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PREFACE 
 
Industries are the mental model of humans of a group of organizations that interact. Industries 
exist simply because we say so, and we say so for a reason. The reason is simply to bring 
order to a complex reality that otherwise would be difficult, if not impossible, to explore and 
understand, as well as to investigate and shape. Industries, however, cannot be interviewed. 
The most important components of industries are the corporations that are considered to 
belong to the industry and that all together are considered to define the industry. Data on 
corporations that belong to the telecom and the construction industry are presented here. 
Because industries are the mental model of humans, as a researcher one should ask whether 
changes in an industry have happened in the “real world” or in our minds, i.e. the perception 
or the mental model of an industry has changed. This question, and many other similar 
questions, is discussed in the main volume of this thesis as they relate to the research 
methodology applied in this study and my view as a researcher on the philosophy of science. 
 
Nevertheless, I would like to briefly discuss one thing that relates to research methodology 
and the philosophy of science, i.e. the “objectivity” of the contents of this volume. My 
ambition has been to present the contents of this volume as objective as possible and, at least, 
free from my own assumptions, believes, and interpretations. All the data herein I have tried 
to present as it was originally “presented” to me, i.e. as “close” to the source as possible. Just 
like the figures herein are generally considered to be “objective”, the chronological cases in 
this document could have been put under quotations marks. This, however, eliminates only 
one source of subjectivity, my own. It does not necessarily guarantee the contents of this 
volume to be entirely objective. My sources may for instance be subjective. I have taken care 
of this by using multiple sources when possible in order to verify the data (e.g. the transcripts 
of the interviews). 
 
Another source of subjectivity is that I have been forced to compile huge amounts of data in 
order to be able to present coherent cases that all together provide the relevant information I 
need for further analysis. This in turn presents two additional sources for subjectivity. One is 
that that I, as a researcher, need to make some assumptions in order to be able to “glue” the 
huge amounts of data together, turning the data to coherent cases that you, as a reader, can 
read, understand and possibly find interesting. To a researcher this presents a difficult 
dilemma. More objectivity means less “glue” and a lesser degree of readability and, most 
likely, a lesser degree of comprehension for the entire case on behalf of the reader, and vice 
versa. In addition, the data and the cases become, most certainly, dull and less intriguing to 
read. As the reader may notice, I have opted for a more objective approach, with less “glue”. 
This means that you as a reader may have to look for the “beauty” of the data elsewhere than 
in the intriguing cases. I myself find the cases intriguing only by knowing that they are as true 
to reality as they possible can be. 
 
The second source of subjectivity relates to the selection of all the data that has been available 
to me. I believe it is worth pointing out that this document summarizes the combined actions 
of some 200,000 people over a time period spanning eight years. The events described here, 
thus, totals approximately 1.6 million man-years. The 1.6 million man-years are described in 
the 139.500 words of this document. This means that each man-year is described in 
approximately 0.087 words. Imagine writing a “diary” using one single word to describe the 
events of every 11.5 years of your life (or to use seven words to summarize your entire life of 
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80 years)! Of course you would have to be careful in selecting that single word. In order to 
enable the reader to understand the focus of the data presented here (the single word I have 
picked to describe the every 11.5 man-years), i.e. how the data presented here has been 
selected among the enormous amounts of data available, and what it is trying to illustrate, a 
brief presentation is done with regard to my a priori assumptions in terms of defining and 
describing driving forces and rationale for strategic change. 
 
Describing corporate strategy as changing the boundary of the corporation and the 
division of work at the industry level: The empirical data describes how the “division of 
work” and the “boundary of the corporation” has developed within industries over time, i.e. 
1994-2002. The collected (and presented) data here was based on my assumption that several 
industries were dividing into operators, systems suppliers, and what is termed first, second, 
and third tier suppliers. For this reason three steps have been included in the value chain. A 
second assumption on my part, included a trend towards specialization (e.g., companies 
striving to focus on their core competence by outsourcing) and vertical/horizontal integration 
of a number of value-adding activities (e.g., through M&As and increased collaboration 
between companies in order to be able to offer complete system solutions). A third 
assumption was that specialization and integration required adaptations both at industry and at 
corporate level. A fourth assumption was that strategic change at industry level required one 
or more companies to coordinate consciously or unconsciously the process of change among 
the companies in the industry. From a product perspective, this insight has existed for 
example in companies delegating some coordination to collective standardizing organizations 
or bodies. This in turn has enabled modularized, open, and standardized product and systems 
architectures. There thus exists a clear “product logic” for many companies within an 
industry. I assumed, however, that similar efforts are not being invested in the creation of a 
new common “business logic,” which has had negative consequences for individual 
companies and industries. Outsourcing has not achieved the expected cost savings and the 
sale of system solutions has not generated the expected increase in revenues. In other words, 
added cost has exceeded added value. Similarly, it has been difficult for many companies to 
implement a new “business logic” in practice; one in which risk sharing and profit sharing 
most certainly would have been natural components. Most of the data here is focused on 
enabling further investigation with regard to the assumptions described above. The a priori 
assumptions in this respect are further described in the main document of this thesis. The data 
presented here originates primarily from annual reports and from interviews. 
 
Describing driving forces for strategic change: The empirical data here describes how 
major decision makers explain the rationale and the driving forces for corporate strategy and 
changes in the division of work within industries. The collected (and presented) data here was 
based on my assumption that a successful corporate strategy which also involves a new 
business logic at industry level requires an understanding of strategic content and the process 
of change at both firm and industry level. By analogy with “product logic,” I assumed that 
strategic change involving specialization and integration at industry level requires a good 
understanding of how the process of change should be driven and coordinated at this 
particular level. Keywords in the process of strategic change were, I believed, pace (i.e. at 
what rate the process of change takes place or should take place in order for all actors in the 
value chain to keep pace), sequencing (i.e. in what order the process of change takes place or 
should take place), and coordination (i.e. which company or companies coordinate(s) or 
should coordinate the process of change). A second assumption was that today’s or future 
leading companies are those (or will be those) that have created and will be able to create a 
position that allows them to drive and coordinate strategic change at industry level and 
thereby implement innovations in terms of product logic, process logic and, perhaps most 



 

 ix

importantly, business logic. These companies understand the inertia of their own industry as 
well as its existing structure and adapt the pace and sequencing of strategic change 
accordingly. 
 
The empirical data here describes (i) corporate strategy as changing the boundary of the 
corporation and the division of work at the industry level and (ii) the driving forces for such 
strategic change. The descriptions refer to the telecommunication and the construction 
industry. The data should allow for a further analysis on similarities and differences between 
the industries. The a priori assumptions in this respect resulting in e.g. the selection of these 
two industries are further described in the main document of this thesis under the section on 
“Research Methodology”. 
 
Looking back at how this thesis evolved, I note the pleasure I had in working with both 
researchers and practitioners. I would like to thank professor Staffan Brege, Ph.D. Jakob 
Rehme and Ph.D. Dan Andersson for their encouragement and support. I would also like to 
thank Kennet Rådne and Kenneth Karlberg (Telia), Bo Karlsson (Vodafone), Chris Bannister 
(Hi3G), Jan Wäreby (Sony-Ericsson), Kurt Hellström (Ericsson), Sven-Christer Nilsson 
(Start-up Factory), Magnus Tannfelt (Allgon), Claes Linée (Drott), Cleas Larsson and Mats 
Williamson (Skanska), Jan Byfors and Stefan Holmlund (NCC) and Peter Carlsson (Södra 
Building Systems) for sharing their long experiences and in-depth knowledge of managing 
organizations and shaping industries. Hopefully their combined experience and knowledge 
gathered in this volume can contribute to make industries and corporations work even more 
effectively for the benefit of all in society. 
 
 
 
Linköping, February 2006 
 
 
 
Andes de Paula 
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HE industry context under which Swedish corporation’s competed changed dramatically 
around 1994. Swedish industries in general and the telecommunication and construction 

industry in particular, changed due to international and national regulations as well as the 
strategic behavior of the corporations that were an integrated part of such industries. On an 
international level, probably the two most important changes in the telecommunication and 
the construction industry affecting the regulatory frame and competitive environment had to 
do with the EEA Agreement in January 1994 and the GATT Agreement in December 1993. 
On a national level, probably the four most important changes in the telecommunication and 
the construction industry affecting the regulatory frame and competitive environment had to 
do with the Swedish Competition Authority and the Competition Act, effective on January 1, 
1994, the Swedish Postal and Telecommunications Regulatory Authority and the 
Telecommunications Act, effective on July 10, 1993, the Public Procurement Act, effective 
on January 1, 1994 and the Act on Action against Improper Practice Regarding Public 
Procurement, effective on July 1, 1994. 
 
WTO and the GATT Agreement: Although the new GATT Agreement, based on the 
Uruguay Round, was finalized in December 1993 it was not until April 1994 it was signed by 
123 countries. The new GATT agreement became effective on January 1, 1995 after being 
approved by the parliaments of each individual member country. According to the GATT 
agreement, a new organization was established on January 1, 1995, the World Trade 
Organization – WTO in order to administer the agreement, monitor compliance, and assist in 
resolving disputes (www.wto.org, February 1, 2003). Both WTO and the GATT Agreement 
are important to mention in order to understand some of the developments in both the 
telecommunication and the construction industry in Europe and Sweden as they have had 
major effects on regulatory framework within EU, EEA, KKV and PTS (KKV, AR 
1993/1994). 
 
EU and the European EEA Agreement: The main objective of the European Economic 
Area (EEA) Agreement, effective on January 1, 1994, was to stimulate effective competition 
in the private and the public sector for the benefit of consumers. It does so primarily by 
allowing products, services, capital and people “to move freely” within the member countries 
(KKV AR 1993/1994). Under the EEA Agreement, organizations were able to compete on 
equal terms during public tendering and to incorporate subsidiaries freely within the EEA 
area. The EEA Agreement was designed in line with the European Union’s1 (EU’s) 
regulations on free competition. Consequently, both the Swedish Competition Act 
(“Konkurrenslagen”) and the EEA agreement were designed in line with EU’s regulations on 
free competition and trade. As a consequence of the EEA agreement, the Public Procurement 
Act became effective in Sweden on January 1, 1994. Among other things the EU commission 
is responsible for approving M&As between companies that jointly have a turn-over 
exceeding 5 billion Euros. 
 
PTS and the Swedish Telecommunications Act: On July 1, 1992, the Swedish 
Telecommunications Regulatory Authority (“Telestyrelsen” or “TSN”) was established as a 
merger between the frequency regulation authority within Televerket and Statens Telenämnd. 
One year after the establishment of TSN, on July 1, 1993, Televerket was incorporated and 
renamed Telia AB (Telia AR 1994). The Telecommunications Act 1993:597 (“Telelagen”) 
became effective on July 10, 1993. On January 1, 1994, the Swedish Postal Act 1993:1684 
(“Postlagen”) became effective. TSN was given its current name, Postal and 
Telecommunications Regulatory Authority (“Post- och Telestyrelsen” or “PTS”) on March 1, 

                                                           
1 European Union (EU) is used synonymous with European Community (EC) in this document. 
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1994 as TSN was made responsible to supervise and monitor the compliance of the Postal Act 
in addition to the Telecommunications Act. Posten AB and Telia AB became organizations 
responsible only for providing postal and telecommunication services, hence with no 
regulatory authority. PTS main objectives were to supervise and monitor the 
telecommunication (including IT, radio, and TV) and postal sector in order to secure that 
Swedish consumers had access to qualitative, effective and priceworthy communications in 
accordance with the Swedish government’s “telepolitical” targets. With regard to the 
telecommunication sector, PTS was to reach its objectives primarily by promoting and 
encouraging effective and integrated telecommunication systems, e.g. by mediating between 
operators and, if required, settle interconnection fees between operators2, actively 
participating in national and international standardization work and protecting Swedish 
interests in this respect, e.g. in ETSI and ITU, and by protecting the consumers interests by 
securing the availability of safe and qualitative products, e.g. by establishing technical 
specifications and granting type approvals for telecommunication terminals according to the 
Tele-terminal Equipment Act 1992:15273, as well as promoting and encouraging competition 
in the telecommunication sector and monitoring end-user prices, the latter in close 
cooperation with organizations such as KKV and Konsumentverket (KoV). In addition, PTS 
responsibilities included the Swedish number and frequency plan, the later in accordance with 
the Radio Communications Act 1993:599 (“Lagen om Radiokommunikation”) as well as 
specifying conditions for license grant, i.e. “license specifications”, evaluating applications, 
granting licenses4, and monitoring operator’s compliance to the conditions for such license 
grant. PTS was, and still is, in large part financed through a variety of fees for licenses and 
permits required within the postal and telecommunication sector. 
 
