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 INTRODUCTION

 

 

 

“Our industry is undergoing one of the biggest transformations in its history, which has been accelerated by the economic crisis,” reported Nokia’s CEO Olli-Pekka Kallasvuo in early fall 2009. The Internet, PCs, and mobile communications were converging faster than had been anticipated. At the same time, consumers were no longer interested in just mobile devices but also in solutions. “There is no turning back,” Kallasvuo warned.

Winning Across Global Markets is the first book to tell the story of how Nokia prepared for this great transformation. It is the first book on Nokia’s strategy, organization, and values that is based on interviews with all of Nokia’s leading senior executives in the past two decades. No other independent author has gained such privileged access. The book tells the story of how Nokia creates strategic advantage in a fast-changing world—with the goal of showing how companies operating in technology-intensive or marketing-intensive industries, or both, can compete in order to win in a global marketplace.




A Brief History of Nokia’s (and Finland’s) Challenges 

In the 1990s, Nokia’s senior executives found themselves ahead of both the United States and Japan in the mobile communications industry. The Finnish company seemed to emerge from nowhere as an industry leader;  Newsweek once called it “an overnight success.” The reality, however, is more complex. Nokia’s worldwide clout is barely a decade old, but the company itself was created almost 150 years ago, in 1865.

Nokia was founded during the early industrialization of Finland, a small Nordic country that has been ruled for centuries by its neighbors, Sweden and Russia. Over the past century and a half, Nokia has been created, re-created, and restructured again and again. It was born amid Finland’s national awakening and has endured Russian oppression, a struggle for independence, the Bolshevik Revolution in Russia, a devastating civil  war, the rise of nationalism and protectionism in Europe, a worldwide depression, two wars against the Soviet Union and one against Germany, devastation and heavy reparations to Moscow, the loss of eastern territories and integration of more than 400,000 refugees, postwar reconstruction, the Cold War and insulation from the West, national industrialization, decades of rapid growth, years of leftist radicalism, cyclical recessions, Moscow’s perestroika (reforms) and glasnost (openness), the suicide of its charismatic executive and the death of his right-hand man, the collapse of the Soviet Union and the Finnish-Soviet trade, Finland’s most severe recession since the 1930s, participation in the European integration and monetary union, rejuvenation of growth and Nokia’s boom years, the stagnation of the technology sector, outsourcing and offshoring, the rise of China and India, and, most recently, the global economic recession.

During these upheavals, Nokia has persevered and often led the country, overcoming one adversity after another and demonstrating remarkable resilience. Its global success, however, is the result of developments during the past two decades or so. Under the leadership of the legendary CEO Kari Kairamo, Nokia grew very fast and ambitiously already in the 1970s and 1980s. It initiated the transformation from the old industries of forestry, rubber, and cable and moved toward electronics. In the process, it began to seek growth in nontraditional areas and grew into a diversified technology conglomerate. It had great aspirations but lacked adequate capabilities.




Betting on the Future 

In 1992, Nokia bet its future on a vision of digital mobile communications, under the leadership of its then-new CEO, Jorma Ollila, and the CFO, Olli-Pekka Kallasvuo (who became the company’s CEO after Ollila retired in 2006). Along with the extraordinary group executive team, Nokia’s leaders focused the company on mobile communications and divested all noncore properties. Unlike most of its rivals, Nokia was not content with the notion that the cell phone would remain just an executive tool or a yuppie toy. It believed that mobile devices should belong to everybody—not just those living in advanced economies but also to those in emerging economies and in the least developed countries as well.

Amid this massive transformation, Nokia helped transform the way people live, work, and play in every corner of the world. The numbers tell the story:• At the beginning of the 1990s, there were only 17 million mobile subscribers in the world; in 2008, this figure exceeded 4 billion users. By 2013, it is projected to hit 5.9 billion, driven by China, India, and Africa.
• In 2001, there were 42 million mobile Internet users worldwide; in 2008, more than 400 million. By 2013, it is projected to exceed 700 million.
• 2009 saw a total of 1.2 billion mobile devices shipped. Shipments of these devices will nearly double in 2014 to a total of 2.25 billion. At the same time, application downloads are expected to reach 5 billion, from 2.3 billion in 2009.



As the world’s largest device maker and with a market share of almost 40 percent, Nokia can take much of the credit for this enormous growth.




Staying Close to the Productivity Frontier 

The communications transformation is not over; it is now entering a new stage. Technologically, mobile devices are turning into “converged mobile devices.” Traditional cell phones are gaining greater intelligence and turning into “smartphones”; computers are growing smaller and gaining mobile communication capabilities; at the same time, both are converging and colliding. Geographically, communications used to be driven by advanced economies in the West; in the future, communications will be increasingly driven by large emerging economies in the East. More than any other company in the world, Nokia has seized these technological and geographic opportunities.

Unlike many of its rivals, Nokia is not known for complacency. When one source of growth has been exhausted, it has moved to another through competitiveness, innovation, and perseverance. During the past two decades, value has migrated from mobile infrastructure to devices;  now it is moving to software and services, especially solutions (shorthand for mobile devices plus services). In each case, Nokia has been close to the frontier in productivity. Through years of hope and glory, doom and gloom, it has stood the test of time and, unlike most of its rivals, has been unafraid to embrace change.

“What happened to us was that we were not expected to succeed. That’s our story,” says Jorma Ollila, Nokia’s chief executive from 1992 to 2006 and currently chairman of Shell. “This is too personal,” he adds quietly. “But the most important cultural element that I have helped to develop in this company is that you can come back . . . . It takes a lot of effort, sleepless nights, twenty-four hours a day, seven days a week, but  you can come back . . . .”

The question is, how? How has Nokia achieved its success? How does Nokia create strategic advantage in a fast-changing world? How has it been able to win across increasingly global markets? How does it innovate? What are its other strategic capabilities? How does it develop strategic advantage? How does it create and execute strategy? How does its organizational structure support and contribute to that strategy? What kind of values, culture, and people make that organization possible? Is Nokia’s triumph sustainable? And what are its lessons to other companies operating in fast-changing environments across the world, in both advanced and emerging economies?

This book addresses all these questions.




Underestimating Nokia’s Strengths . . . 

“Nokia is history.”

“Excuse me?”

“It’s a nice story, underdog and all that. But let’s be real, it’s D.O.A.

Dead on arrival.”

“Why would you think that way?”

“Microsoft will kill Nokia.”



The interviewer was a senior journalist at one of America’s greatest business weeklies, in an interview with the author that took place in June 2001. Like Bill Gates at that time, this interviewer thought that Nokia was  in the business of “manufacturing boxes,” whereas Microsoft dominated software and operating systems. Since the value in the business was moving toward software and services, Microsoft would win and Nokia would lose. At least that’s how the argument went. Like Gates, the journalist thought that Nokia would happily go to its grave making boxes.

True, Microsoft dominates operating systems and software in PCs, but it was a latecomer in mobile communications, which Nokia dominated. Besides, times change. In the past, Nokia and Microsoft were the toughest rivals. Today, they collaborate in a global alliance. More important, the Nokians had been building capabilities in operating systems and software already for half a decade. In the increasingly complex and global technology sector, no single company, not even a single nation (including the United States, which has ruled over the technology sector), can any longer dominate the entire ecosystem.

Coming from a tiny country, Nokia had little arrogance; it took nothing for granted and had a humble view of globalization. Global integration is not a pretext to command and control markets, but a new foundation to sense and respond to markets. Still, this humility has often been misinterpreted as a sign of weakness. For example, consider this conversation, which took place only two years after the previous interview: This analyst represented a leading investment bank (which got into serious trouble during the global financial crisis). The high-end challenge was not Nokia’s only concern. With the burst of the technology bubble and increasing outsourcing and offshoring in the early 2000s, many analysts, observers, and practitioners were absolutely convinced that low-end challengers would condemn Nokia to extinction.

“Nokia doesn’t have a chance in hell.”

“Why would you think that way?”

“Today it is the underdog, but tomorrow it will be buried by new challengers in Asia.”



The argument was not entirely without basis. For example, in the 1990s, Chinese equipment manufacturers had no market share in China’s nascent mobile marketplace; by 2003, their share had soared to 55 percent. But that was not the end of the story. Soon thereafter, foreign  multinationals mounted their counterattack. After the dust settled, Nokia emerged as the winner not only in China but also in India, the two most critical marketplaces of the twenty-first century, whereas many of its traditional Western rivals began a slow but sure decline.

So why did the analyst quoted above misjudge Nokia? He took it for granted that because the company had initially built its manufacturing capabilities in high-cost Western Europe, the capacity would remain in Western Europe. In reality, Nokia began to move to China and India already in the mid-1990s. A decade later, Nokia could not be easily written off in the low-end marketplace because it enjoyed the kind of cost-efficiencies that were as great as, if not greater than, those of the most competitive Chinese players.




. . . And Overestimating Nokia’s Vulnerabilities 

Still, Nokia’s track record has in no way discouraged the prognosticators. Consider this exchange, which occurred in summer 2009:

“As you know, at this point in time most investors consider Nokia a doomed company.”

“But why would they think that way?”

“The thinking is that Nokia will not be able to transform its business model and working practices to compete with Apple. iPhone will kill Nokia.”



This industry analyst represents still another leading investment bank (one that also got into trouble but is doing better after government subsidies). Here the notion is that Apple is the driver of the future in communications. The assumption is, again, that Nokia will happily go to its grave making boxes while superior rivals like iPhone will deliver the future.

True, even if Nokia developed the first mobile multimedia devices, Apple was the first to come up with a highly attractive smartphone solution in the United States. Yet iPhone is not the only alternative in the marketplace, and, as critical as America remains in the broad technology sector, it no longer dominates the ecosystem of mobile communications.

The numbers may not tell the future, but they do illustrate the present:• In 2008, the projected global market volume of mobile devices amounted to 1.2 billion units, whereas the sales of Apple’s iPhone units soared to about 12 million. That means that in relative terms iPhone’s growth has been explosive, but in absolute terms iPhone sales were less than 1 percent of the total.
• In stark contrast to iPhone’s sales of 12 million units, Nokia shipped 468 million mobile devices in 2008—including some 61 million “converged devices”—that is, mobile computers and smartphones. Clearly, Apple’s success in the United States and in some other countries is impressive, but it’s not enough.
• Winning across increasingly global markets requires just that: winning across global markets.



Conversely, Nokia must speed up its transformation to cope with rivals, such as iPhone and BlackBerry, in America and elsewhere or it will risk its success in the future. After all, today one of the central challenges is to attract, grow, and retain developers for the new generation of mobile devices and solutions. It is not enough to have the capabilities to win the future; in order to truly benefit from the network effects, you must be  perceived as the winner of the future.

Since the 1990s Nokia has served as a Rorschach test for many observers and analysts. The track record is that many tend to underestimate Nokia’s strengths and overestimate its vulnerabilities. The question is, why?




Nokia Excels in Quality and Cost and Innovation 

For an entire generation, American managers have been taught to choose between quality or cost advantage. That is the very basis of the most popular theories of competitive advantage in strategic management. Yet Nokia has demonstrated that you can (and increasingly must) excel in both quality and cost-efficiencies while also excelling in innovation.

A decade ago, Microsoft was seen as the “future winner” in mobile communications. Currently iPhone carries that mantle. In both cases the assumption is that the story of Nokia is over. Perhaps it could excel in quality; maybe it could thrive in cost-efficiencies. But innovation is seen as Silicon Valley’s birthright and as American as apple pie. In fact, perceptions have fallen behind realities. In an era of global integration, innovation is bound to be increasingly global and dispersed. In the past, what was good for GE may have been good for America; today, what is good for Nokia may be good not just for America but the world at large.

And there is still more to the story. Both innovation and costefficiencies are necessary, but achieving one without the other is insufficient for success in global markets. Today companies must be able to sense and respond in all critical markets—in advanced economies but especially in emerging markets. During the past two decades or so, the rise of the large emerging economies and the accompanying collapse of traditional cost structures across industries have dramatically accelerated the forces for cost-efficiencies, quality, and innovation worldwide.

But even more is needed for sustained global leadership. As Nokia has demonstrated, it is the combination of strategy, organization, and values that is vital in the dynamic, increasingly global, and rapidly changing environment.

Throughout its recent history, Nokia has operated in an industry in which the forces for worldwide innovation are particularly intense. Since the 1990s companies have been forced to seek high volume—that is, economies of scale through worldwide R&D, production, distribution, and marketing and sales—in order to amortize, as quickly as possible, the heavy investments they’ve had to make because of rising R&D expenditures, new technologies, and ever shorter product life cycles.

