con-
sumption process. The company aimed to create as much value as possible for the cus-

tomers and do profitable and responsible business.

At the same time, the value chains inside the service partnership and car dealership co-
operations developed. The goal was for the company's and the customer's value chain
to be related to finding a framework with a holistic view of the company's customer re-
lations. According to Tzokas and Saren (1997), the company's competitive advantage lies
in the ability to blend the customer's value chain and the company's value chain to create
value for both the customer and the company. Ultimately, the value system, value chains,

and strategy are all linked together.
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As Miles et al. said in 1978, environmental conditions are subject to continuous evolu-
tion, necessitating firms to undergo adaptive changes in response to new environmental
contexts. These environmental contexts changed when the case company focused on
the service partnership strategy. The business environment changed, forcing the com-
pany to change its value chains and, because of that, also parts of its strategy. Even if
Porter (1985a) states that the most important thing is to be different, most companies
in the same industry look more alike than before. The importance of benchmarking is

increasing, but at the same time, companies must differentiate.

A company's goal is always to deliver a more excellent value than the competitors can
offer and at a lower cost than the competitors. (Porter, 1996). Competitive strategies
must be found and created due to the company's activities. (Porter 1985a). Cooperation
requires trade-offs, and a company must choose the most suitable trade-offs. By choos-
ing the trade-offs, the company distinguishes itself strategically from other companies.
As seen in both the service partnership strategy and the car dealership cooperation strat-
egy, trade-offs are required, and the trade-offs help the company to know its purpose,

follow its strategy, and stay relevant. (Collis & Rukstad, 2008).

The two research questions that helped the thesis were:

How does the new strategy serve the value chain?

How does the new strategy give the company a competitive advantage?

The case company's strategy shows that the new strategy required trade-offs to serve
the value chain. When the service partnership and car dealership cooperation focus on
building stronger partnerships and focusing on them, it inevitably causes some smaller
partnerships to be traded off. The new strategy also gives the company a competitive
advantage if the strategy is followed and correctly implemented. When the company has

a strong vision and mission of becoming the most attractive, responsible operator in
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their chosen customer group and has employers who share their values, it still requires
work to reach the goals. It is important to remember that even in cooperations where
development and strategies are made, they rarely develop as wanted. As Johnson
Scholes (2005) said, the intended strategy evolves into an emerging and realized strategy.

Because of this, the strategy's desired outcome must be evident in the cooperative.

If the value-creating strategy increases the quality of the manufactured product or ser-
vice, like the case company, then the customer value perspective would be an improved
product performance. In this case, the selected partners must increase customer value
with the help of the cornerstones shown earlier in this thesis (see Figure 13). This im-
proved customer value would increase market shares from the financial perspective,
leading the company against the visions of improvements (see Figure 11 earlier in this

thesis).

Teecee et al. (1997) stated that with the help of a company's dynamic capabilities, the
company can generate a sustainable competitive advantage. The company must decide
on how to generate the best sustainable competitive advantages by using the dynamic
capabilities that the company already possess. The partnerships and cooperations that
exist must be evaluated. Teecee et al. (1997) count on changing capabilities like routines,
behavior, resources, or assets into a company's capabilities. Barney (1991) includes all
organizational assets, processes, information, knowledge, firm attributes, and capabili-
ties to the company's resources. Without dynamic capabilities, a company cannot sur-
vive (Teecee et al., 1997). If the company wants to attract the best workforce available,
the appreciation for the dynamic capabilities that the company possesses must be
shown outside the company as well. The dynamic capabilities are of different kinds:
adaptive, absorptive, and innovative. Utilizing dynamic capabilities, a company can an-
ticipate, perceive, formulate strategic visions, and capitalize on emerging business op-

portunities. (Wang & Ahmed, 2007).
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When leading and developing partnerships, it is good to remember that insurance com-
panies face new challenges and brutal competition and must freshen up their business
model and ideas for creating value. As a result, models like white labeling, coinsurance,
and flow reinsurance are growing. Insurers may increasingly distinguish between prod-
uct design, distribution, and balance sheet risk retention by doing so. The main thing in
Finland is most likely the white labeling. Development must lead capabilities across cus-
tomer insight to achieve a competitive advantage. (Balasubramanian, Mehta, Reich &

Dattani, 2022).