KKV and the Swedish Competition Act: The Swedish Competition Authority 
(“Konkurrensverket” or “KKV”) was established on July 1, 1992 (KKV AR 1992/1993). Its 
main objective was to promote effective competition in the private and the public sector for 
the benefit of consumers (KVV AR 2002). It does so primarily by monitoring and to some 
extent enforcing the compliance of private and public organizations to the Swedish 
Competition Act (“Konkurrenslagen”), suggesting measures to the Swedish government on 
how to increase competition in the private and public sector, diffusing know-how in the area 
of competition as well promoting research in the subject matters above (KKV AR 1992/1993 
and 2002). In line with EU’s regulations on free competition, the Swedish Competition Act 
became effective on July 1, 1993 and established two prohibitions against anti-competitive 
cooperation and the abuse of a dominant market position (KKV AR 1992/1993). In addition, 
the Competition Act contained rules on how KKV was to investigate M&As that created or 
strengthened a dominant position, thereby having a significant adverse effect on competition 
in the long-term. Organizations, however, both in the private and public sector enjoyed a six 
month transition period to adapt to the new Swedish Competition Act, e.g. by terminating 
cooperative agreements that were in breach with the Act. Thus, in reality the new Swedish 
Competition Act (excluding the provisions concerning merger control) began to apply on 
January 1, 1994 (KKV, AR 1993/1994). The Swedish Competition Authority, primarily 
through the Swedish Competition Act, affected and still affects corporations within the 
telecommunication and construction industry on a strategic level, e.g. it affected decisions 

                                                           
2 Until 1998, PTS had no authority to rule (i.e. its authority was limited to mediation) on disputes between 
operators, e.g. to rule with regard to interconnection disputes and settle agreements, e.g. fees, between operators. 
3 This responsibility became obsolete, and consequently PTS responsibility in this respect was gradually 
terminated, beginning in March 2000 when the EC commission released the Radio & Telecommunications 
Terminal Equipment (R&TTE) directive to complement the, at that time, already existing Telecommunications 
Terminal Equipment (TTE) directive. 
4 Until 1998, PTS had no authority to grant radio licenses. 
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with regard to cooperation, i.e. in principle a cooperation between two or several 
organizations executing a common undertaking exceeding SEK 200 million or resulting in a 
combined market share of 10% or above was subject to prohibition, mergers and acquisitions, 
i.e. the parties in a merger or acquisition needed to notify KKV for approval if the aggregate 
turnover was above SEK 4 billion, and other strategic decisions of companies with a 
dominant market position, i.e. any abuse on the part of an organization with a dominant 
position was prohibited (KKV AR 1992/1993)5. Any such strategic decision, e.g. to enter into 
a cooperative agreement, to merge or acquire other business organizations, need to be 
designed and implemented in compliance with the Swedish Competition Act. Its application 
within the telecommunication and construction industry and its impact on a strategic level to 
organizations within such industries is well illustrated by the rulings against Telia, Ericsson 
and Skanska during e.g. in 1993 and 1994. 
 
KKV and the Swedish Public Procurement Act (LOU) and the Act On Action Against 
Improper Practice Regarding Public Procurement (LIU): As a consequence of the EEA 
Agreement of January 1, 1994, the Public Procurement Act of (“Lagen om Offentlig 
Upphandling” or “LOU”) and the Act on Action against Improper Practice Regarding Public 
Procurement (“Lagen om Ingripande mot otillbörligt beteende avseende offentlig 
Upphandling” or “LIU”) became effective on January 1, 1994 and on July 1, 1994, 
respectively (KKV, AR 1993/1994). These two Acts were and still are of major importance 
primarily to the construction industry where approximately 40% of the total purchase amount 
in such industry can be related to public procurements (KKV, Konkurrensen i Sverige under 
90-talet). 
 
About the corporate cases: The cases in this document provide the empirical data from a 
time period raging from 1994 to 2001. Regulatory changes and market interventions as well 
as the strategic behavior of Swedish corporations, i.e. how Swedish corporations have 
planned and/or formulated and eventually executed their corporate strategy, within the 
telecommunication and construction industries are presented. 
 
Prior to presenting the details of each corporate case, the evolution in the end-user market is, 
however, presented on an international and national level, e.g. number of subscribers, etc. In 
addition, the industry evolution in terms of harmonization, e.g. technical standardization is 
presented followed by a presentation of the market interventions and the regulatory 
framework within each of the two industries, i.e. the telecommunication and construction 
industry. This presentation, as applicable, if framed according to: 
 
• Global and regional (Sweden) market development 
• Global and regional (incl. Europe and Sweden) harmonization 
• Government regulations between KKV/PTS and end-users/operators/suppliers 
• KKV/PTS regulation/intervention between operators and end-users 
• KKV/PTS regulation/intervention between operators 
• KKV/PTS regulation/intervention between suppliers and operators 
                                                           
5 The details of the Competition Act have been changed from time to time since the first version of the 
Competition Act was released including threshold values (market share, amounts, etc.), as well as which 
corporations under which circumstances that are subject to the Act. An example is that, on July 1, 1997, the 
Competition Act was revised so that acquisitions were generally allowed provided the turn-over of the acquired 
company did not exceed SEK 100 million. Other changes with regard to the Competition Act have been the 
interpretation of “dominant position” and whether the term “dominant position” is applicable only to one 
company, in a monopolistic market, or include a few companies, in an oligopolistic market. In recent years, 
however, the latter has been the general interpretation. 
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• KKV/PTS regulation/intervention between suppliers 
• KKV/PTS regulation/intervention between equipment suppliers and end-users 
 
The corporate cases, i.e. Allgon, Ericsson and Telia within the telecommunication industry 
and NCC, Skanska and Drott within the constructions and real-estate industry, focus on the 
following aspects of strategic planning and execution: 
 
• Mission and/or strategic focus, 
• Marketing, sales and distribution channels, 
• Product strategy and product portfolio, including product development 
• Network operations and service provisioning (telecom operators) OR 
• Real-estate operations and service provisioning (real-estate companies) OR 
• Supply and manufacturing (telecom suppliers and construction companies/suppliers) 
• Corporate and ownership structure, including organization, management and employees 
• Other important events 
 
The “network operations and service provisioning” and the “real-estate operations and service 
provisioning” activities within a telecommunication and real-estate operator (or service 
provider), e.g. Telia and Drott, are, in its essence, the equivalent to the “supply and 
manufacturing” activities within a telecommunication equipment supplier and construction 
company, e.g. Ericsson, Skanska and NCC. An operator’s “manufacturing” of its services is 
best described as how its network or real-estate, as the case may be, operations, i.e. O&M, 
activities are carried-out. Being each-others “equivalence”, does not mean that these activities 
are similar in any common sense, not within (e.g. operations activities of Telia and 
manufacturing activities of Ericsson OR operations activities of Drott and manufacturing 
activities of NCC or Skanska) nor between both industries (e.g. operations activities of Telia 
and Drott and manufacturing activities of Ericsson and Skanska or NCC). On the contrary, the 
very nature of these activities is very different, as the cases will illustrate. 
 
About the company “cases”: The company cases, i.e. Vodafone and Hi3G within the 
telecommunication industry and Södra Building Systems within the construction industry, are 
presented separately and focus on providing a short overview of these companies. There are 
three important reasons for presenting the company and corporate cases separately. One is 
that the amount of data and information available on a company level, particularly when it 
relates to smaller companies, is more restricted and the suggested amount and structure of the 
data for the corporations is not possible to obtain for these companies. An example is that all 
corporations in the corporate cases are listed companies. Only one, Vodafone/Europolitan, 
among the company cases is a listed company. In addition, both Hi3G and Södra Building 
Systems are companies that have been established recently. Consequently, the time 
perspective suggested for the corporations (1994-2001) is not applicable. A third reason is 
that one of the main areas of interest in this study is strategy on a corporate level. However, it 
is difficult to find, not to say impossible, large corporations in any Swedish industry covering 
three “steps” in the value chain, i.e. components suppliers, turnkey supplier, and operator. 
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HE regulatory framework described here is primarily based on market interventions of the 
Swedish legislative body, “Sveriges Riksdag”, through Swedish PTS. In general terms, 

through privatization and liberalization 1994 marked the beginning of the end of a century 
long successful cooperation between public authorities and private companies in the 
telecommunication industry [2:07/016]. 
 

“I must say that probably behind many successful Swedish corporations since the beginning of the 20´s 
century…the Swedish government has probably been involved, often as a competent buyer, and the one 
pushing…setting high level standards, tough requirements [2:07/016, S-C Nilsson]…” 

 
Global and regional (Sweden) market development: The cellular industry 
experienced a 65% increase in number of cellular subscribers world-wide, 

reaching approximately a total of 56 million subscribers (see Figure 2:1) [2:05/001]. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 2:1 Global subscriber-base by type of service 1994-2002 (source: ITU) 
 
Globally, an estimated 23 million mobile phones were sold, an increase of approximately 
63% from previous year (see Figure 2:2). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 2:2 Global sales of cellular phones 1994-2002 (source: Ericsson) 
 
Between 1994 and 2002 the telecom industry experienced, with some few exceptions (e.g. 
sales of cellular phones in 2001), a magnificent growth. It is worth noting, however, that the 
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equipment segment, i.e. primarily the segment of system suppliers including corporations 
such as Ericsson, did not show the same dramatic global growth as in the service segment, i.e. 
primarily the operator’s segment (see Figure 2:3). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 2:3 Global turn-over (BUSD) by services and equipment 1994-2002 (source: ITU) 
 
Not surprisingly, growth referred primarily to the cellular market both for system suppliers 
and operators (see Figure 2:4 and Figure 2:1). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 2:4 Global turn-over (BUSD) by type of equipment 1994-2002 (source: ITU) 
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In Sweden, the cellular market reached approximately 1.4 million subscribers (see Figure 2:5) 
[2:05/001]. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 2:5 Subscribers by cellular operator and service provider (x 1,000) 1994-2002 (source: PTS) 
 
The most important factors that contributed to the strong growth in cellular communications 
were falling prices for air time as well as mobile phones (Telia AR). Lower prices in turn 
were a result of increased competition, due to liberalization and privatization, as well as a 
successful standardization process of technology, not the least in Europe [2:08/025, 2:06/008, 
2:06/009]. 
 

“The two most important driving forces in the European, and to some extent, the world’s telecom industry 
during the last decade have been the standardization of GSM and the deregulation of this industry…I 
think one of the reasons that Europe have had a more rapidly development in mobile telephony compared 
with the U.S. is that we have been able to agree on a standard…in the U.S. you have had the development 
of a de facto standard…AMPS and D-AMPS… Spontaneously, I think that European operators have had 
more confidence in the technological development through GSM and consequently been able to invest 
[2:08/025, M. Tannfelt]…” 
 
“…this is the whole secret behind why you are able to make so cheap telephone calls today…it’s because 
it’s standardized… The fact that you are able to get such a technological advanced device so cheap in 
truly amazing [2:06/008, 2:06/009, K. Hellström]…” 

 
Most country markets in Europe, e.g. Denmark, France, Italy, Norway, Switzerland, Spain, 
Germany and Austria, were preparing for a liberalized and eventually privatized 
telecommunication market. This was to be implemented no later than 1998 according to EU. 
In Sweden, however, there had never been a legislative framework for the creation of a 
monopoly market. The monopoly had evolved over time as a de facto monopoly (Telia AR). 
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As competition in Sweden increased, primarily in the long distance traffic segment, prices 
began to fall (see Figure 2:6 and Figure 2:7). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 2:6 Number of operators and service providers in Sweden 1994-2002 (source: STELACON, PWC, PTS) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 2:7 Price per minute (SEK in long distance call) 1994-2002 (source: PTS) 
 
A strong driving force in the fixed telecommunication market was “distance working”, i.e. 
working away from the office (e.g. from home) one or several days a week. At the time over 
500,000 people in Sweden worked from home. Approximately 30 companies in the 
Stockholm region offered telecommunication services, primarily focusing on long distance 
traffic (national and international), e.g. Tele2. Telia was therefore forced to lower its tariffs on 
long distance traffic, however, compensating such revenue loss by increasing the tariffs for 
local calls6 (Telia AR). The telecommunication market in Sweden, both the private end-user 
segment, and the corporate segment, had attracted many competitors from around the world. 
The reasons many operators and service providers were established in the Swedish market 
were the high standard of living (e.g. education and acquisition power), a well developed 
infrastructure, and high degree of “technology usage” (e.g. counted in penetration of PCs, 

                                                           
6 The Swedish market for fixed telephony was divided into three categories, i.e. local, regional, and long distance 
calls. Consequently, the tariffs offered reflected such categories. Tariffs on mobile calls were much more 
differentiated and based on a number of factors. Several reasons contributed to this. First and foremost, the very 
nature of mobile telephony does not allow for prices based on distance, since the calling party does not know 
where the receiving party is located. 
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fixed and mobile subscriptions, etc.). In addition, in Sweden the corporate segment was 
highly attractive because Swedish industry had many multinational corporations (e.g. within 
the pharmaceutical, automotive and aviation industry) needing to communicate between 
subsidiaries around the world. This explained in part why Sweden and the Nordic markets 
attracted operators primarily in the area of data services and international traffic, e.g. France 
Telecom Network Services (F.T.N.S), BT, Cable&Wireless (through Tele2), Singapore 
Telecom (through Stjärn-TV), Airtouch, Vodafone (through Europolitan), Telecom Finland, 
etc. (Telia AR) [2:01/026]. 
 
Multinational corporate customers were expected to increase their demand for 
communications in which all networks functioned as one in a technical as well as commercial 
sense, and “one-stop-shopping”, i.e. all telecommunication services required by a corporate 
customer needed to be found in the portfolio of its service provider including the possibility to 
outsource the O&M of its business telecommunication network. For such purposes, and in 
order to create economies of scale, e.g. in R&D and support systems, operators had created 
several alliances, i.e. Concert; a JV between British BT and American MCI, Atlas; a JV 
between German Deutsche Bundespost Telekom (DBP) and France Telecom, and Phoenix; a 
JV between Atlas and Sprint. In Sweden, Telia’s response was the creation of Unisource N.V. 
in 1993, a JV company between Telia/MegaCom (33% interest) and PTT Telecom 
Netherlands (33% interest), and during 1994 also joined by Swiss PTT Telekom (33% 
interest) and WorldPartners, a JV company between American AT&T (25%), Japanese KDD 
(25%), Singapore Telecom (25%) and Unisource (25%). The aforementioned JVs were all 
created in order to offer world-wide, one-stop-shopping for voice and data services primarily 
directed towards international corporate customers (Telia AR) [2:02/021]. 
 