Concurrently, the convergence of consumer preferences worldwide and the ever-faster diffusion of technology have contributed to the acceleration of change and fragmentation of innovation. In the postwar era, American companies still enjoyed the most sophisticated business environment. In contrast, today new consumer trends or market needs can emerge not only in New York, London, and Tokyo, or even Helsinki,  Seoul, and Hong Kong—but also in Shanghai and Mumbai, Rio de Janeiro and Dubai.

In the past, a U.S.-centered strategic mindset was the key to success. Even today it remains necessary because America dominates the technology sector. Still, it is no longer sufficient. Today, a global mindset is a must.




How to Succeed Without a (Large) Home Market 

“Our situation is so difficult, if not hopeless,” said a leading business journalist in Taipei. “We have great engineers and electronics companies, but our population is barely 23 million, whereas even South Korea has more than 48 million. That’s no home market.”

“Nokia comes from Finland, whose population is about 5.3 million and whose capital city Helsinki is located at 60 degrees north latitude, like Anchorage, Alaska,” I replied. “Size is a great asset, when it is used strategically. But so is smallness, when it comes with speed and flexibility.”

The story of Nokia is important across industries and heralds the future to many multinationals across the world. The reason is in its extraordinary positioning, in terms of the competitive environment and the marketplace. Most major multinationals operate in a marketing-intensive or a technology-intensive environment. Unlike these companies, Nokia operates in a technology- and marketing-intensive environment. Like Intel and Microsoft, it seeks to stay at the cutting edge of the latest technologies worldwide; like Coca-Cola and Procter & Gamble, it also monitors closely the latest fashions and trends in the increasingly global markets.

Nokia, however, is different from Intel, Microsoft, Coca-Cola, and Procter & Gamble in a crucial way. It was not born in a huge and prosperous home market. Today, Finland belongs to the prosperous elite of the world nations, but that legacy is fairly recent. Through much of their history, the Finns have struggled for survival, as witnessed by the national hymn: “Our land is poor, it has no hold / On those who lust for gain... / Yet this poor land of urs would still / Our hearts with longing fill.”

Unlike large and wealthy nations, Finland, long with other Nordic countries, is ramatically dependent on international markets, foreign  trade, and investment. As a result—and in contrast to most of its rivals—even Nokia’s geographic distribution is much more even:• Over a third of its net sales originate from Europe and almost as many from Asia.
• The other sales come from the Americas, the Middle East, and Africa.
• Its home market (Finland) accounts for less than 1 percent of net sales.



That makes Nokia, along with a few other multinationals, unique. When it comes to globalization, Nokia is in a category of its own. Unlike Coca-Cola, Procter & Gamble, Intel, and Microsoft, it is a multinational company that possesses virtually no home market of its own, from a commercial standpoint.

Despite the diversity of large-country multinationals, most come from advanced economies (United States, Western Europe, Japan) or large emerging economies (especially the so-called BRIC economies, that is, Brazil, Russia, India, and China). Because these multinationals originate from a great home base, their large home market is almost an inherited birthright. Due to its distinctive legacy as a small-country multinational with a tiny home market, Nokia must be flexible and very responsive locally. On the one hand, because of its peculiar global strategy, it sees the world as a single global village, emphasizing uniformity in customer needs, distribution channels, offerings, markets, and regulatory requirements. On the other hand, its legacy as a small-country multinational supports local responsiveness, pressuring the company to consider variations in customer needs, distribution, adaptations, market structure, and regulatory demands. This humility is a recipe for winning across global markets.

To large-country multinationals, foreign markets mean ancillary revenue sources. To small-country multinationals, foreign markets are  their revenue sources. Large-country multinationals have most of their critical activities—from headquarters to R&D—in their home base. In contrast, small-country multinationals have many of their critical activities  dispersed worldwide. To the extent that globalization will continue and the future of the world is multipolar, globalization will be driven by multiple power centers worldwide. Nokia is the bellwether of multinationals in an increasingly multipolar world and hence it is of interest to all of us and worthy of study.

Necessity is the mother of invention, and it is the inherent constraints of Nokia’s landscape—a miniscule home market and a highly technology-intensive, marketing-intensive environment—that have forced this company to develop the distinctive strategy, organization, and values that have led to its success. In turn, they may offer strategic inspiration for success to many other companies in various industries and environments.




What This Book Reveals About Nokia 

This book is not the first attempt to decipher the reasons for Nokia’s success. However, it is the first independent effort based on free access to and dozens of interviews with all of Nokia’s leading executives, including the CEO, chairman, board of directors, members of its famous group executive team, chiefs of functions, chiefs of key country markets, and former Nokians who have contributed critically to Nokia’s success since the 1990s. It is also based on interviews with an extensive group of Nokia’s managers, employees, rivals, partners, and suppliers, as well as public policy authorities and academic researchers in the Americas, Europe, Asia, Africa, and the Middle East. The underlying research and interviews have been carried out since 2004 (for more details, see the Acknowledgments section).

Unlike its rivals, Nokia has had to struggle for much that most multinational companies take for granted. Indeed, it is the tremendous perseverance of the Nokians, both individually and in teams, that has motivated the company to win against all odds.

Chapter One describes Nokia’s success through legacy and globalization. Nokia has evolved through several eras and reincarnations, from a forestry company to a diversified conglomerate to a European technology concern to the globally focused mobile communications giant it is today. It  is Nokia’s ability to build on its legacy and take advantage of globalization that accounts for its success since the early 1990s.

Chapter Two focuses on Nokia’s strategy and its executive team. Because Nokia is a small-country multinational without a large home market and operates in a technology- and marketing-intensive environment, it is a global company that seeks to be externally oriented and internally collaborative, as Olli-Pekka Kallasvuo, Nokia’s CEO, puts it. It is the executive team that serves as Nokia’s collective mind.

Chapter Three takes a closer look at Nokia’s values, culture, and people. Initially driven by Finnish perseverance, Nokia today is characterized by increasing diversity around the world. It is building a shared purpose through values. Indeed, Nokia’s values are the glue that keeps the whole together while providing guidelines for global human resource management.

Chapter Four describes Nokia’s unique structure—its globally networked matrix. In order to cope with rapid environmental change, Nokia’s executives have paid special attention to building organizational capabilities for changing markets. The company has moved from an area structure to a worldwide product structure. It is the flat, team-driven, and networked organization that accounts for Nokia’s agility and flexibility worldwide.

Chapter Five explores Nokia’s global innovation via R&D networks. Innovation, understood broadly, is Nokia’s most critical capability. This is reflected by the rapid expansion of the Nokia Research Center, which engages in long-term research; the company’s unit-based R&D, which focuses on short-term development; and its globally networked university cooperation, open innovation, and venture funds.

Chapter Six describes Nokia’s other strategic capabilities. Nokia’s competitive strategies in mobile devices and services, solutions, and infrastructure rest on the foundation of its strategic capabilities. In addition to innovation, these include scale, demand and supply network, distribution, a powerful brand, and strategic marketing and global consumer insight. Nokia seeks to share its strategic capabilities among its business areas.

Chapter Seven focuses on Nokia’s business areas. Nokia is the world’s number one manufacturer of mobile devices by market share and a leader in the converging Internet and communications industries. It comprises devices, services, solutions, and markets, augmented by infrastructure (Nokia Siemens Networks). This chapter illustrates Nokia’s transformation in the converging mobile and Internet arena, and its transition toward solutions.

Chapter Eight describes Nokia’s global markets, particularly its success in large emerging economies. Nokia’s mission, “Connecting People,” is not intended to include some people some of the time, but all people all of the time. Until recently, advanced economies—the United States, Western Europe, and Japan—drove global growth. Today, it is the large emerging economies—particularly China and India—that are driving growth worldwide. Nokia is taking advantage of this change while accelerating and contributing to the growth of developing economies.

Finally, Chapter Nine explores how Nokia seeks to maintain the drivers of its strategic advantages. The chapter focuses on the sustainability of Nokia’s leadership (see Figure I.1). In the past, most accounts of Nokia’s success have concentrated on a single driver of success. At best, these efforts highlighted one or another aspect of Nokia’s success but not the layers and sources of Nokia’s strategic advantages and capabilities. This chapter also takes a look at different scenarios for the future and the preconditions of success in the world of mobile computers and smartphones.

 

Today, Nokia accounts for twenty-five percent of the Helsinki stock exchange’s capitalization and one third of the national R&D spending. In the early 1990s, technologists despaired to find any job at Nokia, which led Finland out of a severe recession and contributed to the tiny country’s dramatic growth. In the beginning of 2010, Finnish technologists were striking for better contracts, even as Finland’s economy shrank by 7.6 percent, its worst performance in over fifty years.

The future looked bleak; to many Finns, even bleaker than in the early 1990s. Few things are assured in Nokia’s fast-changing world. What  is certain, however, is that the lessons to be gained from this small-country multinational will be studied for years to come because they herald the future of all multinationals in increasingly global markets that are technology-intensive or marketing-intensive, or both. Nokia’s story is relevant to multinationals originating from large countries and small countries and to those evolving in advanced economies and emerging economies. In this way, Nokia is the bellwether of the future. To see how, let’s begin by looking at how Nokia grew from a forestry-based business in 1865 to the technological and marketing powerhouse it is today.

FIGURE I.1 Overview of the Organization of the Book
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 SUCCESS THROUGH LEGACY AND GLOBALIZATION

 

 

 

In the late 1990s, Nokia’s success seemed to come out of the blue in the worldwide markets. In reality, the company is a decade or two older than many leading multinationals, including General Electric (founded in 1876) and Coca-Cola (1886), and almost a century older than such technology giants as Intel (1968) and Microsoft (1975). Nokia’s legacy has evolved through several eras and reincarnations from a forestry company to a diversified conglomerate to a European technology concern and, ultimately, to the globally focused mobile and Internet giant it is today.

It is Nokia’s ability to embrace change and adapt to the future that accounts for its global success since the early 1990s. But Nokia’s organization is shaped by its past, as well as by the external environment. Like other multinational companies, it has been influenced by the path by which it has evolved: its organizational history. This chapter takes a closer look at the company’s fascinating history and evolution, particularly the key forces, legacy, and globalization that have enabled it to embrace change and contributed to its enormous growth and success.




Origins of Nokia 

Since Nokia’s history is so embedded in Finland, a small Nordic country, some historical context is vital to understanding the company’s growth and transformations.


A Forestry Foundation 

From the late nineteenth century to the twentieth century, forestry was the industrial backbone of Finland’s economy. In this era, most Finnish firms competed primarily on the basis of price in forestry-based or forestry-related industries that required little technology. At the same time, the Finnish economy remained sensitive to world economic cycles and exchange rates. Nokia grew along with the national ambitions of the small country that had been ruled for centuries by neighboring Sweden and Russia. Following the Crimean War (1853-1856), Finland was joined to Russia and made an autonomous state, a grand duchy.

The creation of Nokia, as a small forestry enterprise, coincided with the tremendous boom in the Finnish lumber industry, which put the country on the road to industrialization. But Finland was still a part of Russia.

Fredrik Idestam, Nokia’s founder, came of age in this era of optimism, entrepreneurialism, and new technological opportunities. Born in 1838 to a religious and educated family, the young engineer graduated from Helsinki University in 1863 and traveled to Germany, where Wilhelm Ludwig Lüders had created a new and innovative process to manufacture pulp. In Mägdesprung, Idestam visited the famous factory, only to be thrown out by Lüders for what the German deemed industrial espionage.

But Idestam had seen enough. In May 1865, he received authorization to build his mill in Nokia, a small town about ten miles to the west of Tampere, Finland’s then-industrial center. Over time, the Nokia factory attracted a large workforce and the town grew around it. That became the name and the foundation for the future Nokia Corporation, which is now located in Espoo, a garden city just a fifteen-minute drive from the center of Helsinki and close to the famed university and technology center.1

While studying in Helsinki, Fredrik Idestam had met Leo Mechelin, who later became Finland’s first parliamentarian and played a crucial role in the struggle for independence. Nokia’s two founding fathers—Idestam, the businessman, and Mechelin, the politician—were among the leading young Turks of a new Finnish generation. Their vision was an innovative  company and an independent economy, deeply intertwined with the world economy. Finnish forestry leaders leveraged their dominance at home into foreign markets. In contrast, Nokia built its foothold first in foreign markets, which allowed it later to build a position in the domestic market. As a result, it developed a more international mindset.