When leading and developing partnerships, it is seen from the study that both the com-
pany and the partners must have the same perceptions of the current state and the tar-
get state to develop a partnership further. (Vesalainen, 2006). As seen from the inter-
view's measurement, follow-ups on the development are crucial. It is impossible to say
whether there has been progress without measuring it. The measurements can also mo-
tivate the partners to improve; no partner wants to be the worst. When looking at the
different interview answers, it is clear that the answers are different depending on the
person's position and role in the organization. When the interviews were conducted, this
was a vital point-of-view that was wanted in the study. To be able to have as broad views
as possible, it was necessary to have interviewees with different roles and responsibili-
ties. The answers also got a broader perspective when two different partners were in-

terviewed.

Furthermore, as Vesalainen (2006) explained, suppliers and customers see things from a
different perspective, even if they are negotiating about the same thing. These different
perspectives can also be seen earlier in the study in Figure 16. The interview data was
structured and analyzed based on the structure analysis from Nag, Corley, and Gioia
(2007). The main themes that stood out from the interviews were the need for compre-
hensive and case-based solutions. Many of the answers pin-pointed the importance of

trust and genuine relationships.
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Development is needed when the goal is to lead and develop the partnerships profes-
sionally. The interviews show that development is wanted from both the company's and
the partner's sides. The development must be made to benefit both parties, and the
development must be measurable. The communication in the cooperation must be open,
and eventual problems must be solved together. Problem-solving requires insight into
each other's businesses, which is why trustworthiness is essential. The companies must
trust each other and be able to show vulnerabilities and possible vulnerable material to

help each other overcome the problems and develop.

In order to make development processes more manageable, the partnerships could be
divided into categories and segmented. The different categories and segments are then
getting the attention that the precise category needs and the characteristic needs of dif-
ferent segments are better considered in the process. The categorization and segmenta-
tion would benefit both the insurance company and the partners. The findings also show
that with the help of regular joint meetings, the state of the cooperation and the
knowledge between partners can be shared. When focusing on the partner's businesses,
it is also important to remember the customer's voice; in the end, the end customer
makes the business possible. All parts of cooperation must also understand that trade-

offs are required to succeed.

Competitive advantages are essential to the company. In the interviews, it could be seen
that trust is essential. Trust and the establishment of trustworthiness can serve as
sources of competitive advantage. However, the three types of trust described earlier
in the thesis are not all equally possible sources of competitive advantage. In cases
where partners possess a weak form of trust, trust is less likely to function as a source
of competitive advantage. A weak form of trust typically emerges in markets character-
ized by intense competition, where acquiring competitive advantages can be challeng-
ing. In highly competitive markets, the chance that all partners have reached a weak

form of trust is high, and because of this, trust is not a competitive advantage to anyone.
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In a semi-strong form of trust, the partnership between the partners is economically
valuable. If a semi-strong form of trust is wanted to be developed into a competitive
advantage, the partners must ensure that the competitors have a different level of trust.
This is hard because if most competitors have the same governance skills, the possibility
of creating similar conditions for each other is easy. Because of this, a semi-strong form

of trust will exist between them all.

If a strong form of trust is economically valuable, all partners with a critical role must be
strong form trustworthy. If any partner engages in opportunistic behavior, it becomes
imperative for all partners to invest in social and economic governance mechanisms to
establish a semi-strong form of trust. If there are two strong forms of trustworthy part-
ners in an exchange where both partners understand each other's vulnerabilities and
understand that these will not be exploited, a great partnership can be developed. When
reaching a strong form of trust, competitive advantages can be gained. For example, if
multiple competing companies want to cooperate with the same company but one is
strong form trustworthy, the others are semi-form trustworthy. The semi-strong, trust-
worthy companies must invest in costly governance to create a semi-form trust. The

strong form trust company has a tremendous competitive advantage in this case.