A market trend in the Swedish as well as the international market for narrow band fixed 
telephony was an increased demand among operators for infrastructure construction services 
through outsourcing. Among others, Telia announced that, in order to bring forward the 
digitalization of the Swedish telecommunication network, construction services were to be 
outsourced (Ericsson AR). 
 
Increased competition in the equipment market resulted in shorter PLC and falling prices, 
primarily in the consumer market segment. The PLC for mobile terminals was estimated to 
one/two years. Shorter PLC resulted in increased costs, e.g. increased R&D expenditure and 
increased costs for obsolete warehoused products (Allgon AR). 
 
Global and regional (incl. Europe and Sweden) harmonization: A great variety of 
different analog and digital standards for mobile communications had been developed and 
deployed and still new ones were under development around the world. Different cellular 
standards for the radio interface, i.e. the up- and down link between hand-held terminals and 
the radio base stations, dominated in different parts of the world, e.g. GSM 900, GSM/DCS 
1800, GSM 1900 were the predominant digital standards in Europe and Sweden, D-AMPS 
800 and PCS 1900 were the predominant digital standards in the Americas and Australia, 
PDC 800 and PDC 1500 were the predominant digital standards in Japan, NMT 450 and 
NMT 900 were the predominant analog standards in the Nordic countries and Sweden, eastern 
Europe and Russia, TACS 900 was the predominant analog standard in the UK and AMPS 
800 the predominant analog standard in the Americas and Australia. 
 
Government regulations between KKV/PTS and operators: Three cellular operators held 
a nationwide cellular license and operated their own cellular system in Sweden, i.e. Telia, 
Comviq and Europolitan. KKV suggested to the Swedish government that PTS should have 
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the authority to settle technical and economical disputes between operators with regard to 
interconnection agreements (KKV, AR 1993/1994). 
 
PTS regulation/intervention between operators and end-users: Historically, the Swedish 
telecommunication industry had developed into a “de facto” monopoly held by Televerket. 
No Swedish regulation had ever stipulated the establishment of such industry structure. In 
order to hinder Telia to exploit its dominant market position and in order for the Swedish 
government to ensure that Telia would comply with the Swedish “telepolitical” targets, a 
special agreement with PTS had been imposed on Telia, in addition to having to observe the 
Telecommunications Act. This special agreement stipulated, e.g. a maximum price for fixed 
direct telephony lines to corporations and private end-users, calculated according to net price 
index (NPI) minus 1%. In addition, Telia was required to offer private end-users in the low-
end segment a discounted fee and to maintain a certain telephony service level in rural areas 
[2:02/029]. Telia could not compensate such extraordinary demands through, e.g. increasing 
its interconnection fees with other operators leasing lines from Telia, or in any such other 
manner that fair competition could be jeopardized (PTS, AR 1993/1994). 
 
KKV/PTS regulation/intervention between operators: If requested by a company served 
by Telia, the special agreement with PTS further stipulated that Telia was obligated to transfer 
the business network in operations to such company. Similarly, Telia had to, on request and 
subject to certain criteria, transfer the maintenance of telephone switches to other companies 
offering maintenance services (PTS, AR 1993/1994). In a report from KKV to the Swedish 
government, “Marknader och avreglering”, KKV requested Telia to make available its NMT 
customer database and backbone network to its competitors. In addition, KKV requested Telia 
to unbundle its NMT and GSM operations so that Telia could not subsidize the deployment of 
its GMS network through its dominant position in NMT cellular operations thereby distorting 
free competition (KKV, AR 1992/1993). 
 
KKV regulation/intervention between suppliers and operators: A long-term and exclusive 
R&D agreement between Telia and Ericsson was brought to an end by KKV under the new 
Competition Act (KKV, AR 1993/1994) [2:02/028]. 
 

Global and regional (Sweden) market development: The cellular industry 
experienced a 63% increase in number of cellular subscribers world-wide, 

reaching approximately a total of 91 million subscribers (see Figure 2:1) [2:05/001]. Globally, 
an estimated 41 million mobile phones were sold, an increase of approximately 78% from 
previous year (see Figure 2:2). In Sweden, the cellular market reached approximately 2.0 
million subscribers (see Figure 2:5) [2:05/001]. Internet also continued to grow. End-of-year 
Sweden had approximately 150,000 Internet users and around 30 companies offered Internet 
access in Sweden. 
 
The global trend among operators to create JV companies in fixed telecommunication and 
Internet access was reflected in the Swedish market as well. The global JV companies were 
consolidated during the year creating three mega alliances 
Unisource/Uniworld/WorldPartners, GlobalOne and Concert (Telia AR). 
 
• Mega Alliance 1 (Unisource, Uniworld and WorldPartners): In 1995 a JV company, 

Uniworld, was created by Unisource (60%) and AT&T (40%). Uniworld targeted 
primarily multinational corporate customers in Europe and the U.S. Unisource Business 
Networks, Unisource Satellite Service and Unisource Voice Services were transferred in 
1995 to Uniworld. Unisource Mobile, Unisource Card Services and Unisource Carrier 

1995 
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Services remained within Unisource. Unisource acquired a 20% interest in WorldPartners. 
As a consequence, Telia, PTT Telecom Netherlands, Swiss PTT Telekom, AT&T, KDD, 
Singapore Telecom (and Telefónica in 1996) cooperated in three JV companies, 
Unisource, Uniworld, and WorldPartners (Telia AR). 

 
• Mega Alliance 2 (GlobalOne a JV between Atlas and Phoenix): In 1995 a JV company, 

GlobalOne, was created by the members in the JV Atlas and Phoenix. As a consequence, 
Deutsche Bundespost Telekom (DBP), France Telecom and Sprint became full members 
of one common JV company (Telia AR). 

 
• Mega Alliance 3 (Concert): The JV company between British BT and American MCI 

remained unchanged (Telia AR). 
 
JV companies were also established for the growing Internet market, e.g. America On Line, 
Deutsche Telekom and the German media corporation Bertelsmann established a JV company 
in order to offer on line services across Europe. In addition, Europe-On-Line, a JV company 
between Burda, Pearson and AT&T, was established in order to offer on line services in 
English, German and French including tourism, news and financial information as well as e-
commerce, e.g. ticket purchasing (Telia AR). 
 
The development within the Nordic region followed the global trend with regard to the 
creation of JV companies. In Sweden, Danish Tele Denmark, Norwegian Telenor and British 
BT formed a JV company, Telenordia. In addition, Tele Denmark and Telenor created a JV 
company, Internodia, through which Swedish corporate customers were targeted (Telia AR) 
[2:02/013]. In order to produce cost effective telecommunication services and offer 
competitive prices, operators targeting new markets, such as Sweden, often signed 
cooperative agreements with local companies with excess capacity in their existing transport 
and access networks. These local companies usually owned their own transport and access 
network but considered themselves to belong to another industry, e.g. municipalities, energy 
companies, railroad companies and cable-TV companies. As a consequence, prices for 
international and long distance traffic continued to decrease. Telia, virtually the only company 
in Sweden with a proprietary access network, and with almost 100% market share in the 
segment for local calls, compensated its losses in the international and long distance traffic by 
increasing the prices of local calls (Telia AR). 
 
Most of the suppliers, including Ericsson, (except for Nortel) started to develop a strong 
services portfolio (Ericsson AR). 
 
Global and regional (incl. Europe and Sweden) harmonization: On January 1, 1995, 
Sweden became member of the European Union (EU). However, according to KKV, this did 
not have a material effect on the Swedish regulatory framework (KKV, AR 1994/1995). New 
cellular systems standards continued to be introduced to the market, e.g. CDMA/IS-95 
(primarily in the US) and PHS 1900 (Japan). 
 
Government regulations between PTS and operators: PTS granted 2 licenses for fixed 
telecommunication operation, i.e. to Telenordia and Telecom Finland, 5 licenses for fixed 
telecommunication service provisioning, i.e. to Singapore Telecom, Telenordia, Nordisk Tele 
8, Tele 1 Europe and Telecom Finland, and 3 cellular licenses, i.e. to Comviq Systems, Telia 
AB and Tele Danmark (PTS, AR 1994/1995). 
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PTS regulation/intervention between operators and end-users: On July 28, KKV charged 
Telia with a penalty for not following certain regulations with regard to the delivery of 
premium charged telecom services (”betaltelefonitjänster”) (KKV, AR 1998). Telia appealed 
such decision to STR. 
 

Global and regional (Sweden) market development: The cellular industry 
experienced a 59% increase in number of cellular subscribers world-wide, 

reaching approximately a total of 145 million subscribers (see Figure 2:1) [2:05/001]. 
Globally, an estimated 65 million mobile phones were sold, an increase of approximately 
59% from previous year (see Figure 2:2). In Sweden, the cellular market reached 
approximately 2.5 million subscribers (see Figure 2:5) [2:05/001]. The Internet segment was 
characterized by a strong growth in Internet usage, and as a consequence, demand for broad 
band access services increased. The European market for alternative networks, other than 
fixed telephone networks, was liberalized. 
 
Government regulations between PTS and operators: PTS granted one license for fixed 
telecommunication operation, i.e. to Stokab, 4 licenses for fixed telecommunication service 
provisioning, i.e. to FT Nordphone, Telit-Galesi Telecom, First Telecom Europe and Netnet 
International, and 4 nationwide cellular licenses were granted in the 1800 MHz (DCS 1800), 
i.e. to Netcom System, Telia, Europolitan PCN, and Tele 8 Kontakt. On July 1, 1996, the 
Telecommunications Act was changed so that it became mandatory for telecom operators to 
technically enable the secret taping of telephone conversations. The same day, “112” became 
the emergency number in Sweden in accordance with EU’s directive from 1991 (PTS, AR 
1995/1996). 
 
PTS regulation/intervention between operators and end-users: On October 18, 1996, STR 
declared KKV’s decision with regard to Telia’s delivery of premium charged telecom services 
(”betaltelefonitjänster”) null and void (KKV, AR 1998). On June 26, 1996, KKV ruled that 
Telia Mobile could not offer aggregated discounts on their services. Telia appealed such 
decision to STR (KKV, AR 1998 & 1999). PTS ruled against Telia with regard to a special, 
higher tariff to be applied on telephone calls terminated in other than Telia’s network. A 
feasibility study was conducted on behalf of PTT is respect to “number portability”. One 
nationwide mobile license was granted in the 1800 MHz band in Sweden (PTS, AR 
1995/1996). 
 
KKV regulation/intervention between operators: During 1996, Telia was charged of 
abusing its dominant position and prohibited to charge their customers an extra fee in order to 
deliver telephone calls to the networks of other operator. As a consequence, Telia was 
charged a SEK 60 million penalty by KKV (KKV, AR 1996). 
 

Global and regional (Sweden) market development: The cellular industry 
experienced a 48% increase in number of cellular subscribers world-wide, 

reaching approximately a total of 215 million subscribers (see Figure 2:1) [2:05/001]. 
Globally, an estimated 100 million mobile phones were sold, an increase of approximately 
54% from previous year (see Figure 2:2). In Sweden, the cellular market reached 
approximately 3.2 million subscribers (see Figure 2:5) [2:05/001]. 
 
Competition in the Swedish fixed telecommunication segment continued to increase. In the 
wholesale business, 8 companies offered leased lines. Fixed telephony services were offered 
by 13 companies and 4 companies offered mobile telephony. In addition, around 30 
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companies offered telephony services in niche areas. As a consequence prices continued to 
fall (Telia AR). 
 
Global and regional (incl. Europe and Sweden) harmonization: In February 1997, 69 
countries agreed, within the framework of WTO, to liberalize the fixed telecommunication 
industry within a frame similar to the EU countries (PTS, AR 1997). 
 
Government regulations between PTS and operators: One of the awarded DCS 1800 
licenses was transferred to Telenordia. A revised Telecommunications Act became effective 
on July 1, 1997 (prop. 1996/97:61). Among other things, the licensing rules were 
complemented by making it mandatory for “small scale” fixed, cellular or any other operator 
requiring numbering allocation from PTS, to notify PTS about their ongoing operations or 
intention to commence operations in “smaller scale”. “Small scale” was measured in terms of 
coverage, number of subscribers and other similar measures. At the end of the year, PTS had 
received around 30 notifications from such “small scale” operators. In addition, the revised 
Telecommunications Act meant that the special agreement between Telia and the Swedish 
government was terminated and that the telecommunication industry was to be regulated only 
through licensing and legislation [2:02/029]. 
 

“…a basic requirement to create future success in this industry is that we [industry players and the 
government], as a minimum, must be able to talk to each-other…and understand each-other… In Sweden, 
as the telecom industry was liberalized the market has been regulated more and more… how the market in 
regulated will have a tremendous impact on the industry development and future success of this 
industry…I am critical in this respect…sometimes regulations have been developed and implemented in 
order to make future markets work smoothly, unfortunately these regulations have been developed based 
on experiences from and “old” market where a completely different business logic existed…the 
government authorities have a problem in regulating a market that is evolving so quickly [2:02/029, K. 
Karlberg]…” 

 
The Swedish ownership of Telia was to be managed by “Närings- och 
Handelsdepartementet”. In November 1997, the Swedish Government announced in which 
areas digital-TV broadcasting was to be permitted. In its essence, these areas included 
Stockholm, Uppsala, northern Östergötland, southern and northeastern Skåne, Gothenburg, 
Sundsvall and Östersund. During the year, PTS granted test licenses for digital-TV 
broadcasting in some of the above mentioned areas (PTS, AR 1997). 
 
PTS regulation/intervention between operators and end-users: PTS submitted a 
suggestion the Swedish Government to alter the Telecommunications Act making it 
mandatory for operators to offer “number portability” to their subscribers (PTS, AR 1997) 
[2:02/029]. 
 