Diversification into Electrical Power and Other Industries 

In 1917, when Russia was swept by the turmoil of the Bolshevik Revolution, the Finnish parliament approved the declaration of independence. After Lenin’s Bolsheviks recognized the independence of their small neighbor, the Finns drifted into a bitter and devastating civil war between the nationalists and the socialists.2 These tumultuous years crushed many Finnish companies. Due to its increasing diversification and internationalization, Nokia was not as vulnerable as most forestry firms. By the 1920s, its paper and pulp mill, the Finnish Cable Works, and the Finnish Rubber Works sought leadership in their respective industries. Meanwhile, Nokia’s corporate name became the joint foundation of all three companies. Indeed, it was only in 1966 that Nokia Ab, Finnish Rubber Works, and Finnish Cable Works were formally merged to create Nokia Corporation (however, Nokia had already been listed in 1915).

As Nokia transitioned from a family business to a public company, much of the correspondence was conducted in German, the business language of the era. Products were exported first to Russia and then to Great Britain and France. In the 1930s, China also became an important trading partner.

During the Second World War, Finland fought against the Soviet Union and, eventually, Nazi Germany.3 Unlike the tiny Baltic states, Finland managed to retain its independence, but with a heavy price. After the devastation (86,000 dead; 57,000 permanently disabled; 24,000 war widows; 50,000 orphans; 400,000 refugees from the ceded Karelia in the East and 100,000 from Lapland in the North; 70,000 children evacuated; and the loss of eastern territories), nothing would remain the same, not even at Nokia.

The devastation reinforced the Finns’ legendary perseverance, but Nokia’s vision had to change. It had to adapt to a new and very different future.




The Rise of the Industrial Conglomerate 

After the Peace Treaty of Paris in 1948, Finland assumed a policy of neutrality and nonalignment, dictated by its geopolitical location next to the mighty Soviet Union. Over time, the new realpolitik became known as the “Paasikivi-Kekkonen line,” after the two prominent postwar presidents, Juho K. Paasikivi (who governed from 1946 to 1956) and Urho K. Kekkonen (from 1956 to 1981). For decades, every Finnish schoolchild would learn President Paasikivi’s words: “Acknowledging the facts is the beginning of wisdom.” The subtle maxim highlighted the constraints of the small country in the geopolitics between the West and the East.

The new era began in 1948, when the Finns signed the Treaty of Friendship, Cooperation and Mutual Assistance with the Soviet Union, while agreeing to pay the estimated $300 million war reparations to the Soviet Union. Although Finland preserved its independence, it grew insulated internationally. Fortunately, Nokia thrived in spite (and because) of the country’s overall insularity. As Moscow’s court supplier, Nokia’s cable business became the cash cow of the three-firm concern (i.e., cable, rubber, and paper and pulp). Technology transfer was a different story because technology partnerships were seen as political alliances and thus eyed with suspicion at the Kremlin.


Opening Finland to Western Markets 

Starting in the late 1950s, Finland opened its economy to Western Europe, that is, the European Economic Community (EEC) and the European Free Trade Association (EFTA). Whereas the Marshall Plan contributed to Germany’s postwar economic miracle and the Korean War set the stage for the rejuvenation of the Japanese economy,4 the Finns missed both the Marshall Plan and the Organization for European Economic Cooperation (later OECD), due to Soviet opposition. As the foundations for bilateral Finno-Soviet trade were laid down, a substantial proportion of  the Finnish economy adjusted to Moscow’s command economy. Because of the delicate politico-economic balancing act with the Soviet Union, the first science and technology agreements with the United States were not signed until the late 1980s.

After the years of reparations and reconstruction, Finland’s President Kekkonen called for an extraordinarily high national savings rate and rapid accumulation of capital to speed up industrialization. After 1960, Finnish commercial ties with the Soviet Union and the other members of the Council for Mutual Economic Assistance (Comecon) also deepened. Concurrently, Nokia’s business with Moscow was thriving. Björn Westerlund had been in charge of its cable business since 1956; as Nokia’s CEO, he grew skeptical of Nokia’s ability to sustain growth based solely on these markets. When Soviet revenues amounted to 20 percent of Nokia’s total cable business, Westerlund warned the senior management: “We must be cautious and not allow the proportion of Soviet business to grow too much ... If one day they’ll say nyet in Kremlin, we’ll lose our business overnight.”

When Westerlund left his job in 1977, half of Nokia’s exports were to the Soviet Union and half to the West. His successor retained this balance, thus saving the company from a catastrophe when the Soviet Union collapsed. At the time, only 10 percent of Nokia’s total revenues came across Finland’s eastern border.


Diversification into Electronics 

Primarily between 1945 and 1980, Nokia consolidated several critical state-controlled and privately owned units of Finnish electronics, radio phones, and TV. It was not a purposeful strategy, but a complicated series of piecemeal moves in an effort to invest in innovation and growth.

 

Televa Starting in 1945, the State Electric Works—which had been launched in 1925 as a research laboratory of the Finnish Defense Forces—served as an industry catalyst. In 1981, Televa Oy was taken over by Nokia. This purchase was the final step in Nokia’s consolidation of the nascent electronic and mobile communications industries in Finland.

Mobira In the early 1960s, Salora Oy, a veteran radio and TV set producer, diversified into radio phone manufacturing. Nokia’s marketing activities with Salora resulted in increasing cooperation, which led to a joint venture, Mobira Oy (as in mobile radio), in 1979.

 

Nokia’s Electronics In 1960, the Finnish Cable Works diversified into electronics. Concurrently, Nokia began importing computer systems by Elliot in the United Kingdom and Siemens in Germany.5 The revenue base was tiny. To survive, Nokia had to internationalize.

 

Nokia’s consolidation of these various different firms was really a “sum of a great many chances.”6 At the same time, Nordic cooperation contributed to the expansion of nascent mobile communications.

In 1967, the corporation took its current form as the Nokia Corporation.7 The new industrial conglomerate operated in forestry, rubber, and cable, and it was entering electronics. As Finns saw it, the name of the new company, Oy Nokia Ab, came from wood processing, the management from the cable factory, and the money from the rubber industry. Yet in only a quarter of a century, all of these segments would be divested. It was the most insignificant business of all—electronics—that would position Nokia for the future. This meant a U-turn for a company that in the 1960s was still best known for its rubber boots, winter tires, and toilet paper.

At the same time, the parliamentary elections of 1966 marked a major turning point in Finnish politics. The socialist parties gained their first absolute majority in half a century. With a series of center-left governments until the late 1980s, more than 80 percent of Finland’s total workforce was organized into unions.

Motivated by the fear of American multinationals and faith in socialist planning, a generation of “new radicals” began to promote the idea of a state-owned electronics giant, Valco. While Silicon Valley was emerging as the entrepreneurial hotbed in California, the Finns were moving in a diametrically opposite direction. Still, the plan, which required the socialization of Nokia, was in trouble from the beginning. It was driven by  political posturing, not market opportunities. As the notion of a high-tech national champion failed, Nokia took over the ruins of Valco as well.8




Expansion into a European Technology Concern 

In 1977 Kari H. Kairamo took charge of Nokia. Soon change and flexibility became the new catchwords. Born into a wealthy family, Kairamo was energetic, charismatic, hardworking, persistent, independent, entrepreneurial, innovative, and rebellious. For all practical purposes he was Nokia through the 1980s. He renewed and internationalized Nokia’s vision. In the early 1970s, exports and foreign activities accounted for only 20 percent of total sales; by 1980, their proportion increased to more than 50 percent of total sales, while revenues quadrupled.

“Kari Kairamo was an extraordinary visionary, energetic and energizing, but he could be challenging to the organization,” describes Sari Baldauf, one of Nokia’s leading executives in the 1990s boom era. “At times, we had to cope with substantial uncertainty. Still, Kairamo’s era meant bold risk-taking and a clear long-term perspective. Kari was very committed to the devices, joint ventures, and telecom technologies overall.”


Growth Through Bold Mergers and Acquisitions 

By the mid-1980s, Nokia had been transformed from a diversified industrial conglomerate into an electronics concern. CEO Kairamo’s prime objective was to transform Nokia into a European technology concern. “European industry, as well as the cost structure of products, has become increasingly knowledge-based,” he said. “To us, internationalization is not an alternative to something else. Finland has only two resources: the people and the trees.” In the past, Finland had been about natural resources and comparative advantage. In the future, it would have to be about human capital and competitive advantage. Export success, however, was predicated on Nokia’s sustained ability to internationalize. “That is the greatest risk facing the Finns,” Kairamo stated; “the small amount of international business experience.”9

If the Finns did not yet know much about the world, the world certainly knew little about the Finns. “Wherever you went during those days,” recalls Baldauf, “you always had to spell the name of Nokia: N-O-K-I-A. Nokia. Not Nokaia, not Japanese. We were not internationally relevant yet, except for certain limited market areas.”

At the time, Nokia had few alternatives. Western countries were still dominated by national telecom monopolies. The only opportunities were in Asia and northern Africa. “There was no global strategy yet,” says Matti Alahuhta, who later became Nokia’s executive vice president and president of the infrastructure and mobile device businesses, respectively.

To compete with the European national champions, Kairamo began a frantic wave of merger and acquisition (M&A) activities, and despite doubts, Nokia also pushed into consumer electronics in the 1980s. After Salora, the largest Finnish TV producer, it acquired Luxor AB, Sweden’s faltering state-owned electronics and computer concern, which was followed by the purchase of Oceanic.10 In 1988, Nokia also created the largest IT group in Scandinavia, Nokia Data, by purchasing Ericsson Group’s Data Division.

By the late 1980s, Nokia was Europe’s third-largest player in TV manufacturing, its market value had tripled, and it was the largest company in Finland.


A Balancing Act Between Western and Eastern Markets 

At the same time, the company faced a delicate balancing act vis-à-vis the Soviet Union. Nokia’s Soviet trade still amounted to 39 percent of the total in the early 1980s, but investments were moving into technology, and that meant the West. Kairamo could not easily distance Nokia from Moscow, nor could he approach Washington.

During the 1960s and 1970s, “Finlandization” became a cautionary catchword in the West. In the Soviet embassy, every major Finnish politician of significant standing had a “close friend” in the KGB with whom they kept in touch (a kotiryssä, or a “home Russian,” as the Finns put it). Nokia’s CEO was no exception; Viktor Vladimirov, a KGB general,  deemed Kairamo one of the most important Finnish industrialists with whom he kept in regular contact.11

After the Soviet invasion of Afghanistan in 1980, the Reagan administration boycotted the Moscow Olympics and prohibited technology exports to the Soviet Union. At the time, Finland, spearheaded by Nokia, served as one of Moscow’s key suppliers of Western technology. NATO suspected that the Finns were leaking technology to the East. The future of Finnish electronics depended on Silicon Valley and close contact with the U.S. technology sector, so Kairamo had to convince Washington and its allies that critical technology products were not being given to the Kremlin.12

That began Kairamo’s quest for a third way, that is, European integration—and this was a decade or two before it became ideologically faddish and politically safe in Finland. In 1987, when the conservatives returned to the government after a quarter of a century, Kairamo led the talks of the nonsocialist parties. And in the spring of 1987, he triggered a national debate by insisting that Finland should join the European Council.

Kairamo was no longer part of the old Red capitalist guard, the corporate elite closely connected with Finland’s President Kekkonen and the Soviet interests. Nor was he part of the boomer generation with its professional managers. “Kairamo was dynamic, charismatic, and more emotional as a leader,” says one influential Nokia insider. “He was still close to the old Finnish patron generation of corporate chiefs.” And, he adds with a gentle smile, “in the old days, the patrons decided and knew  everything .”


Mobile Communications: Entering the U.S. Market 

Even while launching Europe’s first digital telephone system, Nokia continued its aggressive acquisition activities. It also initiated supply relationships with L. M. Ericsson in Sweden, IBM in the United States, and Northern Telecom in Canada.

Soon thereafter Nokia engaged in strategic alliances, such as the joint venture with Tandy in Texas and South Korea, to learn more about  flexible manufacturing and to ensure access in the U.S. market. Nokia was small enough to exploit new technologies more flexibly and quickly than its mass-producer rivals. Due to rapid international expansion, Nokia’s young employees enjoyed great autonomy, especially in the new international businesses.13


Lessons from the Japanese 

Through the postwar years, U.S.-based multinationals dominated worldwide competition. As Nokia began to internationalize and move into the technology sector, Japanese companies were challenging U.S. leadership across several industries, primarily in the electronics sector. Many people thought Nokia was a Japanese company, due to the sound of the company name. The Finns did not mind; they felt it was better to be misunderstood than unknown.