When a strong form of trustworthiness is formed between partners, the relationship
evolves, people change in companies, and new information appears. Trust should still
be seen as a source of competitive advantage, but it is not automatically a competitive
advantage. It needs investments in the form of time and money. (Barney & Hansen,
1994). In this case study, the level of trust between the company and the partners is a

strong form of trustworthiness.

5.1 Theoretical and managerial implications

This thesis's theoretical contributions aimed to give a comprehensive framework for
strategy development, value systems, and value chains. The first point was to catch up

on the future research idea from Zhau et al. (2018) about strategy change and deepen
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the understanding of strategy development. This study has shown how value chains and
strategies in the case of a company develop in a way that hopefully gives the company a

competitive strategy.

The second point was to deepen the understanding of Floyd and Woolridge (1992) and
the importance of understanding the company strategy to work towards it. In this thesis,
we have seen that it is necessary to understand the company strategy to develop it. We

have also seen that employers must have a strategy that employers can work towards.

A third aiming point in this study was the assumption made by Durmusogly et al. (2008)
that established and well-working practices are hard to break. Even when the develop-
ment work was good and had good intentions, it always takes work; in this case, the well-
working and well-established old practices and habits were challenging to work through.
Hopefully, this study helps to understand how value systems and value chains affect the
strategy and their importance inside a company. Porter's value chain concept and frame-
work (1985b) give an excellent discovery ground. Linkov et al. 2019 also show that the

value chain concept helps many business areas establish competitive advantages.

This thesis's managerial implications were to help managers understand how closely
linked the value system with the value chains are to the company's strategy and how
important it is that both the value system and the strategy lead the company in the same
direction. This thesis also shows how important it is to develop and lead partnerships in
a way that both sides understand and agree on and how important trust is in cooperation.
With the help of the interviews, it is also possible to see how different parts of the co-
operation see the cooperation and what changes should be made to develop it even
further. The importance of transparent processes and the need for all employees to have

a clear vision of the company strategy must be sharpened more.
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5.2 Suggestions for future research

One suggestion for further research would be to conduct a similar study to other insur-
ance companies and compare the studies. It would be interesting to see if similar com-
panies are making similar strategic decisions or if they are widely spread. Another sug-
gestion for further research would be to conduct this kind of study with more primary
rather than secondary data. The primary data would give a deeper insight and under-
standing of what is happening inside the company and why different decisions are made.
The problem with, for example, interviews for the primary data is that the information
that managers can give and share about the company's strategic decision-making needs
to be improved. Another suggestion for further research would be to concentrate on the
partners of the insurance company, select a few from them, and conduct the study from
their point of view. This study would also give the insurance company valuable data to
develop the cooperation. The challenge in this kind of study would be that if the partners
need to understand the value that they could benefit from the study later on, it would

be hard to get them to put their time and effort into it.

5.3 Limitations

All studies have limitations, such as this one. One limitation is that the study is limited to
one single case study and company. If the study would have been made on a more sig-
nificant number of companies, the study would have been broader and more general-
izable. For example, if the study had been made as in the further research ideas by com-
paring different insurance companies' value chains to each other, the study would have
shown the business sectors' strategic visions in a different and much more profound way.
Another limitation of this study is the data used in the study. It is harder to understand
why different strategic decisions have been made using secondary data. The limited
number of interviews conducted for the development and leadership of partnerships
also made the study narrower. The limited amount of data also made it harder to con-
clude. Another limitation of this study is the methodological approach of the study; in

gualitative research with a case study, the study focuses on a single unit or company for
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the study, even if a case study can also be done with multiple cases. (Saunders et al.,

2007).
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