PTS regulation/intervention between operators: Effective on July 1, 1997, PTS re-
allocated NMT 900 frequencies to GSM network operations. On June 30, PTS decided to re-
allocate additional frequency spectrum from NMT 900 to GSM network operations (PTS, AR 
1997). 
 

Global and regional (Sweden) market development: The cellular industry 
experienced a 48% increase in number of cellular subscribers world-wide, 

reaching approximately a total of 318 million subscribers (see Figure 2:1) [2:05/001]. 
Globally, an estimated 160 million mobile phones were sold, an increase of approximately 
60% from previous year (see Figure 2:2). In Sweden, the cellular market reached 
approximately 4.1 million subscribers (see Figure 2:5) [2:05/001]. 
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One strong driving force behind the industry’s rapid development and for the suppliers to 
lower their prices was that global operators increasingly engaged in price competition and 
consequently required their suppliers to assist in lowering investment expenditure and 
operational costs (Ericsson AR). 
 
Telecom operators and suppliers invested heavily in growth and technology in order to gain 
economies of scale and, over time, transfer voice and other traffic to the Internet. Operators 
and suppliers expected to gain substantial cost savings by transmitting data, voice and video, 
through the same network. Transferring traffic to IP-based solutions would therefore be a 
consequence of the operators’ strives to become more cost efficient. It was expected that the 
development would be similar to the subscriber migration from analog to digital telephony. 
Not surprisingly, industry players in the computer and datacom industry, such as Microsoft 
and Cisco, were increasingly penetrating the traditional domains of the telecom industry. 
However, some telecommunication suppliers believed that the Internet and IP technology had 
been developed in the world of data and needed to be improved before it would be able to 
compete effectively in the telecom industry. The data industry still had significant problems in 
terms of network reliability and delays in data transfer. In this market development laid future 
business opportunity for telecom suppliers (Ericsson AR). 
 
The market for mobile phones and terminals was also changing drastically as sales of new 
cellular phones to existing subscribers were expected to increase in the future and that this 
market, around the millenium shift, would be larger than the market for sales of telephones to 
new subscribers. As a consequence, the industry rather than measuring market growth in 
number of subscribers, it began to measure number of mobile phones sold (Ericsson AR). In 
markets where the cellular penetration had reached substantial levels, lifestyle-phones were 
expected to contribute to a continued growth in sales of mobile phones. Lifestyle-phones were 
defined as cellular phones used by individuals depending on their lifestyle, e.g. depending on 
events that the individual attend to, their location, etc (e.g. beach, party, work, etc.). Lifestyle 
phones were expected to contribute to penetration levels in some markets to reach and exceed 
levels of above 100%. Bluetooth technology and a variety of different applications were 
expected to grow in the future provided no industry actor would claim a blocking patent. 
Convergence in voice, data and pictures was also expected to expand in the future (Allgon 
AR). 
 
Companies not traditionally within the telecommunication industry augmented its strategy 
and increased competition. The augmented strategy meant that companies in the business of 
system integration, data communications and management & consulting companies, e.g. 
Enator, WM-Data, IBM, Internodia, and Andersen Consulting were to a larger extent 
considered to be part of the telecommunication industry (Telia AR) [2:02/013]. 
 

“If you look at the GSM World Conference some 15 to 20 years ago you had around 75 operators…not 
even that…and a few suppliers…Ericsson, Nokia…around 150 people participated…this was the 
industry…that was it…the industry was vertically integrated…we cooperated, discussed…everybody 
could meet and talk to each-other…today on the GSM World Conference you have between 25 to 30,000 
participants…there are relatively few operator in this crowd…they are even hard to find…there are many 
other types of companies…new players…it’s not that easy anymore to discuss and agree on what to 
do…the complexity is much higher…there are many more services…services are more complex…and 
everybody wants in [2:02/013, K. Karlberg]…” 

 
Global and regional (incl. Europe and Sweden) harmonization: In January 1998, an 
international agreement was reached within ETSI with regard to the standard for the third 
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generation mobile system 3G. The standard air interface agreed upon was referred to 
WCDMA, a technology advocated by e.g. Ericsson. In Japan WCDMA was also adopted 
[2:06/015]. 
 

“Although some people have accused Ericsson for having developed its own proprietary standards one 
need to remember that we have always had a lot of people working in different standardization 
committees together with other suppliers and operators…these are standards open for everyone who 
participates… You never issue a standard before the IPR [Intellectual Property Right] issue has been 
resolved and how the licensing fees are to be applied in a non-discriminating manner and how much 
royalties are to be paid and so on. That’s how we work and any such accusations are a clear 
misinterpretation of Ericsson’s strategy in this respect… Nonetheless, we may have lacked 
communications skills with the market in this respect [2:06/015, K. Hellström]…” 

 
In December, five standardization organizations in Asia, Europe and the U.S. agreed to adopt 
the same radio standard, which would support further development of GSM networks. 
However, the frequency band for this standard was not available in the Americas, i.e. in the 
U.S. and Latin America. Consequently, international roaming was expected to continue an 
unresolved issue. In addition, 1998 was the year when most of the EU countries deregulated 
their fixed telecommunication. A new 2 GHz frequency band was allocated by the 
International Telecommunications Union (ITU) for the third generation mobile networks in 
large parts of the world. At the end of the year the Third Generation Partnership Project 
(3GPP), a global JV of regional standardization organization was established. Effective during 
January 1998, PTS re-allocated NMT 900 frequencies to the GSM network operations. On 
July, PTS decided to re-allocate additional frequency spectrum from NMT 900 to GSM 
network operations (PTS, AR 1998). 
 
Government regulations between PTS and operators: At the time, PTS’ authority had 
been limited to dispute mediation between operators. In 1998, the Telecommunications Act 
was revised allowing PTS to rule on disputes between operators, e.g. to rule with regard to 
interconnection disputes and settle agreements, e.g. fees between operators, number 
portability and “förval”. Number portability meant that a fixed subscriber was able to keep 
his/her telephone number as he/she switched operator or service provider. “Förval” meant that 
a subscriber was able to actively choose a service provider for long distance calls (national 
and international) without having to dial a prefix. The Radio Communications Act was 
revised so that PTS, on completion of a bidding process, would grant licenses (PTS, AR 
1998) [2:02/029]. 
 
KKV/PTS regulation/intervention between operators and end-users: In February 1998 
MD confirmed STR’s ruling with regard to Telia’s delivery of premium charged telecom 
services (”betaltelefonitjänster”) (KKV, AR 1998). On June the same year, STR confirmed 
KKV’s decision with regard to Telia’s aggregated service discounts. Telia appealed such 
decision to MD (KKV, AR 1998 & 1999). In order to increase Swedish competition and to 
comply with EU’s directives, PTS decided to introduce, during 1999, the concept of “number 
portability” and “förval” for fixed network operators as well as digital cellular operators (PTS, 
AR 1998). 
 
KKV regulation/intervention between operators: Telia, through Telia Handel, had on 
several occasions between 1996 and 1997 required two companies that sold 
telecommunication equipment and subscriptions from, among others, Europolitan, to 
terminate their agreement with Europolitan or Telia would terminate its agreement with the 
two aforementioned companies with regard to installation services of telecom switches. KKV 
considered such request to obstruct free competition in the cellular market as well as the 
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market for installation services and charged Telia with a SEK 0.95 million penalty. Telia 
appealed the decision to STR (KKV, AR 1998, 2000 & 2001). 
 

Global and regional (Sweden) market development: The cellular industry 
experienced a 54% increase in number of cellular subscribers world-wide, 

reaching approximately a total of 490 million subscribers (see Figure 2:1) [2:05/001]. 
Globally, an estimated 278 million mobile phones were sold, an increase of approximately 
74% from previous year (see Figure 2:2). In Sweden, the cellular market reached 
approximately 5.1 million subscribers (see Figure 2:5) [2:05/001]. 
 
Large international players such as MCI, WorldCom, Teleglobe, Qwest and Level3, as well as 
new entrants, e.g. GTS, Colt and Equant in the European market, contributed to an increased 
competition as well as continued price pressure and, as a consequence, increased sales 
volumes, primarily in mobile communications, Internet services, broad band, data 
communications and leased lines in the transport networks. In the Swedish market, despite the 
fact that competition increased through the introduction of “number portability”, fixed 
network services had a strong growth due to increased Internet usage and number of calls 
originated and terminated in the mobile network (Telia AR). 
 
One important market trend at the time was the creation of “mega operators” through JV and 
alliances and consequently the decreasing number of operators world-wide (Ericsson AR) 
[2:05/002, 2:05/003]. A similar consolidation took place among suppliers. 
 

“During this period [1994 and onwards] you have seen a pretty strong consolidation among the 
operators… In principle, in 1994 you only had national operators…a few were being privatized…like 
Vodafone…they had just begun at the time…well…actually most of the operators that are big today were 
small and had just begun at that time… If you look at the suppliers, there were a number of national 
players [around 1994]…like Ericsson and Televerket…they existed in every country…but many of those 
have disappeared, they have been merged… Today, if you consider the ten largest operators they have a 
substantial portion of the global market [2:05/002]…and on the supplier side it’s the same thing…there 
you only need to consider some five major players [2:05/003, J. Wäreby]…” 

 
Other important market trends included the outsourcing of O&M activities of telecom 
business networks on behalf of corporations and the outsourcing of O&M activities and 
network planning activities on behalf of the operators, and an emerging new business logic, 
whereby operators would charge the end-user based on actual data transfer (rather than based 
on the time the end-user accesses the network, typically in circuit switched networks) in the 
short-term, and eventually, only charging for content and added value services, offering free 
access to the telecommunication networks, in the long-term (Ericsson AR). 
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An example of the latter was the increasing demand for wireless data communications; among 
some operators up to 10% of revenues were generated from SMS services (Allgon AR, see 
Figure 2:8). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 2:8 SMS messages in Sweden (x 1,000,000) 1998-2001 (source: PTS) 
 
A number of “mega operators” were created during the year though M&As. The mobile 
operators Vodafone and Airtouch merged during the year. In October 1999, the largest merger 
in the history of telecommunication thus far took place, when MCI WorldCom acquired 
Sprint for USD 129 billion (Ericsson AR) [2:02/013]. 
 
Another clear trend was the growing business among operators (as well as system suppliers) 
taking over telecom operations from major corporate customers in response to such customers 
outsourcing their data and telecommunication operations (Ericsson AR) [2:01/003]. 
 

“The way I see it, Ericsson is also trying to integrate forward… There is one area which I feel that they 
[Ericsson] are getting pretty close to what I would consider to be our business as an operator…when they 
operate a company’s communications systems…because this is my customer too…my customer is the 
end-user, private or corporate…and Ericsson’s customer should be the operators…like me and my 
competitors…however, Ericsson manufacture corporate communication systems and sells these systems 
directly to companies…in order to enhance their offering, sometimes they also agree to sell and deliver 
services…like so called “management services”…they agree to operate a company’s communications 
systems…in this case we target the same customer and offer the same service [2:01/003, K. Rådne]…” 

 
In addition, some major operators began to outsource portions of their operations to their 
suppliers and external partners in order to be able to focus on core operations. Activities 
typically subject to such outsourcing were O&M and network planning and expansion. This 
trend applied to incumbent as well as new operators. Examples of such operators were Cable 
& Wireless and Global Crossing (Ericsson AR). 
 
In the fixed networks, growth for traditional voice telephony began to level off. Instead the 
growth of data traffic in these networks began to accelerate, particularly in packed-switched 
networks, at the time, networks primarily based on IP technology. A new “business logic” 
began to emerge as some operators were attracting new subscribers by offering free access to 
communications network. Some suppliers estimated that the primary source of revenue in the 
future for network operators would be found at the content and applications level, e.g. e-
commerce, entertainment and other online services, as well as in Application Service 
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Provision (ASP), which enabled users to download software applications over the Internet 
rather than purchasing it over the counter (Ericsson AR). 
 
The media industry began to converge with the telecommunication and data industry as 
operators developed and closed agreements for “content”. Satellite communications, however, 
for personal communications was not developing as previously expected (Allgon AR). 
 
Global and regional (incl. Europe and Sweden) harmonization: In November, ITU 
established WCDMA as the standard for 3G cellular systems under the name IMT 2000 
Direct Spread. During 1998, ETSI and ARIB, the European and Japanese standards bodies, to 
adopt WCDMA as the standard for 3G. The decision within ITU, ETSI and ARIB led to the 
formation of the global standards organization 3GPP in order to focus on the details with 
regard to the standardization of 3G. 3GPP released the first version of the standard on 
December 1999 [2:06/015, 2:06/016, 2:06/017]. 
 