In addition, the Nokians studied the business models of Japanese industry leaders from Sony and Matsushita in consumer electronics to Toyota and Honda in the car industry. Unlike the Finnish Nokia, which had to compete for success, the Japanese mobile equipment manufacturers were the preferred suppliers of NTT (or Nippon Telegraph & Telephone Corporation), the national telecom giant. The Nordic mobile markets had a history of relatively high competition and they had been largely deregulated, privatized, and liberalized in the 1980s. In Japan, such reforms took longer.

“In 1979 when [Nokia’s mobile communications business] was established, we were told that ‘the Japanese will kill us.’ Or ‘Nokia doesn’t have a chance in hell. By 1985, you will be chewed up and spat out,’ ” recalls Kari-Pekka (“KP”) Wilska, Nokia’s former senior executive. “But it didn’t go that way.”


Ambitious Growth Brings New Challenges 

Years before Nokia’s restructuring and refocusing, CEO Kairamo was already thinking about selling off some old, core divisions of the company to generate cash and capital to compete with major electronics giants. In Finland, skeptics thought Nokia was too big for a small country. Abroad,  it was deemed too small for the big leagues. Still, it was slowly carving itself a market niche by its willingness to listen to the customer.

The problem was that as a European technology concern, it was a latecomer. When Nokia entered the TV business, the Japanese were already dominating the industry. When Nokia entered the IT business, Silicon Valley was already leading the sector. In order to survive, Nokia would have to adapt to a different future, once again.

Under CEO Kairamo’s leadership, Nokia changed from an insular maker of pulp, paper, chemicals, and rubber into an international technology leader, focusing on TV sets and mobile telephones. Not only was the company growing fast, but it was also increasingly diversified. After the intense M&A period, even sympathetic observers wondered whether Kairamo was hedging bets “too boldly and too broadly,” as one Nokia insider puts it. “Eventually it all did lead into a catastrophe.”

In the early 1980s, the Finns conjectured about where Nokia was going. A decade later, they wondered whether it would survive.




Finland’s Economy Plummets 

“In the next ten years, Nokia will change more than in the preceding 120 years,” predicted Kairamo to journalists in the late 1980s.

Despite the intense M&A drive, many took it as hyperbole, recalls Lauri Kivinen, Nokia’s longtime corporate communications chief, who now heads corporate relations in Nokia Siemens Networks (NSN). “What’s shocking about the statement is that it proved so true. With technology progress, economic globalization, and political liberalization, Nokia was not a large ocean liner that moves slowly, but agile and responsive.”


Bank Bubble Bursts, Soviet Trade Collapses 

As measured by gross domestic product (GDP) per capita, Finland in the late 1980s was one of the richest countries in the world, and the Finns thought of themselves as the “Japan of the North.” But the happy days were about to end. Practically no fiscal or monetary policy measures were taken to moderate the expansionary effects of the economic boom. At  the same time, Finland’s trade with the Soviet Union amounted to 25 percent. As the bank bubble burst, Finland was swept by a recession unlike anything it had seen since the 1930s. At first, things got really bad. And when the Soviet Union collapsed in 1989-1991, so did Finnish-Soviet trade. It was then that things got a lot worse.

The Finnish economy went into a tailspin and plunged into a recession, which proved exceptionally severe in the history of the industrialized world. It was caused by a combination of economic overheating, depressed markets with key trading partners (particularly the Soviet and Swedish markets), and the disappearance of the Soviet barter system. Stock market and housing prices declined by a whopping 50 percent. In the booming 1980s, the growth was based on debt, and when the defaults began rolling in, GDP declined by 13 percent and unemployment increased from a virtual full employment to one-fifth of the workforce. In 1989, the Finns’ standard of living had been 80 percent of the U.S. level; four years later, it was less than 70 percent. For all practical purposes, fifteen years of prosperity dissipated into thin air.

Initially trade unions opposed reforms, which served to amplify the crisis. Politicians struggled to cut spending, but the public debt doubled to 60 percent of GDP. In the 1980s, much of the economic growth was driven by debt financing; now debt defaults led to a savings and loan crisis. A costly bailout of the failing banks led to the consolidation of the banking sector. The ghastly depression bottomed out only after devaluations in 1993; and with new foreign ownership laws, many Finnish companies drifted into foreign hands.

After 1991, Finland got its first nonsocialist government since 1966. In 1991, the centrist-conservative government of Prime Minister Esko Aho (who became Nokia’s chief of corporate relations in 2009) formulated an export-oriented economic strategy to revitalize Finland’s exports and industrial production.14




Nokia Struggles for Corporate Control 

At the same time, the struggle for Nokia’s corporate control escalated. In order to prepare the company for international markets, Nokia’s CEO Kairamo initiated organizational reform in the late 1980s to increase  flexibility and cooperation while delegating responsibility. He wanted to demolish the old hierarchies that prevented the company from “listening to the customers.” The legendary decentralization and teamwork found today at Nokia (discussed in detail in Chapter Three) resulted from these efforts. However, the external stakeholders—particularly banks and insurance firms—had their own ideas for what the future of Nokia held.


Nokia Loses Its Leaders 

Concurrently, the hectic pace of the M&A activities began to affect Nokia’s seemingly invincible executives. In April 1988, Timo Koski, who was managing director of Nokia’s electronics and potentially Kairamo’s successor, suffered a cerebral hemorrhage on a plane in Heathrow, London.

Meanwhile, Kairamo was unable to achieve some of his goals. He had been introduced to the Roundtable of Industrialists, the elite CEOs of European big business, by Pehr G. Gyllenhammar, who was then CEO of the Swedish carmaker Volvo. Together Kairamo and Gyllenhammar proposed the most expensive Nordic business deal in history, but when Kairamo introduced the plan to Nokia’s board of directors, which at the time comprised growth-driven directors and more conservative banks and insurance firms; he lost the vote. “The banks don’t want it,” Kairamo said later about the proposed Volvo/Nokia deal.

Through its entire history, Nokia had been controlled by two rival banks: the Union Bank, which initially dominated the rubber business, and KOP (Kansallis-Osake-Pankki, which today is a part of Nordea Bank AB, a Nordic giant), which initially dominated the forestry business. Kairamo thought that the leading Finnish banks were conspiring to spin off pieces of the empire he had been building. The banks denied the allegations.

Only eight months later, on December 11, 1988, Kairamo was due to travel to Thailand for a vacation. But he had had enough: that afternoon, he hanged himself. In a letter, he indicated that his death was due to a manic-depressive condition and gave recommendations on how to deal with the issue without harming Nokia’s interests. The suicide, he said, had to do with him, not with Nokia. He signed his letter, “Sick.”15 Perhaps he  also felt that he had failed to bring Volvo into Nokia and was weary of the board’s opposition and frustrated with the banks and insurance firms. An empire was coming down and there was little he could do.


From Great Visions to Severe Restructuring 

So began Nokia’s restructuring and financial rollercoaster. New players were encircling Nokia, among them Pentti Kouri, a controversial Finnish investor and a onetime advisor of the international investor George Soros. Despite the severe recession, Nokia recovered quickly as its new CEO, Simo Vuorilehto, began to streamline business in 1988-1992. Vuorilehto was a tough-minded engineer who rose through the ranks of Finland’s big pulp and paper industry. He lacked experience in electronics and he did not share Kairamo’s ambition to make Nokia a more international company. As long as Kairamo and Vuorilehto had played together, one drove the vision, the other executed. With the vision gone, Nokia’s strategy became one of restructuring.




Can Nokia Be Saved? 

Throughout the twentieth century, Finland had been defined by its relationship with the Soviet Union. In 1995, the Finns joined the European Union (EU) and later the European Monetary Union (EMU). “My objective was to contribute to new employment opportunities and thereby reduce the high level of unemployment after the recession,” says Martti Ahtisaari, Finland’s president (1994-2000), who won the Nobel Peace Prize in 2008 for his efforts to resolve international conflicts.

For two decades, Nokia had struggled to open the doors to Europe through Nordic cooperation and European integration. Its dramatic growth contributed to leading Finland out from the recession after 1992, when the forty-one-year-old Jorma Ollila was appointed CEO.


Discipline, Trust, and Hope 

Through the prior years of chaos, Nokia had a circle of business leaders who trusted each other and tried to keep things going. As Ollila took charge of Nokia, he had two priorities: restructuring operations and  promoting a culture of trust at Nokia. The economic situation was very challenging, and the company needed order, discipline, and systematic reporting. In Finland, Nokia is the oldest company listed under the same name on the Helsinki Stock Exchange (since 1915). Nokia’s shares are also listed in Frankfurt (since 1988) and the New York Stock Exchange (since 1994). The latter meant a substantial change, by increasing visibility in the marketplace and fostering operational efficiency in the organization. While maintaining a long-term strategy, Nokia had to focus more on shareholder value.

Regarding the second priority, it was mutual trust that had supported the organization when it got close to the edge. “Jorma took seriously Nokia’s culture and value base,” says Nokia’s former senior executive Sari Baldauf. “These brought cohesion after the hard and traumatic years, which meant the death of many and which we did not really talk about.”

In fact, Nokia had been one of the key clients of Jorma Ollila, a Citibank banker and former student leader. In a 1984 meeting with Kairamo, Ollila had argued that in order to match the new competitive environment, Nokia needed a thorough organizational transformation. “Nokia had some really good people, and it had a lot of drive, more intense drive than a well-managed international organization,” recalls Ollila today. “It was under a lot of transformation in 1985 when I joined in and there was a clear intent to go international.”

Kairamo had hired Ollila as a vice president of international operations; soon thereafter, he became CFO and a member of the group executive board. Ollila got his first taste of the mobile industry operations in February 1990 by heading the small but strategic cellular phone division in Salo, a small Finnish city an hour’s drive away from Helsinki.


The Great Turnaround 

In November 1991, Nokia’s then-chairman Casimir Ehnrooth called Ollila. “Can Nokia be saved?” he asked. If Nokia focused on mobile phones and opted for the digital GSM (the Global System for Mobile communications, which had become the new European technology standard), yes, Nokia could be saved, said Ollila. After all, Nokia was  one of the key developers of GSM, which could carry both voice and data traffic.16 Unlike the U.S.-based players, Nokia was able to seize a disruptive opportunity.

Ollila had only one condition for the proposed CEO job: he had to be free to pick the management.

There was a two-year quiet period when many observers thought that Nokia was on its way to the final resting place. “People were wondering why I wanted to destroy myself in this kind of a venture,” recalls Ollila. “There were no expectations. But I took the job because I thought that we had great people and that, with the right focus, we could turn this company around and create something.”

As the Finns were about to join the European Union, Nokia had in place a new CEO who was finally able to execute the kind of changes that Kairamo could only dream of.




Nokia’s New Global Focus 

In January 1992, Ollila got the job. “Look, you get six months to make a proposal on whether we sell it or what we do with this business,” he was told.” After four months, Ollila said Nokia should not be sold. Rather, he advised that “you must build a new company around mobile communications, handsets, and infrastructure. Get rid of the rest.”

After a boardroom shake-up, Ollila, as CEO, and Olli-Pekka Kallasvuo, his CFO (who later became CEO when Ollila retired), began to envision Nokia’s new strategy. “We had unhappy Finnish shareholders, unhappy international shareholders,” says Ollila. “The only thing we could do is to start building the foundation for a meaningful stock performance.” In August 1992, he was working on a presentation. He quickly scribbled a title, “Nokia 2000,” and four headings that would become famous: “Focus, Global, Telecom-oriented, High value-added.” The rest is history.


Focus on Core Capabilities 

In the 1980s, Finnish companies were still growing horizontally as conglomerates. In the 1990s, they began to grow vertically by focusing on their  core strategic capabilities. The collapse of Soviet trade served as a great catalyst for change in Finland. In addition, the severe recession accelerated the structural transformation of the economy. Finally, membership in the EU brought a new sense of optimism.17

Even in the 1980s only a few Finnish companies had an international orientation, and most were diversified conglomerates. “Those of us who did travel internationally had a hell of a job to explain why Finnish firms were so diversified,” says a veteran executive. But they operated in a small country with a small marketplace. “If you wanted to grow and stay in Finland,” he adds, “there was no alternative but to gain new legs.”

Nokia got into mobile communications through R&D in digital electronics in the 1960s and Nordic cooperation later in the decade. But its mobile communications properties were decades older. In the 1970s, Nokia was able to consolidate Finnish electronics. In the 1980s, the business thrived in the analog cellular era. But the real boom era followed with digital cellular in the 1990s.18 Deciding to focus on mobile communications globally, Nokia concentrated on its core businesses (Nokia Mobile Phones and Nokia Networks), leveraged both units worldwide, and divested the company’s many noncore properties. During those troubled times, this was a bold strategy intent. “A lot of people had to go, and a lot of businesses would have to be sold,” recalls Ollila. After the start of the strategy process in spring 1993, he proposed to the board that Nokia should sell everything except Nokia Mobile Phones and Nokia Telecommunications.