“I believe we are very similar to Nokia, Siemens, Alcatel and others [in Europe]…it has always been the 
Americans that drive these issues in a very selfish manner and think that everybody should follow their 
way of doing things… One of their biggest regrets in this business in that they are not the leading nation 
in telecommunication…and they are not…actually Europe is driving the telecom world of today… When 
we standardized GSM we established one interface between the switch and the radio base station 
controller, and another between then radio base station controller and the base station itself… The 
interface between the switch and the radio base station controller was pretty easy to agree upon because it 
involved telecom companies…European telecom companies…Alcatel, Ericsson, to some extent Nokia, 
and Siemens… We had the switches and this was a European standard…Motorola had nothing to bring 
into the discussion [Motorola do not manufacture switches]… On the radio-side [between the radio base 
station controller and the base station] Motorola was much stronger and had something to bring…there 
we faced problems… They cannot decide where the interface should be between the base station 
controller and the base station, this is something that we all need to agree…and we never managed to do 
this [2:06/016]… The European standardization work through CET/ETSI has been disadvantageously 
slow, but once we have agreed on a standard we know that we can trust on it. The American standard has 
been driven by one or a few companies setting a dominant, proprietary standard… Look at the computer 
industry and Microsoft… they have established a de-facto standard and everybody need to adapt 
accordingly… I don’t believe this is good for the end-user; we pay ridiculous money for some of the 
software that they have developed… In order to develop software you need a protection, but once it has 
been developed and you have had your pay-back…why should it cost much more than it costs to 
reproduce the software… I am well aware that I am provocative…but I don’t think this will work in the 
long run… In the U.S. you have this mentality of “the winner takes it all”… I don’t think this is good… I 
think several companies should be able to compete…and to achieve this we need standards… This is one 
of the differences between the telecom industry and the datacom industry… Although I see the datacom 
industry as part of the telecom industry…standardization…has made telecommunication services 
affordable to the ordinary man… Hadn’t we done this standardization work…how would it have been 
possible to put together this…“the world’s largest machine” [2:06/016, 2:06/017, K. Hellström]…” 

 
In addition, ITU also established EDGE as a standard for 3G. EDGE was claimed by e.g. 
Ericsson to provide natural migration from 2G to 3G. EDGE was an important 3G technology 
for existing operators in the U.S. and Latin America, operating D-AMPS cellular systems. 
While WCDMA required specially allocated frequencies in the 2 GHz band, which had been 
reserved in most parts of the world for UMTS and IMT-2000, through EDGE these U.S. and 
Latin American operators were enabled to introduce 3G in existing frequency bands. In 
Finland, the world’s first UMTS licenses were awarded by the Finnish PTT (PTS, AR 1999). 
 
PTS regulation/intervention between operators and end-users: On August 1999 KKV 
withdrew its complaint with regard to Telia’s aggregated service discounts (KKV, AR 1999). 
In September 1999, “förval” was introduced in the fixed network for international calls as 
operators were required to offer “förval” to all their subscribers. Around 40% of all fixed 
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subscribers made an active choice with regard to their telephone operator; 20% of all fixed 
subscribers transferred their fixed network subscription to another operator and an additional 
20% made an active choice to keep their existing operator. Effective on July of 1999, Swedish 
fixed operators were required to offer “number portability” to subscribers upgrading their 
subscription from narrow-band fixed telephony to ISDN access. However, at the time it 
seemed that few subscribers exercised their option in this respect. PTS submitted a several 
suggestions the Swedish Government in order to increase competition by altering the 
Telecommunications Act, e.g. to make it mandatory for fixed operators to offer “number 
portability” to all their subscribers, including those with copper access (PTS, AR 1999) 
[2:02/029]. 
 
KKV/PTS regulation/intervention between operators: Suggestions were submitted from 
PTS to the Swedish Government including to make it mandatory for Telia, and all other 
operators with a substantial market share, to allow other fixed operators to gain access to its 
access network, and to make it mandatory for all cellular operators to allow other cellular 
operators access to their network, provided excess capacity in their network. During the year a 
decision was made requiring the Swedish military defense to make available the frequency 
bands necessary for the UMTS deployment (PTS, AR 1999). The EU-commission in 
cooperation with KKV approved the merger between Telia and Norwegian Telenor (KKV, 
AR 1999) [2:02/013]. 
 

Global and regional (Sweden) market development: The cellular industry 
experienced a 51% increase in number of cellular subscribers world-wide, 

reaching approximately a total of 740 million subscribers (see Figure 2:1) [2:05/001]. 
Globally, an estimated 409 million mobile phones were sold, an increase of approximately 
47% from previous year (Ericsson AR, see Figure 2:2). In Sweden, the cellular market 
reached approximately 6.4 million subscribers (see Figure 2:5) [2:05/001]. 
 
In Europe, operators begun to cut subsidies of mobile phones, reducing the growth rate of 
new subscribers and slowing down replacements. The main objective for operators 
increasingly became to keep current customers and to avoid churn. 
 
Large operators’ decisions to migrate existing circuit-switched networks into multi-service 
networks pushed the wireline market. Wireline business continued to grow throughout the 
year. This was a result of the increasing data and internet traffic (Ericsson AR). 
 
Awaiting the licensing process for the third generation of mobile systems, operator’s 
investments in equipment, including radio base station equipment and traditional microwave 
equipment, decreased. In addition, the demand for personal satellite phones continued to 
decrease during the year (Allgon AR). 
 
Government regulations between PTS and operators: During the year PTS received nine 
applications, for a total of 4 UMTS licenses, from Broadwave Communications, Europolitan, 
Hi3G Access, Mobility4Sweden, Orange Sverige, Reach Out Mobile, Tele2, Telenordia 
Mobil, Telia and Tenora. Among the 9 applicants, 4 licenses were granted by PTS on 
December 16, 2000 to Europolitan, Tele2, Orange and Hi3G. PTS’s decision was based on 
financial capacity, technical feasibility, commercial feasibility and know-how and experience. 
End-of-year 2000, Telia’s special agreement with PTS with regard to end-user prices expired. 
According to the Telecommunications Act, however, Telia’s end-user prices for fixed 
telecommunication services were still required to be cost-based (PTS, AR 2000) [2:02/029]. 
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PTS regulation/intervention between operators and end-users: “Förval” was made 
mandatory during the year for fixed network operators. On January, it became mandatory for 
fixed operators to offer number portability to all of its subscribers. Effective on September, 
2001 number portability became mandatory also for cellular subscribers (PTS, AR 2000) 
[2:02/029]. 
 
KKV/PTS regulation/intervention between operators: On June, 2000, KKV’s decision 
against Telia Handel with regard to the obstruction of free competition in the cellular market 
as well as the market for installation services from December 11, 1998 was confirmed by 
STR. Telia appealed such ruling to MD (KKV, AR 1998, 2000 & 2001). Global Telesystems 
filed a complaint against Telia for charging a fee for so called free calls (020-calls) originated 
in Telia telephone booths. Telia changed its policy after KKV had initiated an investigation 
(KKV, AR 2000). KKV suggested in SOU 2000:68 to the Swedish government to subsidy the 
development of IT infrastructure and broadband services in municipalities were market 
demand was so low that it could not be serviced through a free market mechanism (KKV, AR 
2000). In order to increase competition even further between Swedish cellular operators, 
effective in May 2000, cellular operators were required to make available, on reasonable 
commercial terms, excess capacity to any other operator if so requested [2:01/025, 2:02/029]. 
 

“When we got regulations that forced us to make available our network to our competitors…of course 
this influenced our business…more with regard to how we conducted business, our business model 
[whole sales vs. retailer]…rather than in terms of profitability…what we lost in one end we got back in 
the other…so to speak [2:01/025, K. Rådne]…” 

 
In addition, effective on July, 2000, Swedish operators were required to enter into national 
roaming agreements in order to expand coverage [2:02/029]. A new (recommended) 
frequency plan became effective in September 2000. The Swedish government decided that 
digital-TV broadcasting (DVB-T) could be expanded to cover the entire Sweden. PTS decided 
to grant one additional GSM license (PTS, AR 2000). PTS suggested to the Swedish 
government that, effective in January 2001, it should discontinue its regulation of prices for 
fixed telephone subscriptions (KKV, AR 2000). KKV supported PTS’ suggestion provided, 
however, Telia would grant competing operators access to its access network (KKV, AR 
2000). 
 
PTS regulation/intervention between equipment suppliers and end-users: In order to 
adjust to EU’s R&TTE directive, a new regulation became effective in Sweden in April 2000, 
forcing suppliers, operators and other companies to take responsibility in fulfilling the 
stipulated standards by EU on radio and terminal telecommunication equipment. As a 
consequence, PTS’ responsibility to establish technical specifications and granting type 
approvals for telecommunication terminals according to the Tele-terminal Equipment Act 
1992:1527 became obsolete and was replaced by a simplified version under 2000:121 (PTS, 
AR 2000) [2:02/029]. 
 

Global and regional (Sweden) market development: The cellular industry 
experienced a 29% increase in number of cellular subscribers world-wide, 

reaching approximately a total of 955 million subscribers (see Figure 2:1) [2:05/001]. 
Globally, an estimated 390 million mobile phones were sold, a decrease of approximately 5% 
from previous year (see Figure 2:2). This meant that for the first time, the number of mobile 
phone units sold during a calendar year declined. From 2002, it was expected that the handset 
market to be led by replacement purchases (Ericsson AR). In Sweden, the cellular market 
reached approximately 7.2 million subscribers (see Figure 2:5) (PTS AR) [2:05/001]. From 
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1994-2001 the telecom market had almost doubled in size. By 2001, the telecom market in 
Sweden turned-over almost SEK 45 billion (see Figure 2:9). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 2:9 Turn-over by service (BSEK) in Swedish telecom industry 1994-2002 (source: PTS, Telia) 
 
International consolidation among operators continued, with the largest companies continuing 
to engage in M&As in order to grow capacity and developing economies of scale. Throughout 
the year, operators searched for effective ways to limit investments in new equipment 
(Ericsson AR). 
 
It became obvious in the wireline segment that optical backbone networks had been built in a 
rate that had created excess capacity. Installations of xDSL increased at a particular rapid rate. 
The wireline area continued its evolution from circuit-based networks to packet-based 
multimedia networks, as did the convergence of telephony, data, video and media (Ericsson 
AR) [2:06/003]. 
 
The handset segment had entered into a transition phase and a new structure with vendors 
specializing in different layers of the value chain; platform development, application 
development, handset design, marketing and distribution, as opposed to the traditional 
structure, where suppliers were responsible for all activities, from development trough to 
distribution and sales of complete phones (Ericsson AR). 
 
Mobile data services continued to increase during the year. In January 2000, an estimated of 4 
billion short messages were sent and at end-of-year this figure had grown to more than 30 
billion messages per month (Ericsson AR). GPRS represented a fundamental change for 
operators with regard to their (data) business model as well as in the way services were to be 
managed and billed. End-users were expected to pay for the type and amount of data they had 
sent and received rather than the time they had been connected to the network. Many 
operators were struggling to get their business models for mobile data services right; the 
creation and launch of relevant services continued to be a major challenge (Ericsson AR). 
 
Global and regional (incl. Europe and Sweden) harmonization: On January, 2001 the EC-
directive 2887/2000 became effective under which operators with a dominant market position, 
e.g. Telia in Sweden, were required to allow other operators access to their access network on 
reasonable commercial terms and at a price based on cost. In December 2001, a new 
regulatory framework within EC was approved for electronic communications, such 
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framework replaced the former telecommunication regulatory framework (PTS, AR 2001) 
[2:02/029]. 
 
Both messaging and image applications were now supported by a new standard, Multimedia 
Messaging Services (MMS). MMS was expected to drive the early demand for GPRS and 3G 
[2:02/017]. 
 

“Remember that GSM was standardized by the industry…during the last couple of years “anarchy” has 
ruled… no operator today will invest in an MMS platform unless you know it will work with the MMS 
platform of the other operators…you want to make sure you are not isolated… Over time we’ll get back 
to a more structured standardization process…the smaller suppliers will eventually understand this and 
will have to adapt…the trunk or the back-bone of the industry will develop solid standards…but of course 
I believe that there will always exist smaller companies…branches…that will try to move their own way 
and create something new… I guess…large, reputable operators and suppliers will take the lead…create 
the trunk…I am almost certain that we will see Microsoft in there too…I don’t know how the new IT 
industry will look like…but I expect the large suppliers to be there…Cisco and others will be 
engaged…they will have to cooperate under some sort of frame…GSM Association or something 
similar…they [operators, telecom suppliers and IT suppliers] will be the directors…the condition for this 
to happen is that the industry opens up…move away from a closed, vertically integrated structure…some 
companies may think they can do everything by themselves…faster or better than if they cooperate in an 
open value chain…this is a dangerous development, for individual companies and ultimately for the entire 
industry [2:02/017, K. Karlberg]…” 

 
NTT DoCoMo in Japan started its 3G commercial services based on the WCDMA standard, 
and several European operators started pre-commercial coverage and voice tests. In North 
America, major TDMA operators, such as AT&T Wireless, Cingular and Rogers Cantel 
selected GSM/GPRS and EDGE as their path to 3G. Meanwhile, CDMA2000 operators 
planned to start tests of higher bit-rate standards for 3G, like CDMA2000 IX (Ericsson AR). 
 
Government regulations between PTS and operators: KKV’s decision against Telia 
Handel with regard to the obstruction of free competition in the cellular market as well as the 
market for installation services from December in 1998 was confirmed by MD on December, 
2001 (KKV, AR 1998, 2000 & 2001). In January 2001, Telia AB, Telenordia AB and Reach 
Out Mobile AB appealed against PTS’ license grant. However, in June the same year the 
appeals were turned down by the county administrative court (“Länsrätten”). None of the 
three operators appealed against the decision of the county administrative court. The Act on 
qualified electronic signatures (“Lagen om kvalificerad elektroniska signaturer”) 2000:832 
became effective on January, 2001 (PTS, AR 2001). During the year PTS, supported by 
KKV, suggested to the Swedish government to amend the general guidelines for 
telecommunication licensing. More specifically, PTS suggested amending the criteria for 
license award with regard to GSM operations so that companies already holding a license 
could not be subject to license application and, consequently, license evaluation and award. In 
addition, KKV suggested that a relatively low population coverage should be required in 
order to facilitate the market entry of new operators and, thus, increase competition (KKV, 
AR 2001) [2:02/029]. 
 
PTS regulation/intervention between operators and end-users: On September, 2001, it 
became mandatory for (digital) cellular operators to offer number portability in Sweden. 
Similar regulations were implemented in Norway and Denmark (PTS, AR 2001). KKV found 
Telia’s pricing policy offered to the municipality of Gothenburg to obstruct free competition 
in the market for fixed telephony. KKV considered Telia to be in breach of the legislation 
against abuse of dominant market position. In its essence, Telia offered free fixed telephone 
services within the different organizational units of Gothenburg’s municipality, provided, 
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however, that the municipality signed an exclusive three year agreement with Telia for other 
fixed telephone services at “standard prices”. As KKV announced its position in this case, 
Telia changed its policy. (KKV, AR 2001). 
 