Nokia’s board did not oppose the new course, but it wanted a second opinion. So Nokia hired the management consulting firm McKinsey to explore whether the proposed focus was too narrow. McKinsey’s bottom line? “No, the focus isn’t too narrow, but you’ll have a lot on your plate.” The mandate was made official at the 1995 board meeting in Hong Kong.

“It’s not so difficult or dramatic to sell businesses. Western banks love to get such a mandate,” says Ollila. “It’s far more difficult to create something, to grow a global business—and that’s what we wanted to do.” By spring 1995, Nokia’s executive team was fairly confident that  it was on the right track. They believed that they could grow the core businesses—handsets and infrastructure—into something really good and strong, as long as they put all their energy into the effort.

However, focus strategies have different implications in big and small countries. In large advanced economies, the industrial portfolio is usually so large and diversified that a single company’s focus strategy does not have a great impact on the broad economy. In small countries, however, the industrial portfolio is so small and narrow that a single giant’s focus may have a tremendous impact on the broad economy. Nokia and Finland are a classic example of this. The great new opportunities came with great potential rewards and new risks.19


Repositioning of Nokia in Terms of Global Growth 

In the early 1990s, Ollila and his executive team did not just refocus the company in terms of its mobile businesses; they also repositioned it in terms of global growth. The bold strategy had been explored earlier by several members of his executive team, including Matti Alahuhta, later Nokia’s executive vice president who had written a dissertation on global growth strategies.20 Led by the Nordic markets, the Europeans opted for the GSM digital mobile standard, which was pioneered by Nokia and Ericsson. In the European Commission, the triumph of the GSM standard, the Nordic cellular industry, and the global rise of Nokia and Ericsson showcased European competitiveness at its best: by summer 1998, Nokia was number one in handsets and number two in infrastructure.

At Nokia, success was attributed to the right strategy, organization, and culture. When asked about personal motivations and incentives, many Nokia executives refer to perseverance. “It was great to see the company come back from the crisis of 1992,” recalls Jorma Ollila. “We felt we had the right concept until we hit the brick wall in 1995-1996 with the logistics crisis.” It is this crisis that veteran Nokians describe as their defining moment and that inspired the Financial Times to declare Nokia to be history.21 “We were written off,” smiles Ollila: “Only two years later, our stock went through the ceiling. So what’s most rewarding in this business? To come back from such an obituary, that’s the best!”




Embrace of Globalization 

“In the Ollila era, Nokia focused on telecom,” says Arja Suominen, a Nokia veteran and currently chief of communications. “Now we live in an age of convergence. But one of our principles has been the faith in continuous change and that has not changed. We are addicted to change. It is energizing.”

As a small-country multinational whose success is predicated on globalization, Nokia’s legacy has been shaped by global economic integration, which occurs through trade, migration, and foreign investment capital.22  Through its history, Nokia has embraced the waves of globalization.


Waves of Globalization 

Starting around 1870, only a few years after Nokia’s founding, the first wave of globalization was driven by the falling costs of transportation and communications. It was reversed in the early 1910s by a retreat into nationalism and protectionism. Between two world wars, transport costs continued to fall, but trade barriers rose as countries followed beggar-thy-neighbor policies.

During these decades, companies from European countries, especially those with extensive overseas empires, dominated the expansion of investment abroad. Many developed a multinational strategic mindset to emphasize differences among national markets and operating environments. It was during this period, too, that Nokia initially established a foothold in the worldwide markets through exports: first as a forestry enterprise, later as a diversified concern. But it was still a peripheral player and the multinational mindset never really took root in the company.

After 1945 governments cooperated to rein in protectionism, which led to the reduction of trade barriers and transport costs. In this second wave of globalization, U.S.-based companies, taking advantage of their new technologies and capabilities, were best positioned to exploit the postwar boom. They had an international strategic mindset. They developed products for the domestic market and only subsequently sold abroad.  In the Cold War era, leading Finnish companies, including Nokia, became intermediaries between the capitalist West and the socialist East. But at this time, the company was still imitating rather than innovating, and its electronics unit was still small and marginal in total revenues.

In the 1970s, globalization began to boost the fortunes of the Japanese multinationals. In an operating environment of improving transportation and communication facilities and falling trade barriers, these companies thought in terms of creating products for a world market and manufacturing them on a global scale in a few highly efficient plants. The Japanese multinationals had a global strategic mindset. It was their success that fueled Nokia’s growing ambitions. Under the leadership of Kari H. Kairamo, the Finnish company engaged in a rapid series of bold M&As that transformed the company into a European technology conglomerate with daring aspirations to become a world-class manufacturer.

Since the 1980s, global economic integration has drastically accelerated as many developing countries have broken into world markets for manufactured goods and services. During this third wave of globalization, world trade has grown massively and markets for merchandise have become much more integrated than ever before.

Despite its long history and Finland’s advanced level of economic development, Nokia has much in common with the “new globalizers” from peripheral countries. Like these late movers, it struggled for years to compete against established global giants from the United States, Europe, and Japan. And it has been transformed by strong leaders who led the company out of isolationism and parochialism.


The Balance Sheet of the Ollila Era 

During Ollila’s era, the company was transformed from an ambitious Finnish technology conglomerate into a globally focused mobile communications leader. When Ollila took the job of CEO in 1992, Nokia had some 27,000 employees, its net sales amounted to less than $3.5 billion, and it suffered from a net loss of $140 million. When Ollila retired in 2006, Nokia had more than 68,000 employees and its net sales amounted to $54.3 billion, with a net profit of $5.7 billion.

As Ollila himself sees it:

In 1992 Nokia was a conglomerate. It was growth-driven and innovative in terms of finding new growth opportunities, but it had no real focus, a low level of R&D, and no heavy bets on new technologies. Geographically, it was focused on Nordic countries and the Soviet Union, in addition to the home base. It had a very strong, healthy engineering culture. A decade and a half later, Nokia did not operate in many businesses anymore. It was highly focused on mobile communications. It was innovative and growth-driven, with very heavy R&D spending in carefully selected areas. It was global and had a truly global perspective, which was reflected by both ambition and by reality. It had a very strong and innovative engineering culture, coupled with unique capabilities in overall manufacturing and supply chain, as well as exceptional brand strength.


Nokia’s senior executives are deeply aware of the fact that they have greatly benefited from globalization. If, however, globalization made Nokia, it could also break Nokia. During the 2008-2009 global economic crisis, the third wave of globalization collapsed. Unsurprisingly, CEO Kallasvuo occasionally spoke about his unease with signs of potential protectionism. As a global company, Nokia has sales in most countries of the world and consequently its sales and profitability are dependent on general economic conditions globally and locally.

Nokia has been successful because of its ability and willingness to take advantage of its unique legacy while embracing globalization. And it has succeeded with this approach not only as a result of its external orientation—for example, its embrace of environmental change—but also because of its internal collaboration, as we shall see in Chapter Two.

Nokia’s Lessons

• Not all companies have a legacy that has evolved through several eras and reincarnations. However, as Nokia’s success indicates, it  is vital to embrace change and adapt to the future, even when it requires a thorough transformation.
• Since its founding in 1865, Nokia’s market focus has been abroad, but its global triumph originates from strategic decisions in the early 1990s. Today, the world is its home. Success requires building on legacy but taking advantage of globalization—not just in the proximate markets but all potential markets worldwide.
• While Nokia has embraced global integration since the nineteenth century, it opted for a truly global strategy amid the peak years of the third wave of globalization. As Nokia’s success indicates, timing matters. Strategy must rhyme with the requirements of the changing competitive environment.
• When CEO Jorma Ollila and CFO Olli-Pekka Kallasvuo opted for Nokia’s global focus strategy in 1992, they bet the future on new emerging industries and markets and began to divest all noncore properties. Most bold strategic decisions encompass both constructive creation and creative destruction. The lesson? Acknowledge the facts and never shun bold strategic decisions. The bolder the decision is, the greater are the potential rewards. Risk comes with the territory.
• The ability to embrace change, take advantage of globalization, and make bold strategic decisions does not automatically imply willingness to execute all three. As Nokia’s success indicates, seizing global opportunities requires an ambitious vision and bold leaders to guide a company out of isolationism and parochialism. 






2

STRATEGY THROUGH THE EXECUTIVE TEAM

 

 

 

Operating in a technology- and marketing-intensive environment, Nokia is a global company that seeks to be externally oriented but internally collaborative. As we saw in Chapter One, it has embraced globalization, but unlike large-country multinationals it cannot rely on a large home market. Nokia’s strategy is determined by the executive team, which is driving its transformation from products into services and solutions.




Globalization Without a Home Market 

Operating in a rapidly changing environment, Nokia and its rivals are all thought of as global companies. In reality, they have substantial differences, depending on the size of their home markets. In comparison to these rivals in the United States, Western Europe, Japan, and emerging economies, Nokia’s regional revenue distribution is much more even:• More than one-third of Nokia’s net sales originates from Europe.
• Nearly one-third comes from Greater China and Asia-Pacific (including India).
• The remaining net sales come from the Americas, the Middle East, and Africa.



Although the United States dominates the technology sector, it accounts for only 4 percent of Nokia’s sales. Most important, Finland (Nokia’s home market) accounts for less than 1 percent of net sales.1

Figure 2.1 shows the striking contrasts between Nokia and Motorola, Apple and RIM, Microsoft, Google, Yahoo, and Alcatel-Lucent.

• Motorola, Nokia’s historical rival, obtains half of its revenues from the United States, its home base.
• Until recently, Apple’s iPhone has been primarily an American innovation for Americans in America: the U.S. home base accounts for 60 percent of Apple’s sales.
• The United States also accounts for about 60 percent of sales for Google and Microsoft (and even more, 68 percent for Yahoo).
• RIM (read: Blackberry) may be produced in Canada, but its primary market is America, which accounts for 63 percent of the total (sales to the United States, United Kingdom, and Canada amount to 77 percent).
• Palm’s domestic share is even higher: More than 75 percent of its sales originate from the United States.

Among leading infrastructure players, the competitive situation is not that different:• More than half of Cisco’s sales originate from North America.
• Alcatel-Lucent is headquartered in the United States and France, which account for half of its sales.
• Home market accounts for 22 and 46 percent of the sales of Korean Samsung and LG, respectively;2 the two have a regional rather than a global focus, with Asia accounting for some 50 to 70 percent of their net sales.
• Interestingly, the share of international sales at Huawei has soared to 75 percent: China, its home market, accounts for only one-fourth of its sales.
 FIGURE 2.1 Role of the Home Market: Nokia and Rivals—Geographic Net Sales (2008)* * Home market in white
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Succeeding with a Tiny Home Market 

“When you come from a small market, you’re typically quite flexible in working locally,” says Nokia’s CEO Olli-Pekka Kallasvuo. “You don’t say, ‘This is the way we do things at home.’ You say, ‘How do you do things here and how can we serve you?’ You are responsive.”

To large-country multinationals, foreign markets are yet another source of revenues. To small-country multinationals, foreign markets are all they have. Moreover, large-country multinationals have most of their critical activities—from headquarters to R&D—in their home base, whereas small-country multinationals have many of their critical activities dispersed worldwide. “Nokia is a global company, the most global company in the world,” says Richard A. Simonson, Nokia’s former CFO and currently chief of mobile phones, who has worked for some of the most global companies in the world. “Most view themselves as domestic companies that have overseas operations, whereas I have never heard anybody here talk about ‘overseas operations,’ or ‘foreign operations,’ or ‘multinational operations.’ It just doesn’t exist in our lexicon.”


Small-Country Multinationals Are More Adaptive to the Rest of the World 

Without a commercially viable home market, Nokia is dispersed worldwide. “Both Australia and Finland understand that the world is not going to adapt to them, they have to adapt to the world,” says Colin Giles, Nokia’s global head of sales, who is of Australian descent. “And I believe that has helped us a lot.”

Even Australia’s population of 21 million is four times higher than Finland’s, but both are located in remote geographic extremes, and as a result, they both need openness to reach out. Conversely, America has a very large homegrown market, so it doesn’t need to reach out so much. Accordingly, U.S. companies are less inclined to perceive a comparable need to adapt to the rest of the world, whereas the rest of the world has a need to adapt to them.