PTS regulation/intervention between operators: Effective on January 1, 2001 and in 
accordance with EC directives, Swedish operators, i.e. Telia, were required to make available, 
on reasonable commercial terms, their access network to other operators (PTS, AR 2001) 
[2:01/025, 2:02/029]. 
 
PTS regulation/intervention between suppliers: On July, 2001 “manufacturer’s 
responsibility” became a legal requirement for manufacturers of telecommunication 
equipment and operators if such equipment was imported to Sweden by the operator (PTS, 
AR 2001) [2:02/029]. 
 

Global and regional (Sweden) market development: The cellular industry 
experienced a 21% increase in number of cellular subscribers world-wide, 

reaching approximately a total of 1,155 million subscribers (see Figure 2:1) [2:05/001]. 
Globally, an estimated 23 million mobile phones were sold, an increase of approximately 
63% from previous year (Ericsson AR, see Figure 2:2). Competition within different 
segments of the telecom industry (i.e. competition between cellular and fixed telephony and 
the migration from fixed to cellular) as well as competition between the telecom industry and 
other industries (e.g. fashion and clothing, entertainment, etc.) contributed to such growth. 
Swedish telecom industry had since 1994 contributed to a larger portion of Swedish GNP 
indicating that the industry had been in fact capturing market share from other industries (see 
Figure 2:10). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 2:10 Total turn-over (BSEK) in Swedish telecom industry 1994-2002 (source: PTS, Telia) 
 
From a telecommunication’s perspective some viewed inter-industry competition as the sole 
responsibility of the operators. However, others viewed inter-industry competition as 
competition between entire value chains or value constellations, including equipment 
suppliers and operators [2:05/001, 2:06/001, 2:06/008, 2:06/009]. 
 

“One of the big shifts within the telecom industry from 1994 and onwards has been the migration from 
fixed to mobile telephony…I don’t have the exact figure but in 1994 there were twice as many fixed 
subscribers than mobile, nowadays it’s the opposite… Another important development has been that this 
industry has been able to capture money from other industries… Young people today take the money that 
they used to spend on clothing and spend it on mobile telephony and different types of service 

2002 

0,0

5,0

10,0

15,0

20,0

25,0

30,0

35,0

40,0

45,0

50,0

1994 1995 1996 1997 1998 1999 2000 2001
0,0

0,5

1,0

1,5

2,0

2,5

Total turn-over (BSEK)
Total turn-over (% of GNP)



Telecom industry 

 

30

applications… We have only seen the beginning of this…Japan is on the forefront in this respect…these 
have been the basic trends [2:05/001, J. Wäreby]…” 
 
“Within the telecom industry, at the end, the operators are responsible for generating revenues, as service 
providers to the consumer or the end-user [2:06/001]… The operators are somehow the ones driving the 
industry since end-user revenues are generated here… but the telecom industry is somewhat special since 
standardization very much drives the industry…and this is done in cooperation between operators and 
equipment suppliers [2:06/008, 2:06/009, K. Hellström]…” 

 
Figures show, however, that the migration from fixed to cellular was moderate, at least from a 
Swedish perspective. The Swedish fixed subscriber base decreased almost every year since 
1996 (excluding 2001). However, the increase of the cellular subscriber base had been far 
greater (from almost 2.5 million subscribers in 1996 to almost 7.2 million subscribers in 
2001) than the decrease in the fixed subscriber base (from slightly above 6.0 million 
subscribers all-time-high in 1996 to slightly above 5.8 million subscribers all-time-low in 
2000) (see Figure 2:11). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 2:11 Subscribers by fixed operator (x 1,000) 1994-2002 (source: PTS) 
 
Global and regional (incl. Europe and Sweden) harmonization: During 2002 EC adopted 
a new frame directive and four special directives for electronic communications including 
telecommunication, IT and radio to be implemented during 2003. As a consequence, on 
September 2001 PTS initiated an investigation (“e-komutredningen”) on how the specifics in 
the new EC directives were to be implemented in Sweden (PTS, AR 2002). 
 
Government regulations between PTS and operators: Convergent technologies, and 
applications, e.g. broad band communications over the power network, so called Power Line 
Communication (PLC), Software Defined Radio (SDR) through which a radio 
transmitter/receiver could be changed to handle different applications, e.g. TV, radio, 
telecommunication, etc. only through a different software downloads, made it difficult for 
PTS to exercise its authority under the Telecommunications Act. In addition several 
technologies were not included under such Act, e.g. short range radio communications such as 
Bluetooth and W-LAN. On completion of the “e-komutredningen”, PTS submitted 
suggestions to the Swedish Government on how the Telecommunications Act and the Radio 
Communications Act could be replaced by a new Digital Communications Act [2:02/029]. In 
January 2002, Telenordia Access required PTS to revoke its license for broad band wireless 
access, FWA, and Broadnet Norge was awarded such license in November 2002. PTS made 
an invitation for regional FWA licenses. During November 2002, PTS had received 21 
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applications. In March PTS received only one application, by SweFour, for the fourth nation-
wide GSM license. A couple of months later the license was awarded to SweFour. PTS 
continued to require Telia to lower its prices for leased lines and cellular access. In February, 
PTS decided that Tele2 and Vodafone also were to be considered as having a dominant 
market position (PTS, AR 2002). 
 
PTS regulation/intervention between operators and end-users: Effective on February 2, 
2002, “förval” was made mandatory also for local calls, i.e. subscribers were not required to 
dial the area number for local calls in order to use the service provider of their choice. PTS 
initiated a feasibility study in order to investigate the implementation of “förval” in the 
remaining types of calls not included in the “förval”-reform (PTS, AR 2002) [2:02/029]. 
 
PTS regulation/intervention between operators: PTS made several market interventions 
during the year, primarily involving Telia holding a Significant Market Power (SMP) status. 
E.g. PTS required Telia to lower its interconnection fee to SEK 0.92 per minute for cellular 
telephone calls being terminated in Telia’s cellular network. Telia appealed against PTS. The 
appeal was, however, turned down by the county administrative court (“Länsrätten”) and 
Telia appealed to the administrative court of appeal (“Kammarrätten”). PTS had made similar 
decisions in 1999, 2000 and 2001. In addition, PTS resolved a dispute between Telia and 
Vodafone in which Telia was allowed to charge Vodafone SEK 0.88 per minute for cellular 
calls terminated in Telia’s cellular network. Vodafone, on the other hand, was allowed to 
charge Telia 0.97 per minute for cellular calls terminated in Vodafone’s cellular network. 
Other interventions required Telia to deliver cellular calls initiated in Song Networks, Telitel, 
Utfors and Rix Telecom’s network and terminated in Tele2’s network. According to 2002’s 
regulatory framework, operators had SMP status provided its market share was larger than 
25% (in the specific market segment being considered) or if certain other criteria were met, 
e.g. if the operators had the ability to influence the market conditions. PTS decided in 
February 2002, to provide Vodafone, Tele2 and Telia SMP-operator status in the 
interconnection (at the time Telia already had such status) and cellular segments. All three 
operators appealed to administrative court of appeal (“Kammarrätten”) (PTS, AR 2002). 
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ELIA (previously Telegrafverket and Televerket) was established in 1853 as a 
telecommunication company, developing and manufacturing telecommunication 

equipment as well as providing telecommunication services. In 1881 Telia began its telephony 
operations in Stockholm. In 1981 the NMT cellular system was inaugurated. In 1993 
Televerket (i.e. the Swedish Telecommunications Administration) was incorporated into Telia 
AB and all exercise of public authority was transferred to the Swedish National Post and 
Telecom Agency (PTS). In 2000 Telia was listed on the Stockholm stock exchange. The Telia 
B-share is quoted in the A-list of the Stockholm Stock Exchange. 
 

Telia’s strategic focus included to divest its manufacturing facilities thereby 
becoming a pure operator and service provider, expand globally, offer complete 

solution or “one-stop-shopping”, integrate forward, develop an effective marketing 
organization and broad distribution channel strategy, and to differentiate through service 
quality and customer support. Telia internationalized most rapidly during the mid/end of the 
90’s as shown by the increasing percentage of foreign sales of total net sales (see Figure 3:1). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 3:1 Telia domestic and foreign sales of total sales (source: Telia) 
 
Main competitors in the Swedish market were Comviq and Europolitan. Telia expected 
multimedia communications services to expand in the future. Telia believed that it was well 
prepared for developing such services by integrating its know-how and capabilities from 
various different parts of its organization, e.g. mobile and fixed telephony, Cable-TV, 
TeleMedia, etc. 

Strategic focus 
To implement Telia’s strategy in “Vision 2001” a strategic change program was launched, 
“2002 NOW”. Telia’s focus in “Vision 2001” and “2002 NOW” became to increase sales and 
reduce costs. Strategically this was to be achieved by streamlining its operations thereby 
becoming a pure operator and service provider with no development or manufacturing of 
telecommunication equipment and by offering value added, qualitative telecommunication 
services based on digital technology, enabling qualitative, value added and IN services at 
lower costs, to private end-users. A service provider may be defined as a telecommunication 
company that engage in marketing and sales of telecommunication services under its own 
brand by creating strong customer loyalty through a direct relationship, e.g. through customer 
care [2:02/003]. 
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“According to my definition, a service provider brings marketing end sales, branding, customer care and 
billing…They usually sell SIM-cards under their brand [2:02/003, K. Karlberg]…” 

 
Telia’s focus areas were to (i) expand globally to increase sales and to compensate for lost 
market share in Sweden, focusing on Europe. Its global strategy was to establish local 
operations establishing proprietary networks in the Nordic countries and in the Baltic Sea 
Region, e.g. Estonia and Lithuania, establishing networks through JVs in Europe, and through 
establishing operations through acquisition or JV in other growth regions around the world, 
(ii) offer complete solution or “one-stop-shopping” through integrating fixed and mobile 
networks (network integration) and to focus on multimedia services (service integration), (iii) 
integrate forward in the value chain, e.g. by operating corporate networks and call centers on 
behalf of corporations, (iv) develop an effective marketing organization and broad distribution 
channel strategy, and (v) differentiate through service quality and customer support. As 
competition in Sweden increased rapidly across the value chain through specialized 
companies focusing on specific segments of the value creation process, network and service 
integration and the ability to guarantee end-to-end services became perhaps one of Telia’s 
most important strategic challenges [2:01/009, 2:01/010, 2:01/014]. 
 

“…in Sweden there is a political agenda where you have these StadsNät [city networks]…the bottle-neck 
on fixed networks is usually the access network…this means that you will have competing infrastructures 
on the access networks…they [the government] invest heavily… we have to accept that some of the 
services we deliver will go through the access network owned by the municipalities…another 
phenomenon arises…we need to guarantee the service quality towards our customers no matter that the 
municipalities operate the access network…who takes this service integration role…who will be the one 
to guarantee the service quality to the end-user…as I said, we focus on the end-user segment…so I 
believe we need to be responsible for service integration… as the value chain becomes increasingly 
specialized somebody need to take end-to-end responsibility towards the end-user…to guarantee service 
quality…this in part is our role…the service integrator will be the one that have the “invoicing” 
relationship with the end-user [2:01/009]… fixed…mobile and internet services…the customer may want 
a seamless service between all of these…who will be able to take responsibility for all this…we think that 
we are one of the few players that are able to take this responsibility…if that customer would go to 
Vodafone…they [Vodafone] only have a mobile network…of course they can buy network capacity from 
us…but how will they manage to integrate this and will they be able to guarantee end-to-end services 
[2:01/010]… The competitive situation created by the government on the access network 
market…through the StadsNät [city networks] is totally unreasonable… One should ask if these 
companies owned by the municipalities have any requirements for return…it puts the market forces 
aside…and could eventually put financially healthy companies out of business…This may also hinder 
future private investments… In conclusion, government investment to stimulate growth may actually 
stimulate stagnation [2:01/014, K. Rådne]…” 

 



Telia 

 

37

From 1994 and onwards, Telia lost market share in both its fixed and cellular business, 
primarily to Tele2. Tele2 pursued a low cost strategy and, thus, competed based on price (see 
Figure 3:2 and Figure 3:3). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 3:2 Market share by fixed service provider (% of sales) 1994-2002 (source: PTS) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 3:3 Market share by cellular service provider (% of sales) 1994-2002 (source: PTS) 
 
Telia explicitly stated that it was not to compete on price, but rather differentiate itself 
through quality services in their network as well as in their customer support organization 
[2:01/026]. 
 

“It’s correct that we have lost market share in the international traffic…but as prices and margins have 
decreased…this has become a relatively less important business for us…if you look at fixed to mobile 
traffic…this segment is much larger today compared to the international traffic…this means that we don’t 
need to fight for this business [international traffic]…it’s not worth fighting for…margins are extremely 
low… In the international traffic segment there are many niche players…they target a very specific 
customer segments and offer them very attractive packages [2:01/026, K. Rådne]…” 

Marketing, sales and distribution channels 
In Sweden, Mobitel sold mobile subscriptions and mobile phones through approximately 
2,000 retailers. Telia had approximately 100 own shops around Sweden for such purposes 
[2:02/011]. In addition, Unisource Mobile acquired GEAB, i.e. a mobile telephone retailer in 
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Sweden. Corporate customers were targeted by MegaCom directly though the operators’ sales 
force. 