The Future of Business Is Multipolar 

Big- and small-country multinationals may look alike, but they are different, and they compete globally in a different way. To the extent globalization will continue through trade, investment, and immigration, it will be driven by multiple power centers worldwide. In such a future, Nokia’s example is far more than an isolated curiosity of interest to few; because it is totally reliant on global markets, it serves as a bellwether case of the future of multinational companies in an increasingly multipolar world.

In his former life as a Finnish veteran politician, Esko Aho, currently Nokia’s chief of corporate relations, was chairman of a European group that looked into European competitiveness. “Some said there that it’s hard for Europe to do the right thing because there are so many small countries,” he recalls. “I asked them, ‘Look at the competitiveness rankings of Europe. Which countries are leading? Finland, Sweden, Denmark, Norway, Iceland, Switzerland.’ ” In global competitiveness or globalization rankings, the leading nations are often small countries. The secret is not so much the Finnish or the Nordic model. Rather, small countries understand that they are not setting the rules. They are adjusting to the changing world.

To Nokia, that’s extremely important. It cannot set the rules but it can be very flexible in adjusting to changes. In small countries, nothing has been given. They have to work harder; they have to fight for their share.




Strategy Driven by the Executive Team 

“When you participate in Nokia meetings, these differ from comparable meetings in other multinationals,” says D. “Shiv” Shivakumar, head of Nokia India. “You’ll never figure out who are the leaders. It is decision making by consensus, not by force. So when the Nokians decide to go for something, they go for it by 110 percent, with the intent to win. It is not easy to replicate.”

Finnish culture has a strong legacy of egalitarianism, which is reflected not just in Nokia’s people, values, and legacy (described in more detail  in Chapter Three) but also in its executive team’s emphasis on teamwork. This is not always understood outside Nokia, as illustrated by the preparation of the first major cover story on Nokia in the United States.3


It Is Not the CEO but the Executive Team 

In many other multinationals, a CEO might fight for such a moment in the sun, but at Nokia the opportunity of being featured so prominently by a major U.S. business publication was seen as a potential pitfall. The senior executives were only too familiar with the practice of U.S. business media of personalizing success, primarily with the CEO, and they found it appalling.

“Why is everyone here so skittish about profiles?” asked BusinessWeek  in 1998, when Nokia was conquering international markets but still relatively unknown in America. “We want to stress the team effort,” said Jorma Ollila, Nokia’s then-CEO. “I don’t want to personalize Nokia with me. [Grandstanding] is not very Finnish, it’s not very Nokia.” Recalling the story, Ollila says now, “Usually I don’t ask for conditions in giving interviews, but this time I did. “ ‘You can’t write an article just about me,’ I told them. ‘You have to include the team.’ ”

Nokia’s senior executives believe that routine business coverage that tends to associate a company’s success or failure with one individual is conceptually flawed and potentially damaging to the team spirit. Compared to aristocratic business elites and larger-than-life egos, Nokia’s senior executives may be a refreshing exception. “A profile is a lie,” said Nokia’s then-President Pekka Ala-Pietilä. “American CEOs are in many cases saying ‘I.’ It’s a false picture . . .instead of ‘I,’ it should be in most of the cases ‘We.’ The omnipotence of a leader does not serve well the purpose of building self-motivating nd long-lasting organization.”

During his Nokia era, Ala-Pietilä was known as a humble leader. To make a strong statement was a stretch, especially to him. Yet it reflects the underlying conviction of many in the company.


Strong Teamwork Reduces Internal Tensions and Politics 

The emphasis on teamwork has important side effects as well. Due to the driving role of the teams in the company, Nokians say they have less of the  kind of political intrigue or departmental friction that characterizes many other companies. “The company is focused on achievement and winning, which it seeks to do in an uncompromised way and with integrity,” says Ollila. This has been a purposeful effort ever since the great restructuring of the early 1990s.

Typically, Nokia’s senior executives continue to prefer to use “we” when they talk about the successes of their company. This issue is very close to their mind and heart because it pertains to what is most critical, different, and distinctive about this company in which they have served most of their life. “Today, the media personifies everything,” said Jorma Ollila to Finnish journalists in 2006, as he was preparing to retire from Nokia. “This company is not the achievement of one person; nothing is.” In fact, such personifications prevent even informed observers from understanding the true importance of Nokia’s leadership innovation—the senior executive team as an amalgam of diverse assets and capabilities and united for a common end.

At Nokia, the “power of we” reigns. The Nokians believe that as a team they can achieve more than as individuals.


Humility Deters Complacency 

“We believed in teamwork,” explains Matti Alahuhta, Nokia’s former executive vice president and currently CEO of KONE, one of the world’s largest and most global elevator companies. “It is about realism, egalitarianism, and trust. No titles are significant. As Finns, we are big on humility. That attitude is vital in a technology-intensive sector, where today’s winners can be tomorrow’s losers. You take pride in the past, but you don’t project it into the future.”

This humility is partly cultural, and partly a built-in resistance. “We do not just sit back and say, ‘Boy, we did a very great job!’ ” says Nokia’s chief of services Niklas Savander. “We have a higher degree of built-in resistance to feeling too good about ourselves. It’s a work ethic of a mixed Finnish, Nordic, and Lutheran legacy.” But it is certainly not the monopoly of northern Europe and it can also be trained. Today many of Nokia’s leading executives, and country and functional chiefs, have changed and an increasing number of them are no longer Finnish, but  the emphasis on humility remains. Along with other country operations, Nokia India is no exception. “One of the common characteristics of Nokia and its leadership is humility, they just don’t get arrogant or carried away by success,” says D. Shivakumar. “They do not rest on their laurels. They question success and ask, ‘How can we make this better?’ ”

At Nokia, humility is not just a moral ideal but also a pragmatic guideline. Modesty is not about meekness, but about purposeful determination. Nokia’s executives are painfully aware of the fact that the fall of great companies is paved with complacency and arrogance.4 Paraphrasing Intel’s Andy Grove, the Nokians also believe that only the humble survive.




Nokia’s Collective Mind 

Since the late 1990s, Nokia has been literally transformed, from the top to the bottom. When Simon Beresford-Wylie, former CEO of Nokia Siemens Networks (NSN),5 joined Nokia in 1998, it was still evolving and had a relatively tight national identity. “This was the era when the great Finns were sort of parachuting to countries that they had not heard of,” he says. A trusted group of people had the ability and was empowered to move quickly and fast. “To the credit of Jorma [Ollila] and the executive team, they enabled the company to grow in a way that allowed them to bring in external DNA. That has served the company well in its years of globalization.”

Today, Nokia has 126,000 employees, which is three to four times more than only a decade ago. Strategy is more multidimensional. The organization is more complex. And values are ever more critical (as we’ll see in Chapter Three). In this rapidly changing environment, it is the group executive board (GEB) that is responsible for managing the operations of Nokia.6

In Finland, the careers of the GEB members are followed with the same awe that the speculations of the Sovietologists attracted during the Cold War. In both cases, the primary motivation remains the same. In the past, Finland’s geopolitical fate was intertwined with the Soviet Union; today Finland’s innovative capacity is vitally aligned with Nokia. 


What the Group Executive Board Members Have in Common 

Most GEB members were born in the 1950s; the “newbies” are from the 1960s, so many are in their early fifties. Most Finnish members are alumni of the Helsinki University of Technology (HUT), the country’s premier technology institution, or the Helsinki School of Economics (HSE), the country’s leading business school, or both.7 Typically they have a degree in technology or an MBA, or both. As a group the GEB members personify the tough work ethic that Kari Kairamo, Nokia’s CEO from the 1980s, brought to the company after his years in the United States. That ethic is not just about ambitious goals, but also about relentless execution.

Along with values, the Nokians share certain personal characteristics. The Nokia executives may seem nice and unassuming, but they are also bold, tough, and ambitious. Like most Nokians, they are soft-spoken, dislike bragging, and shun office politics. “We are human and we understand that people make mistakes,” says Arja Suominen, Nokia’s chief of communications, who has been in the company for some twenty years. “But we are not softies, and we work very hard.”

The Nokians emphasize teamwork and consider personal agendas a distraction. Although critical of aristocratic personality cults, they admire flexible and innovative U.S. companies. They are deeply impressed by and follow developments in the Silicon Valley, which has increasingly become their mindset headquarters. They work hard and will continue to work even harder to emulate the best of American innovation, entrepreneurship, and venture capital.

While they feel pride over their European legacy, they also believe that many European multinationals are too slow and inefficient to succeed in rapidly changing and increasingly global industries. And they think that many Japanese multinationals can be fast and efficient but have been too unresponsive to markets beyond Japan. Where most corporate giants in North America, Western Europe, and Japan tend to benchmark each other, these executives see future challengers also in large emerging economies, such as China and India. They are impressed and genuinely intrigued by the dramatic rise of Asia. And like many Asian corporate  giants, their strategic thinking tends to emphasize long-term objectives rather than short-term market pressures.

Most GEB members keep their distance from publicity. They are loyal and have worked much or all of their work lives for the company. This loyalty reflects their private commitments, and their private loyalty works for the company. Most are married and have two to five children. They are committed to Nokia’s ways and values. Of course they are driven by success and money, but also by more intangible rewards, such as prestige, lifelong learning, and professional respect. Until recently, these were the staple of Finnish values.

Deep in their hearts many also have dreams that cynics would call idealistic; they desire success, but they also want to do good things in life. They see affinities with Google’s ingenuity and ethos, the idea of doing new and good things in life. They want to improve not only their own personal lives, but also the ways of the world. Their mission is not just individual, nor is it collective. It is not some sort of abstract humanism; it is very concrete and practical, and at times almost stunningly bold. They sincerely hope and want to change the world—for the better.


The Inner Circle Works as an Integral Whole 

In the late 1990s Jorma Ollila delegated substantial autonomy to an inner circle of a handful of GEB members: his right-hand man Pekka Ala-Pietilä, international business specialist Sari Baldauf, globalization expert Matti Alahuhta, and then-CFO Olli-Pekka Kallasvuo. The four became known in Finland as Nokia’s “dream team.” Despite the central role of the executive team in Nokia’s strategy making, however, their role was hardly even noticed outside the country until the late 1990s. Ala-Pietilä, Alahuhta, Baldauf, Kallasvuo, and Ollila formed the nucleus of the executive board and worked together about fifteen years or even more. “We knew each other well enough to use a kind of shorthand in conversations,” recalls Alahuhta. “It was very compact, dense communication. You didn’t hear so much talk about ‘Jorma this’ or ‘Jorma that.’ It was more like ‘Olli-Pekka and Jorma,’ ‘Sari and Matti,’ or some combination.”

The team members knew each other from the mid-1980s. They had informal communications between each other. Certainly, they were different personalities, their ways of working were different, and their minds worked differently. But what united them was the underlying understanding of what the company could do. “We believed we were doing something very meaningful, internationally competitive, and with real staying power, not just a flash in the pan,” says Ollila. “We shared values that we all understood and which radiated through our own personal management styles.”

With their diverse backgrounds in finance, industry, R&D, engineering, manufacturing, and international business, the GEB members complemented each other and functioned as an integral whole. Ala-Pietilä focused on future challenges. Baldauf ’s name was synonymous with international expansion, particularly in Asia. Alahuhta wrote a dissertation on global strategies. Key members of the GEB also included Anssi Vanjoki, the marketing wizard who turned Nokia into a global brand in just a decade; Yrjö Neuvo, the legendary technology chief who many still see as one of Nokia’s spiritual founding fathers; and Veli Sundbäck, the accomplished diplomat who played a vital role in Finland’s talks about EU membership before he joined Nokia.

The Nokians believe that in a rapidly changing and highly complex technology and marketing business, a broad and diverse executive team can provide stability, flexibility, and simplicity in decision making.


Informality, Quick Decision Making, Freedom to Act 

Most major corporations had more CEO-driven processes than Nokia. Conversely, the members of Nokia’s executive team had more leeway and more freedom of action than typical in major multinationals. And that’s very much the way Ollila wanted it: “You have enormous decision making power, but you better perform because that’s the best guarantee of getting your colleagues and the CEO in alignment.” Of course, the executives could just use phone and e-mail or the GEB meetings as their sounding board, but that is on the slow side. Rather, the point is to optimize time,  actions, and decisions. Due to the their joint internalized norms and values, they can move ahead relatively quickly, independently, and as a team. “The point is that you must maintain the trust of your colleagues,” Ollila says.

It was this quickness in decision making that was critical during Nokia’s hectic high-growth period in the latter half of the 1990s. There was a clear willingness and readiness to take positions and responsibility, and then to lead in a way that not only demonstrated but also positively formulated the values of the company. “The key people gave their 24/7 to the company,” says Ollila. “They were always available. No exceptions, no compromises, no holidays.”