Product strategy and product portfolio 
Telia focused its R&D efforts on developing advanced customer support systems, and “easy-
to-use” services through comprehensive man-machine interfaces. An operator’s product 
portfolio is a set of telecommunication services and those can generally be described in terms 
of its content, e.g. voice, data, video, and its value added, i.e. how, from a customer’s 
perspective, such content is managed, e.g. voice mail, number presentation, automatic re-
routing, etc. [2:01/001]. 
 

“Since 1994 the telecom industry has changed…today we deliver much more content…but other things 
have happened too…important enhancements of basic telecom services… over a hundred years the 
telecom industry has been all about delivering voice between to A and B…basic telecom services… The 
basic service remains essentially the same…we call it “connectivity”… In addition to “connectivity” and 
“content” we today offer “store”… including services like voice mail, e-mail and so on… In its essence 
what we offer is connectivity, content and store…actually there is a fourth dimension that we will come 
to…“applications” and “added value services” [2:01/001, K. Rådne]…” 

 
Consequently, R&D also focused on connectivity, content, store and applications and value 
added services. With regard to connectivity, most of the cooperative R&D ventures for 
product and system development were executed within ELLEMTEL Utvecklings AB, a 50/50 
JV company with Ericsson [2:02/028]. Proprietary R&D was executed within Telia Research 
and Teli. Narrow-band Internet access was introduced during the year by Telia. With regard 
to content and applications, a multimedia division was established during the year for the 
development of new multimedia applications in cooperation with other companies. 

Network operations and service provisioning 
Telia Mobitel’s primary focus was to increase coverage, capacity and quality. In order to 
increase international coverage, Telia looked for establishing interconnection agreements. By 
1994, Telia had interconnection agreements and, consequently, offered international roaming 
with 41 operators in 27 different countries. By acquiring minority interests in local operators, 
Telia International established operations in Namibia, Ecuador, Russia, and Latvia in addition 
to its operations in Estonia and other countries [2:02/019]. Unisource, in which Telia had an 
equity interest, was a pan-European operator and service provider, primarily, of fixed and 
mobile telephony [2:02/021]. Any operator and shareholder in Unisource had the exclusive 
right to exploit the business opportunities within its country of origin [2:02/021]. Increased 
capacity could be achieved by migrating the subscriber base from the analog NMT system to 
the digital GSM system. 1994 was the first year in which the number of subscribers grew 
faster in the GSM system. Increased service quality was to be achieved through enhanced 
network planning and O&M activities and by implementing advanced network planning and 
network management systems. 
 
In order to lower costs and increase revenues Telia Network’s primary focus was to develop 
so called “PLUS-services”, i.e. IN and value added services, as well as multimedia services. 
IN services such as the automatic re-routing of telephone calls increased the response rate in 
the fixed network thereby increasing revenues. Value added services, e.g. voice mail handling 
and number presentation, and multimedia services were charged separately from basic voice 
services and at a premium price. In addition, Telia Network’s ambition to digitize its network 
was important in order to increase capacity and lower operational costs. In the short-term, 
digital technology increased the network capacity and lowered the cost per subscriber, in the 
long-term digital technology (and broad band) was required in order to be able to implement 
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IN and value added services as well as multimedia services. By implementing the AXE 
switching system and ATM switching technology and fiber optical cables for the transport 
network Telia Networks would be able to meet its targets. At the time, 81% of the subscribers 
were connected to an AXE-switch. During the year the two first ATM switches were put into 
operations in Gothenburg and Stockholm and an SDH backbone network was put into 
operations between Stockholm-Gothenburg-Malmö. The installation and integration with the 
existing PSTN network of an overlay network based on ISDN began during the year. Two 
optical sea cables between Sweden and Finland were put into operations. Decision were taken 
to deploy a new optical sea cable between Sweden and Holland (called ODIN), and another 
optical cable between Sweden and Estonia. Such international backbone networks were often 
implemented in cooperation and through equity JVs with other international operators. 

Corporate and ownership structure 
The parent company of Telia was Telia AB and the president and CEO Mr. Lars Berg 
[2:02/018]. Telia organized its areas of engagement and subsidiaries into three categories; 
companies engaged in what Telia considered to be its core business (P/L responsibility), 
companies engaged in supporting its core business, specialized in specific areas of operations, 
and companies engaged in business development (P/L responsibility). 
 
Six organizational units engaged in Telia’s core business. For the fixed telecommunication 
services, Telia’s core business was organized into a strategic/operational matrix represented 
by two countrywide divisions, Network Services (“NätTjänster”) and TeleServices 
(“TeleTjänster”), and eight regional offices. In addition, four other companies were 
considered core business organizations, i.e. Telia Mobitel, Telia MegaCom, Telia Respons 
and Unisource. Division Network Services (“NätTjänster”) was overall responsible for the 
strategic planning of Telia’s O&M as well as its network planning and design activities. In 
addition, the division was responsible for Telia’s relationship with other operators, including 
negotiating and managing agreements related to lease lines. Division TeleServices 
(“TeleTjänster”) was responsible for its product portfolio, including product development 
(product packaging) and new product introduction. The regional offices were responsible for 
the operational execution of the activities as planned by the two divisions, Network Services 
and TeleServices. The day-to-day operations of the regional offices included activities such as 
O&M, installation, and sales. Telia Mobitel AB was overall responsible for mobile 
telecommunication services, e.g. analog and digital mobile telephony, pager MINI-CALL and 
MOBITEX for mobile data applications primarily towards transport companies including both 
strategic and operational activities as described above. Telia MegaCom AB was responsible 
for corporate marketing and sales towards large, multinational corporations, e.g. ATG, 
Rikspolisstyrelsen, STORA and Vägverket. Telia Respons AB was responsible for offering of 
services primarily delivered by a telephone operator, e.g. “Telia Gruppsamtal” for conference 
calls, “Telia Nummerupplysningen”, etc. 
 
16 organizational units were engaged in supporting Telia’s core business, e.g. Telia Research 
responsible for research and development and including ELLEMTEL Utvecklings AB. 
ELLEMTEL Utvecklings AB was a 50/50 joint venture with Ericsson for developing 
switching systems for network and corporate applications [2:02/028]. 
 

“One interesting thing about the position Sweden has in the telecommunication and IT industry…it [the 
industry] was build during a time when we had a monopoly situation…and three major players were able 
to cooperate…one was the government that acted very wise because they stimulated a very offensive 
Telia…investments in technology and so on…you also had Ericsson that could cooperate very intimately 
with Telia because Telia had the monopoly…we developed mobile telephony, the AXE…in very close 
cooperation…and the whole thing worked because a tight cooperation between the three of us… Today 
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the situation is very different… there are many players in the market….and Ericsson of course cannot 
favor Telia… Ericsson needs to have a business relationship with Telia… The government can no longer 
influence Telia the way they used to…Telia has been floated on the stock market [2:02/028, K. 
Karlberg]…” 

 
In 1994, the Swedish government owned 100% of the shares in Telia AB. 
 

Telia’s strategic focus included to augment its product strategy to include 
multimedia and information services, i.e. to create information (through various 

types of data compilation), and to store, transmit and present such information, in addition to 
its traditional business of solely transmitting data. Telia’s competitors in Sweden began 
during the year to expand its target segments to include small and medium sized companies as 
well as private end-users, in addition to the traditional target segment “large corporations”. 
End-of-year, Telia had 12 competitors for fixed public telephony in Sweden, of which 7 
leased lines from Telia. 

Strategic focus 
Strategically, Telia took the decision to augment its strategic focus and to include the creation 
of information (through various types of data compilation) and to store, transmit and present 
such information, in addition to its traditional business of solely transmitting data. Such 
augmented strategic focus enabled Telia to expand its business activities into multimedia 
services and to include e-commerce, interactive education, gaming, entertainment, etc. 
[2:02/018]. The rationale for such strategy was not lose touch with its customers by being 
pushed back in the value chain by the content providers [2:02/002]. 

Marketing, sales and distribution channels 
During the year, Telia Handel was established. Telia Handel became Telia’s wholesale 
company in order to market Telia’s services, available through Telia’s own shops (organized 
under Telia Butik AB) as well as external marketing and sales channels [2:02/011]. 300 
additional POS were established through retail companies such as Expert, Ring Up, Telfac 
and GEAB. 

Product strategy and product portfolio 
Telia decided on a new policy for R&D projects. Technology was to be purchased from 
external suppliers as far as possible. R&D projects were to be developed internally in areas 
were technology was not commercially available or when such technology was considered of 
strategic importance to Telia’s operations. Telia also augmented its R&D efforts beyond its 
previous focus areas to include, in addition to IN, value added and multimedia services, e.g. 
security systems and authentication for multimedia services, e-commerce applications, virtual 
reality applications, speech recognition for applications related to automated services, e.g. 
customer services, etc. [2:02/018]. In order to increase R&D efforts within IN, value added 
services, and multimedia services, the remaining 69% of the shares in the JV company with 
AU-System, Invest AB, was acquired [2:02/015, 2:01/017]. 
 
A variety of new services were introduced by Telia Mobile, Network Services and 
TeleServices, e.g. Mobil IT, enabling the subscriber to send/receive fax and text messages 
through a mobile phone, Telia Persona, a service that re-routed any call to the subscriber 
independently of the device being used (e.g. fixed telephone, mobile phone, etc.), number 
presentation (introduced commercially during the year), and Telesvar, i.e. a virtual answering 
machine. Tele Services launched e.g. Telia Distans, a service package for home workers 
including ISDN access, Telia Mini a subscriber package for the low user of fixed 

1995 



Telia 

 

41

telecommunication services, and Telia Internet School, i.e. an Internet service package 
targeted at schools. In addition, “personal telephony” was implemented enabling the 
subscriber to “carry” his/her telephone number to another operator. A new division within 
Telia, Division Multimedia, began the development of a WEB portal, passagen.se, for e-
commerce, news, entertainment, gaming, advertising, etc. [2:02/010] 
 
The division Materials and Services sold Telia’s warehouse for spare-parts, etc. to a JV 
company, NVL Logistics Village, between Bilspedition AB and Telia AB. Eventually more 
of Telia’s O&M, including the handling of spare parts, would be outsourced [2:01/015, 
2:02/009]. 
 

“Flextronics…they started out by taking over some of Ericsson’s outsourcing…then we outsourced to 
them…installation…maintenance…and spare parts handling…in addition Flextronics sometimes work 
for corporate end users…in other words today Flextronics range over a big chunk of the value 
chain…they are becoming a major player although the customer never sees their brand…This is a good 
example of how the value chain is being sliced in several horizontal layers… If Flextronics would market 
their brand towards the end-user we would…and I guess this goes for Ericsson too, not be very happy 
with them…in order for them to be successful they need to be careful about this [2:01/015, K. Rådne]… 
 
“When it comes to fixed networks and its maintenance…everybody uses Telia’s back-bone network…by 
default, this [the maintenance of the backbone network] will never provide a competitive advantage…as a 
consequence these activities have a potential for being outsourced… In the future I believe that an 
operator won’t be responsible for monitoring the network, however you will have to carefully be able to 
monitor the services you provide to the end user…this is what matters…your source of competitiveness… 
We need to put emphasis on functionality and service quality rather than network performance…although 
they are interrelated… I personally think that it makes perfect sense to outsource installation services of 
fixed telephone networks and not of mobile cellular systems…once again it all depends on where your 
source of competitive advantage can be found… This actually happened a couple of years ago…we 
outsourced installation and maintenance services of our fixed network…at that time we were in a critical 
face of installing and launching dual band service’s…we choose not to outsource installations at that time 
[of the dual band cellular system]…two years later we outsourced it [2:02/009, K. Karlberg].” 

Network operations and service provisioning 
The number of subscribers connected to an AXE-switch increased from 81% to 91%. Two 
additional ATM switches were put into operations in Malmö and Sundsvall. In order to meet 
the increased demand for Internet services, Telia began to build a nationwide router network. 
In the Stockholm region ADSL was tested for the first time. The new optical sea cables 
between Sweden and Holland (called ODIN), and between Sweden and Estonia was taken 
into commercial operations. Telia Mobitel offered international roaming agreement with 47 
operators in 30 different countries. 
 
Telia TeleRespons established a call center in Sollefteå in order to offer its corporate 
customers outsourced solutions to customer services. TeleRespons established operations in 
Denmark, Norway and Finland. Telia Cable-TV considered the Swedish cable-TV market to 
be saturated. Its focus became to expand internationally and 94% of the Danish cable-TV 
company Stofa was acquired.  
 
Telia International made acquisitions and equity investments, among others, in fixed network 
operations in the Philippines and mobile network operations in India [2:02/019]. Telia 
established two subsidiaries in the Nordic region, in Denmark and in Norway, for the supply 
of international traffic, datacommunications and corporate communications [2:02/019]. 
Swedtel was awarded around 20 new assignments around the world, among others in Poland 
and in the Philippines. For such purposes Telia Swedtel Philippines was established. In 
addition, Swedtel was established in Miami, USA in order to support its operations in CALA. 
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Telia’s strategic focus included to continue to develop its augmented multimedia 
product strategy and to act as an information broker [2:02/018]. For such 

purposes Telia began to look for partners in the datacom industry and to invest venture capital 
in small companies with a strong growth potential in the telecommunication based multimedia 
industry. Telia continued its international expansion [2:02/019]. 
 