In any well-managed global organization, an element of the GEB—the informality, quick decision making, freedom to act—is vital. What varies is how you play together in getting the agreement and trust of your colleagues. You can have a formal process, you can have big meetings, small meetings, or you can have a very powerful informal way of communicating and interacting—and Nokia is relatively advanced at that end of the scale.

“The objective at Nokia has always been to have decisions made by the people who have the best knowledge,” says Nokia’s former senior executive Matti Alahuhta. The company is not only less hierarchical than most large corporations, but decidedly antihierarchical. The objective of meritocratic management is to encourage creativity, entrepreneurship, and personal responsibility.




“Externally Oriented but Internally Collaborative” 

The strategic goal of Nokia’s CEO Olli-Pekka Kallasvuo—who the Nokians call either “OP” or “OPK”—is a multinational company that is both externally oriented and internally collaborative. “In Finland, there isn’t much in the way of market,” he says. But the other side of Nokia’s high degree of external orientation is an equally high degree of internal collaboration. In both cases, the common denominator is the same—market creation.


Going Beyond Traditional Strategy Frameworks 

In the late 1980s—even before the days of the dotcom revolution—many companies that had risen to global leadership began with ambitions that were out of proportion to their resources and capabilities. In the early 1990s, some management thinkers portrayed Nokia among the winning companies that were building gateways to the future through an “obsession with winning at all levels of the organization.”8 These ideas had an immense appeal at Nokia, although a case can be made that they just reinforced what the Nokians already knew and were doing.

As a result of their legacy of a tiny home market and a strong and diverse executive team, the Nokians cannot take at face value strategy frameworks that have evolved in or been tailored to large-country multinationals with top-heavy CEO offices. A decade ago, Ollila and his senior executives began to develop a strategic response to the growing complexity in their competitive landscape. In January 1999, Ollila first lectured on “Nokia’s strategic intent.”9 The new management paradigm was portrayed as an effort to combine and transcend two dominant strategy paradigms:10

• According to the resource-based view (which is often associated with Prahalad and Hamel), firms compete by leveraging their unique competencies on old or new market spaces. At Nokia, this paradigm is seen as too slow, too much driven by the past, and focused on history.
• According to the market-based view (which is often associated with Michael Porter’s ideas of competitive advantage), firms compete for attractive industry segments by differentiation, low cost, or specialization. The problem with this paradigm is that it takes the market as a given, is driven by the present, and places too little emphasis on renewal.

At Nokia, both paradigms are perceived as necessary but insufficient. In order to succeed in dynamic markets, it is vital to develop layers  of competitive advantages. The real challenge is to build on existing capabilities while developing new advantages. In developing such “market-making strategies,” the emphasis is on the successful combination of foresight and execution. One must have reasonably accurate scenarios of the future and an ability to execute the strategy in a highly competitive environment, where timing and speed truly matter. 11

So from the beginning, Nokia’s senior executives learned to think of competitive advantage in a plural sense. Operating in a technology-and marketing-intensive market, they also understood the importance of  time, which is not just about timing and speed, but also about rhythm. It all starts from the timing decision—from the strategic assessment on the ripeness of the market opportunity. You cannot come into the marketplace too early or too late. In other words, you must prepare for the mass market. “Through a few bitter experiences, we understood that you cannot make a market if it is not adequately mature,” says Pekka Ala-Pietilä, one of Nokia’s leading executives in the Ollila era. “From the standpoint of the end user, maturity means a market which offers great benefits but requires only incremental changes on the behavioral side.”

Certainly, Nokia must create new products and be a pioneer and a thought leader, but if the market is not mature, it should have only limited resource stakes. Conversely, when the window opens for a mass market, then Nokia should scale up investment resources quickly and adequately. This is how right timing will pave the way for speed in implementation. “In our business, the volumes have been very high since the mid-1990s,” acknowledges Ala-Pietilä. “So it is really important to time right investments, product, product development, and suppliers. If, for instance, we misestimated the timing of the volumes, we could select the wrong supplier, [one with] no ability or capacity to scale up fast enough in the marketplace.”

Nokia’s speed in implementation is often seen as embedded in its organizational capabilities and in the passion of the Nokians to move fast in everything they do. Hence speed—or the capability to be faster than their competitors—was and remains one of the Nokians’ obsessions.

The third time-related dimension is rhythm, which refers to the inherent renewal cycle of products and services. It varies by market and is not easy to execute. “If you bring to market new products too frequently and with incremental improvements, the threat is that consumers do not appreciate the effort and you will not get an appropriate return for your R&D investment,” says Ala-Pietilä. Conversely, if you seldom bring new products but seek for great onetime changes, you end up with a product line that lacks competitiveness for a long period of time. Among Nokia’s rivals, this rhythm varies a lot from one competitor to another; it is usually heavily influenced by the product renewal cycle of the competitor’s home market.

When Nokia opted for its critical strategic choices, these made little sense to an entire generation of managers that had been brought up with a steady diet of traditional strategy frameworks. “We saw very early on at Nokia that it’s not enough to have either cost advantage or differentiation advantage,” says Matti Alahuhta, Nokia’s former senior executive. “You need both.” And most internationalization strategies are based on a process in which a company goes abroad in stages. That made no sense at Nokia, which sought to go “directly global,” as Alahuhta puts it. In their efforts to cope with rapidly changing markets and disruptive innovation, the company has been particularly ingenious in taking advantage of industry transitions. 12


Kallasvuo’s “Just Do It” Ethos 

Today, the GEB chairman is Olli-Pekka Kallasvuo, Nokia’s CEO. His precursor, Ollila, was known as a hard-driving and high-profile executive; Kallasvuo prefers a lower profile in public. Yet both weigh their words carefully. Behind the façade, Kallasvuo is as ambitious, hardworking, and disciplined as Ollila. It was these two who developed Nokia’s winning strategy in 1992. “OPK is very pragmatic and has a courage to challenge old dogmas,” says Nokia’s communications chief Arja Suominen. “If you can prove your case, he’s OK with it.”

When Kallasvuo joined Nokia in 1980, he was a twenty-eight-year-old lawyer. He was working for a major Finnish bank that “loaned” him to Nokia for a year. But he really liked the “just do it” atmosphere. He joined the board in 1992, “ten years too early,” he acknowledges. Those were tough years: things weren’t that organized. “There was a great drive for international business, but the skills were not there. We worked with Jorma quite intimately in that phase and got a green light for the new strategy. We had a team that could make decisions.”

Since the 1990s, Kallasvuo’s responsibilities have increased year by year from corporate finance to country chief in the United States to CFO and chief of Nokia Mobile Phones to CEO of Nokia. “I see it all as an evolution,” he says. “Nokia has changed a lot very fast.” As a senior executive or CEO, you must change as well. In the company, a lot can happen in just one year. As a result, people must constantly learn and change.

“If Nokia is to continue to thrive, it must be externally oriented,” Kallasvuo emphasizes. “It must have the kind of humility that makes it listen and seek ideas from outside.” This humility in the face of complexity requires strong internal collaboration, which ensures a fast, flexible, and appropriate response.




Diverse Team Drives Transformation 

In the late 1990s, Nokia was still relatively Finnish, especially the top executives. Today, it is more diverse and international. Kallasvuo believes that the diversity of the leadership—not just in the sense of nationality, but also in terms of overall background, training, gender, and so on—is a critical contributor to Nokia’s success.


Diversity Facilitates Better Decisions 

Diversity ensures a positive mix. It provides better means to make good decisions. It means different backgrounds, skill sets, and perspectives.

Taking into consideration the large size of Nokia, it is hard to find such diversity elsewhere. “We have greater diversity and different skill sets,” says Kallasvuo, who compares Nokia’s executive team and corporate  governance with Dutch multinationals. It highlights the importance of cooperation. The more diversity you have, the better it is for the company and the less you will have the “not invented here” syndrome, which he considers very detrimental. “Nokia has always had to fight hard against complacency,” says Kallasvuo. “The bigger and older we become and the more we age, the harder we must struggle against complacency.”

In a sense, the problems have only begun. Once the Nokia Siemens Networks merger was completed, the number of Nokia’s consolidated employees soared from 60,000 to more than 126,000. That is a great concern to those executives, such as Kallasvuo, who want to keep Nokia agile and responsive. “Today, Nokia is a big company, a really big company,” he says. “Yet we cannot become an incumbent. Then we’d lose our soul. We just can’t have it. In a big company, it’s very easy to lose the focus because there’s simply so much going on internally. We must be externally oriented and internally collaborative, but we can’t lose our soul.”


Dream Teams Are Diverse Teams 

The original dream team created a strong base for success. The longevity and stability in the management team in those formative years from the 1990s to early 2000s was unheard of in comparison to many other multinationals. Despite different roles, the group executive board demonstrated strong collective leadership. “So many people in Nokia saw that and experienced that, and it became almost a self-fulfilling positive force,” says Niklas Savander, chief of Nokia’s Services unit.

CEO Kallasvuo launched his own dream team in early 2008. Until recently, the core members of the GEB were Anssi Vanjoki, Kai Öistämö, Niklas Savander, Richard A. Simonson, and Mary T. McDowell. The first three head the core units (Markets, Devices, Services). The latter two are based in Nokia’s corporate office in New York. Former CFO Simonson focuses now on mobile phones, while McDowell’s task is to ceaselessly refine Nokia’s strategy for growth.

Like other senior executives at Nokia, Anssi Vanjoki has held a wide array of senior executive positions in the company. As executive vice president and general manager of the Markets unit, Vanjoki is responsible  for consumer insights, sales, marketing, manufacturing, and logistics across all Nokia products and services. He has been a member of the Nokia group executive board since 1998. As Vanjoki sees it, “Since we are a living organism, we have got to be all the time very sensitive to what’s going on in our competitive environment, what’s happening in different market areas, and what’s happening in technology.”

A veteran of Nokia since 1991, Dr. Kai Öistämö is a former head of the Mobile Phones and is now responsible for the new Devices unit, that is, Nokia’s device portfolio, R&D, sourcing, and related strategy. With Nokia’s organizational transformation, the GEB has taken on more joint responsibility and interdependencies. “Now, there are more shared issues, and that builds commitment,” says Öistämö. “The new setup ensures the support of the peer group in solving problems.”

In fall 2009, Nokia augmented its key units (Devices, Services, Markets) with the Solutions unit, headed by Alberto Torres, previous head of the Devices category management. Concurrently the Venezuelan-born McKinsey alumni joined the group executive board as well.

Born in Middletown, Ohio, Richard A. Simonson joined Nokia in 2001. “More than most multinationals, Nokia is focused on achievement and success and doing it in an uncompromised way and with integrity,” he says. “It has less of the kind of debilitating politics that waste time in petty conflicts or personalities.” As head of the Mobile Phones subunit within the Devices unit, he is based in New York and also heads strategic sourcing for Devices and reports to Kai Öistämö, head of the Devices unit, while Jean-Francois Baril, senior vice president of Sourcing, reports to him.

A seventeen-year veteran of HP-Compaq, Mary T. McDowell joined Nokia in 2004. She is executive vice president and chief development officer (CDO) leading the Corporate Development unit. As CDO, she is responsible for optimizing Nokia’s strategic capabilities and growth potential. Among other things, McDowell oversees corporate strategy, the Nokia Research Center, corporate business development, and solutions portfolio management. She has played a critical role in Nokia’s increasingly integrated business model.

These core members are supplemented by other GEB members. After a twenty-two-year career at Hewlett-Packard, Hallstein Moerk has had global responsibility for all human resources activity in Nokia. Tero Ojanperä, the newbie of the GEB, has played a defining role in the R&D work of Nokia’s business groups and the Nokia Research Center, has served as CTO, and currently oversees offerings in music, video and TV, games, software distribution, and social networking services.

Since November 2008 Esko Aho has been Nokia’s executive vice president, corporate relations and responsibility, as well as a GEB member. Prior to joining Nokia, Aho had a long and distinguished career in Finnish politics, holding the post of prime minister in the early 1990s and most recently president of the Finnish Innovation Fund (Sitra).

Niklas Savander is in charge of the new Services unit, while Timo Ihamuotila, who used to be responsible for Nokia’s global sales within the Markets unit, is now the CFO. In addition to being Nokia corporate treasurer, he has held several other senior positions over the years in, for example, risk management and portfolio management. The most recent member of the GEB is Alberto Torres, executive vice president of Solutions, responsible for defining the portfolio of Nokia’s solutions across the company.

Currently, the GEB has some dozen members. A decade ago all were Finnish citizens. Today half are foreign citizens. In addition to the Finnish Nokians, the group includes two Americans (Simonson and McDowell), a Norwegian (Moerk), and a Venezuelan (Torres).


Smooth Generational Change 

These Nokia insiders work well together, and each adds to the board something unique. Every second member has been in the company barely a decade, and most joined the GEB only in the past half decade. During these years, the GEB went through a generational transformation, which was managed smoothly.

Despite the critical importance of the large emerging markets to Nokia, the GEB members do not yet include Chinese or Indian members. That should and is about to change as Asian senior executives are rising  in the organization. As Colin Giles was transferred from his position and promoted as Nokia’s head of global sales, Chris Leong, formerly heading marketing GTM (go-to-market) operations, took over as head of Nokia Greater China, Japan, and Korea SU, reporting to Giles. In fall 2009, NSN CEO Simon Beresford-Wylie was succeeded by Rajeev Suri, a telecom veteran of Indian descent who handled the NSN Services business.

Nokia appreciates longer-term commitment. In general, organic evolution tends to favor insiders rather than those who have been recruited from outside the organization says one former Nokia executive. Already in the 1990s, Jorma Ollila used to say that every tenth appointment should come from outside Nokia; take, for instance, the GEB’s Aho, McDowell, and Torres. Yes, incremental and internal evolution is important. But so are external appointments, which ensure new ideas and perspectives—diversity.

However, after a slate of recent executive appointments and years of intense recruiting in the BRICs, the boundary between inside and outside has grown blurry. Nokia likes to implement change without drama, says head of Mobile Phones Richard Simonson. “It shows to the entire organization that we can evolve and change and have new organizational structures without causing turmoil in the company.”




How the Executive Team Works 

Right before she started to work at Nokia, Mary McDowell, who is currently Nokia’s corporate development officer, had dinner with Jorma Ollila, who said that he had two pieces of advice for starting her Nokia career. “The first one is that there’s no swearing in my meetings,” Ollila said. That was interesting, McDowell thought. Despite occasionally intense internal debate, people were expected to be civil to one another. But the second piece of advice was absolutely to the point. “Just because I approve something,” Ollila said, “doesn’t necessarily mean it’s approved. This is a very networked culture, and you need to have a broad buy-in in order to get anything done. So don’t fall into the trap of coming to me for support. You’re going to have to work across the organization and across the network.”

McDowell discovered the advice turned out to be true and remains so today. Nokia’s executive team is not just an organization; it’s more like an organism, in that it may reject things that are not in keeping with the strategy or the culture.


“Things Argue, Not People” 

Ever since 1992, the group executive board has had a key role in strategic decision making. It sounds like a formal structure, but it is very informal. As a whole, the GEB is more valuable than its individual parts. It remains Nokia’s collective mind. Efficient teamwork, however, does not mean absence of leadership. Through his era, Ollila alternated his role as a facilitator and leader. “Everybody could participate and talk,” recalls Yrjö Neuvo, Nokia’s former technology wizard. Strong personalities led Nokia’s core units, especially Nokia Mobile Phones. Often the team took a lot of risk and debated hard on the available options. During those intense debates, says Neuvo, “Jorma [Ollila] was willing to listen a lot and openly, but in the end, he would take charge and say what to do.”

The tradition lives on. CEO Kallasvuo will listen, support, and facilitate, but he will also make decisions, including difficult decisions when they need to be made.

The executive team has formal meetings at least once a month and more often when needed. The meetings are structured. Critical decisions are debated and agreed upon as a group. There is a shared understanding that if there is a very important issue, for instance, a change in the way Nokia operates or an acquisition, the key GEB members need to know. “Never was any formal decision brought over as a fait accompli to the GEB,” says Ollila. The staffs of the GEB members also often have a great interest in the team’s activities.


Trust Enables Fast Decisions 

Formally, decisions are made in the GEB. But the setup also enables substantial flexibility. For example, if a Nokian executive in Australia stands in front of a customer who asks something impossible, he obviously  cannot always consult others in the next thirty seconds or two hours because of regional time zone differences. Therefore, each GEB member knows that if he or she is in a comparable situation, others will understand the need for a quick decision and give the mandate to go beyond what one would normally do. There is trust that the judgment will be in the best interest of the company. When you have such trust, others will be ready to support, even if there is no time for a formal meeting.

Yet the GEB does not hide from debate. Every now and then there have been some efforts to limit the discussions, but the team is a group of very strong and opinionated people. “The way the Nokia management debates things differs from its British or U.S. counterparts in that the debate is very free,” says KP Wilska, Nokia’s former chief of Americas. “However, when the board decides something, everybody will stand behind the decision. People won’t throw stones afterwards to make life unpleasant.”

Although the individual members of Nokia’s executive team can be very opinionated and engage in tough debate over every major strategic decision, Nokia is led by values. The executives try to listen to others. They try to do things that are a little riskier. They talk openly and are not afraid to challenge, but when they decide on something, everybody pulls behind the joint effort. The Nokians like to paraphrase a Finnish saying,  “Asiat kiistelevät, eivät ihmiset” (Things argue, not people).


Rotation Broadens Experience 

Like their predecessors, Nokia’s senior executives have served in a diverse set of positions. The company likes to remove people from their comfort areas to keep them from becoming complacent. Rotation also helps people learn from one another in different businesses; it enables them to better identify synergistic opportunities among businesses. It is seen as fostering a kind of cross-fertilization. The assumption is that holding various roles prepares one for a broad set of perspectives, which is vital in a global, complex, and rapidly changing landscape. Internally, the emphasis is increasingly on cooperation, interdependency, and synergies.

Take, for instance, the current CEO Olli-Pekka Kallasvuo. The young lawyer joined Nokia in 1980 as corporate counsel. In the late 1980s, he  was appointed assistant vice president of the legal department, but only two years later he was senior vice president of finance. As Nokia focused on mobile communications, he was named executive vice president and CFO. In some companies, he might have remained in that position for the rest of his life. But after half a decade, he left Helsinki and moved to the United States, being responsible for all Nokia’s business operations in the Americas. Some two years later, he returned to the CFO position. But as Ollila prepared his departure from Nokia, Kallasvuo became executive vice president and general manager of mobile phones in 2004-2005, until he was named president and COO and, finally, CEO. “I never studied finance or mobile communications in the university,” he says. “But I have always learned on my own what I need to know.”

Of course, such career evolution reflects the impact of promotions, but it is predicated on rotation; in Kallasvuo’s case, from legal positions to finance, country, and regional management and ultimately to industry operations. Today, this rotation is taken for granted at Nokia, especially with younger demographics.

Take the newbie of the GEB, Tero Ojanperä, who started as co-head of Services in January 2009. After Ph.D. studies in northern Finland and the Netherlands and several senior management positions in the former Nokia Networks, he headed the Nokia Research Center in 2003-2004, driving Nokia’s technological competitiveness and renewal. A year later, he held the position of executive vice president and chief strategy officer, and thereafter as chief technology officer, in a wide-ranging role spanning corporate and technology strategy, strategic alliances and partnerships.

Before his current job, Ojanperä served as executive vice president, entertainment and communities, with overall responsibility for Nokia offerings in music, video and TV, games, software distribution, and social networking services. In his case, senior positions in telecom infrastructure led to R&D, executive roles in strategy and technology, entertainment and communities, and ultimately services. Somehow a career that started with technology studies in the dark and near-arctic Oulu led to cooperation with colorful Eurythmics founder and Nokia consultant Dave Stewart and meetings with Bono at his house in the south of France. As Kallasvuo says  of Ojanperä, with a gentle smile: “Tero sure looks more and more like Dave Stewart every day.”




How Teams Drive Strategy Throughout Nokia 

Nokia has a very strong culture for effective teams to operationalize the strategies for mobile devices, services, solutions, and infrastructure, all of which are different. “The strategies are divided by high-level business objectives, which each consists of a handful of initiatives,” says Heikki Norta, Nokia’s senior vice president of corporate strategy. “Some of them cut across units, and some across the entire company. The latter are more important because their impact covers the company, not just the units.”

Teams—in Nokia’s official parlance, “programs”—are tasked to bring results in each of those initiatives. Historically, these programs were first called concurrent engineering and later product development.13 In product development, various functions (engineering, design, manufacturing, etc.) are integrated to reduce the time required to bring a new product to the market. Overall success relies on the ability of engineers to effectively work together.

Nokia has also made a significant impact on teams that service customers by pooling people together from marketing, product customization, quality, product development, and of course sales. Another team concept that plays a vital role in Nokia involves teams that have been deployed to build vision and strategy.


The Program Way of Working 

What is central to Nokia’s organizational structure and matrix is its program way of working; in other words, the many and different teams working on projects. This operational mode is typical to Nokia’s people and organization, its management and leadership practices, as well as processes and conduct. It is also why a simple structural chart of Nokia in no way captures the richness of the teams working in and across the organization, creating value by running portfolios of projects and programs.

To Nokians, the program way of working means integration. After all, the company seeks to mobilize optimal knowledge, experience, and resources, whether they match the organizational structure or not. It also means setting and achieving common targets as a team. At Nokia, it is neither the individual nor the collective that truly counts, but the team. The Nokians also believe that the program way of working allows them to prioritize. The teams make possible the focus on the best opportunities through portfolio management and “executing right things at the right time with the right resources.” Finally, working in this way makes Nokia  unique. The Nokians believe that it is primarily the teams that allow them to convert ideas to innovations and engage in continuous learning.

At the broadest level, then, the benefits of the program way of working far outweigh the costs, while allowing teams to• Bring order, structure, and goal orientation to chaos
• Deal with unique and transient goals
• Align and integrate activities toward common goals
• Provide resource mobility across line structures
• Provide cross-organization visibility to activities through portfolio management



Portfolio management is good for making prioritizing decisions because it fosters cross-functional knowledge and learning, as well as social networks across organizations.


The Role of the Board Is Supportive 

In the late 1980s there was still a great deal of friction between Nokia’s chief executives and the board of directors. Since 1992, the board has been more sympathetic toward the strategic objectives of the company. As a former banker, Jorma Ollila was liked by the board and he spoke their language. In 1999, he was elected chairman of the company. Prior to Ollila, Nokia’s chairman was Casimir “Casse” Ehrnrooth, a Finnish magnate whose career had begun in forest industry. Ehrnrooth did not intervene with Nokia’s operational activities; that is the job of the CEO.

The tradition has prevailed in Ollila’s board. “As a CEO, Jorma was, and as the board chairman he is, first and foremost, a professional,” says an influential Nokia board director. “In his era, leadership has been very systematic and conversational at Nokia.”

Led by Ollila, who is currently also chairman of Shell, Nokia’s board of directors has some dozen members. The veterans were appointed prior to 2002; the others joined were appointed in 2007 or thereafter.14 Their function is primarily supportive and facilitative.

 

At Nokia, values and culture are seen as the glue that keeps the complex organization together. Values are not perceived as simple rhetoric or PR; they are considered the most effective instrument of strategic management. They are also seen as a commitment to make money by doing good things. As a Nokia slogan puts it:

When Nokia changes, the world will change We can impact lives, make the world better The success of Nokia depends on it


Nokia’s strategy of internal collaboration is further enhanced by the company’s values, culture, and people, which are described in detail in Chapter Three.

Nokia’s Lessons

• When Nokia recently entered another new country market, CEO Kallasvuo said that “it’s wonderful to have a new home.” Large-country multinationals achieve international scope through scale economies in large home markets; they leverage domestic strengths internationally. Small-country multinationals achieve scale economies through global scope in critical markets. Small home markets do not preclude global competitiveness.
• Nokia seeks to be externally oriented but internally collaborative. It is not driven by a single CEO and his office. Nokia’s successful strategy is driven by a diverse and increasingly global executive team with diverse capabilities. In this team, fast decision making is facilitated by strong trust.
• Today many multinational companies operate in an environment that is both technology- and marketing-intensive and extends across the world. Simple strategies no longer match the complexity of their environment. The resource-based view of core competencies is too slow, too much driven by the past and history. The market-based view of competitive strategies takes the market as a given; it is driven by the present and places too little emphasis on renewal.
• Success requires dynamic strategies that can also shape and create markets, sense and respond to environmental change, and are driven by the future and place emphasis on ceaseless renewal.
• Traditional strategy frameworks are necessary but insufficient in dynamic and rapidly changing global environments. In order to succeed in dynamic markets, it is vital to develop layers of competitive advantages. The real challenge is to build on existing capabilities while developing new advantages.
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