“Lars Berg was the one that began Telia’s international expansion…this was in the beginning of the 
90’s…at the time we were government institution and we were restricted in how we could borrow 
money…when we operated through local subsidiaries in foreign markets, however, we had no such 
restrictions…this was one of the reasons the whole thing started…another was of course to take 
advantage of the clear leading position we had in mobile communications…we passed on the European 
market because we were to late…after a while one could argue that we hadn’t been focused with regard to 
our international expansion…like one financial analyst once said…”if you look at a map and think about 
Telia’s international foot-print, it looks like somebody spit in headwind“… it looked a bit straggly, I 
agree…then we came closer to the listing in the Stockholm stock exchange…we needed to show a clear 
strategy and to communicate where we were going to invest our money…international expansions are 
costly…and difficult…we needed to focus…also some on the foreign investments were financial not 
industrial…the difference, as I see it, is that when you make a financial investment you should have a 
clear exit strategy, know exactly when to harvest and how …so we decided to bring the money back 
home and focus… Our Nordic strategy was based on our international experiences in general…we came 
to the conclusion that…as Swedes we should be doing business in markets that we know reasonably well 
[2:02/019, K. Karlberg]…” 

Strategic focus 
Telia continued to develop its augmented strategy. Telia’s multimedia services were to 
include marketing services and services to enable rapid and easy-to-use information search. 
Telia formulated its role in the value chain as being an “information broker”. In order to offer 
total solutions as an information broker and because some information required equipment 
generally supplied by companies within the computer and datacom industry, Telia decided to 
expand its cooperation with such companies [2:02/018]. Costs were primarily related to 
Telia’s international expansion and service development [2:02/019]. 

Product strategy and product portfolio 
As a consequence of its new augmented strategy, Telia Telecom Services signed an exclusive 
agreement with American Digital equipment in order to host and make available to its 
customers the search engine Alta Vista in the Nordic countries, the Baltic States, Poland, 
Germany, Belgium, Netherlands and Luxembourg. Telia “Internet Fast Access”, Telia 
“Internet Web” and “Telia Internet 020” were Internet related service packages launched 
during the year. In addition, several service packages of infomedia services were developed, 
e.g. services for facilitating the purchase/sale of pre-owned cars in “Autotel” and “Bilguiden”, 
credit history services in “Preventel”, tourism information services in “Navigo”, and services 
for direct marketing promotion in “Atargo”. 
 
Svensk Kabel-TV/Telia Infomedia Television AB launched video on demand, “Bio Hemma” 
and Telia’s pay-per-view service. Telemedia made the Yellow Pages available through the 
Internet and complemented such service with e-commerce. Telia Infomedia Respons 
complemented its number information service to include services regarding tourism, map-
information, etc. Infomedia Interactive signed and agreement with CNN in order to provide 
news information through the Internet. The Internet portal passagen.se was launched and 
included applications such as entertainment in Funbase, sports and events in Sportbase, etc. 
[2:02/010]. 
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Network operations and service provisioning 
Telia Network Services continued its deployment of SDH and ATM technology in the fixed 
network. ATM technology became available in 31 cities. Telia became a partner owner in a 
cable between Bornholm and Poland and two additional cables were deployed over Öresund. 
The increased competition resulted in an increased demand for leased lines and 
interconnection agreements with Telia, totaling 24 agreements. Telia continued to deploy its 
broad band network, however focusing on the access network rather than on the transport 
networks as during the previous years. Telia began to deploy ADSL in order to meet demand 
for broad band telephony, primarily Internet. With regard to Telia’s mobile network 
deployment in Sweden, Telia was awarded a DCS 1800 GSM license. 
 
Telia Business Systems experienced an increasing demand for third-party support and 
consulting services as well as data access products such as LANs [2:01/004, 2:01/017]. 
 

“Another interesting development is when we…the telecommunication industry meet the IT industry… 
when IP telephony goes over the LAN…it’s pretty obvious that these two industries have met… What has 
happened is that the so called “service creation” part of a telecom network…a part that has been 
traditionally integrated within the telecommunication switch…has been put in a separate platform…a 
computer platform…this means that the computer and data industry has been able to drive this fourth 
dimension of telecommunication…applications, added value services, intelligent services [2:01/004, K. 
Rådne]…” 

 
Telia developed an Internet based banking system for one of Sweden’s largest banks, 
Sparbanken. In February 1997 Telia sold its 53% holding in AU-System Invest AB to 
Ericsson and AU-System’s managing team [2:02/015]. 
 
Telia International continued to expand internationally. In Finland, Telia acquired 75% of the 
long distance, international and datacommunications operator Telivo. In addition, Telia 
acquired 80% of GSM-Viestimet, a retail company of mobile terminals in the Finnish market. 
In Norway, Telia established ENET together with the Norwegian state owned company 
Statens Datacentral. ENET was a company for delivering e-mails. In addition, Telia acquired 
90% of the Norwegian internet service provider RiksNett. In Estonia and Latvia, Telia 
continued to develop the infrastructure for fixed and cellular telephony through Eesti Telefon 
(ETC) and Latvijas Mobilais Telefon (LMT), respectively. In Estonia, Telia acquired a 60% 
holding in the cable-TV company Starman Kaabeltelevisiooni [2:02/019]. Investments were 
made in the Swedish cable-TV network in order to prepare such network for digital 
broadcasting. In Lithuania, Telia established a wholly owned subsidiary for the provisioning 
of Internet and datacommunications services. Netia Telekom was established in Poland (in 
which Telia had a minority holding) for the provision of local fixed telephony [2:02/019]. In 
Hungary, Telia sold its holding in the cellular operator Pannon GSM. Telia and KPN/PTT 
Telecom in Netherlands established a JV company in which Telia held a 40% interest. The JV 
company acquired 20% of the national Irish telecommunication company, Telecom Éireann. 
In Sri Lanka, Overseas established Suntel for the provisioning of fixed telecommunication 
services in which Telia had a 75% holding. In India, Telia acquired a minority holding in the 
paging company Punwire Paging Services. In China, Telia acquired a minority holding in the 
cellular operator Shanghai Skycell Telecommunications. Swedtel sold its consulting services 
primarily to Telia Overseas operations in the Philippines, Poland, Sri Lanka and India 
[2:02/019]. 

Corporate and ownership structure 
Effective January 1, 1996, Telia implemented a new corporate structure in order to better 
reflect the developments in the telecommunication industry as well as its new augmented 
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strategic focus [2:02/018]. In principle the corporate structure included six business areas 
(BA) with a P/L responsibility as well as responsible for R&D, market strategy within their 
respective product areas and six market units responsible for marketing promotion, sales, 
installation and service, etc. within their respective customer segments and a variety of 
Support Units (previously the Business Developing Units). The eight regional offices were 
merged with the business areas and market units and seized to exist as separate organizational 
units. 
 
Slottsbacken Venture Capital was established in order to invest in small companies with a 
strong growth potential in the telecommunication based multimedia industry. Slottsbacken 
invested in three companies during the year; Bolagsfakta i Sverige AB a Swedish company 
developing CD-ROM based corporate data and information, Ventana Corp. in Tucson 
Arizona, developing IT solutions for group communications and Protect Datasäkerhet AB, a 
Swedish company developing IT security systems. 
 

Telia’s strategic focus included to create new customer segments and to 
continue its international expansion in order to cope with the saturated Swedish 

market [2:02/019], to increased its service quality even further and to launch customer 
retention programs. In addition a cost efficiency program was launched. 

Strategic focus 
Due to the competitive environment in Sweden, Telia’s strategic focus can be summarized 
into attracting new customer segments in Sweden and expanding its customer base 
internationally, retaining existing customers and lowering operational costs. New customer 
segments were targeted through specialized offerings and further deployment of new 
technology such as broad band access and transport networks as well as further development 
of Telia’s “information business”. In order to retain its customer base Telia began to develop 
so called Customer Care programs and continued to invest in increasing service quality. A 
cost efficiency program “TRIM 97” was launched during the year. TRIM 97 focused on 
lowering operational costs as well as costs related to procurement and supply. 

Product strategy and product portfolio 
Telia focused its R&D efforts in areas such as e-commerce, integrated systems for PC, TV 
and telephones for the private end-user as well as IP and web technology. In addition, Telia 
continued to conduct R&D in areas such as tele-medicine and security systems. 
 
Telecom Services developed several new applications and services for different networks (e.g. 
IP and Internet networks, Virtual Private Networks and mobile and fixed networks), and user 
segments (e.g. corporate and private end-users), including voice recognition, virtual call 
centers, and voice mail services for mobile and fixed networks packaged under “Mobilsvar 
and “Telesvar” respectively [2:01/019]. 
 

“Looking at the “network” rather than the “computer room” as the center of communications makes a big 
difference in our ability to compete… I think we will see more and more service and software 
applications [computer and telecom] become available on a network level and not like today in every 
single computer…look at the telecom industry…you used to have an answering machine in your 
home…now this service is available on a network level…why shouldn’t computer applications be 
available on a network level…if we manage to change this mentality we will be in a very interesting 
position…in this scenario, telecommunication become far more important than computers…who can 
operate large telecom networks and guarantee end-to-end services…the operators…of course… Of course 
this is how we would like the world to look like in the future...but there are many others that push their 
way…Microsoft only to mention one [2:01/019, K. Rådne]…” 

1997 
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Internet via TV was launched during the year. Videoconference, among other services, was 
tested over ADSL broad band. A second Internet banking security system was developed, this 
time for Nordbanken. 

Network operations and service provisioning 
End-of-year Telia Network Services had signed 40 different agreements for leased lines. The 
digitalization of the fixed network was considered completed as 99.3% of Telia’s subscribers 
were connected to an AXE (digital) switch. Investments continued to be made in SDH, broad 
band transport networks technology as well as in ISDN and ATM primarily to enable faster 
Internet communications. Telia Mobitel AB commercially launched its GSM 1800 network, 
and was the first operator in the world to commercially launch an integrated GSM 900 and 
1800 mobile network. The coverage of Telia’s GSM 900 network was expanded, primarily to 
offer in-house coverage. 
 
The segment for small, medium and large corporate switches from Ericsson (MD110) and 
Northern Telecom (Meridian) continued to be Telia Business System’s largest product family 
with a turn-over of SEK 1,995 million. With a turn-over of SEK 1,127 million the data 
communications product family was however growing (e.g. servers, modems, etc. from Cisco, 
3Com and US Robotics) but remained the smallest of all the product families within Business 
Systems [2:05/003]. Despite all product families within Telia Business Systems growing in 
terms of revenues, the financial result was negative. Rather than delivering customized 
solutions for every customer, the business area began to develop solutions based on 
standardized modules [2:01/012]. 
 
Telia Infomedia Services did not live up to the financial expectations by delivering an 
operational profit margin of 3%. In an effort to focus its efforts in Sweden, the Baltic Sea 
region and Europe, Telia Infomedia International divested its operations in the US and in 
Austria. In Denmark, Telia acquired a 20% holding in Chili and its Internet site “Chili Net” 
targeted at the younger end-user segment. The Swedish Internet site, passagen.se, was further 
developed to include a shopping gallery and news services from CNN. Continued investments 
were made in digital cable-TV and interactive services such as gaming, pay-per-view, video-
on-demand, etc. 
 
Due to increased competition, outsourcing and technological development, e.g. virtual call 
centers, the requirements for customer placed equipment, and consequently customer 
financing decreased [2:01/018]. 
 
Telia International continued to deliver a negative operational profit margin. End-of-year, 
Telia had established itself in 20 countries. Telia launched commercially its DCS 1800 
network in Denmark and Finland. In Estonia, Eesti Mobiiltelefon (EMT), in which Telia held 
a minority interest, presented its best financial result ever since the start in 1991. In Latvia and 
Lithuania, Telia began to offer Internet services through two newly established and wholly 
owned subsidiaries, Telia Latvija and Lietelija respectively. Telia Overseas applied and was 
awarded a mobile license in, among other countries, Uganda. In Hong Kong, Telia 
commercially launched its GSM 1800 network. In China, Overseas established a JV company 
with the second operator in the Nantong Province, Skycell, for the provisioning of cellular 
services based on GSM technology. Skycell was launched commercially during the year 
[2:02/019]. 
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Corporate and ownership structure 
The business area Telecom Services was incorporated into Telia TeleCom AB and Telia’s 
cellular operations were incorporated under Telia Mobile AB. 
 

Telia’s strategic focus included to reduce its over-capacity in the transport 
network through developing a wholesale strategy [2:02/012]. 

 
“Over time we have a decision to make…what customer are we supposed to serve…we have established 
Skanova…a company that focus on selling network capacity to service providers…our 
competitors…leased-lines…Everybody compete for the end-user…on the fixed side we have been able to 
compensate what we have lost to our competitors in the end-user segment by selling network capacity to 
the same competitors…as an incumbent you have an option, either you resist competition or you accept it 
and see it as a business opportunity…Skanova is doing this…this is a big issue within Telia…if we open 
up our network products to our competitors we will increase competition for the end-user…it leads us to 
the question where we are to have our main business…today we do both…but somewhere down the line 
we will have to make a choice…it’s hard to have both these customer under the same umbrella [2:02/012, 
K. Karlberg]…” 

Strategic focus 
Telia had began to experience over-capacity in its transport network and took the decision to 
actively promote, and not only to comply with PTS regulations, the lease of transport network 
capacity to its competitors, i.e. virtual operators or service providers, e.g. Virgin Mobile 
(cellular), and WorldCom (fixed). Telia now viewed its fixed network (also) as a wholesale 
company in the business of transporting data and voice [2:01/007, 2:01/008, 2:01/011, 
2:01/025, 2:02/012]. 
 

“…many different players now are looking for establishing a relationship with the end-user…you also 
have virtual operators…like Virgin Mobile…they don’t have a network… As an end-user you buy your 
subscription from Virgin and the network operator loses his relationship with the end-user… Look at 
Nokia…they have a very strong relationship with the end-users…you can go to their homepage and 
down-load games and so on… In our case our business in the end-user segment has decreased…and our 
business of selling network capacity to other service providers has increased [2:01/007, K. Rådne]…” 

 
“You have a choice to make in this respect…either you focus on your network investment and try to 
maximize the utilization of your network…in this case you could possibly work through various 
channels…service providers…your main focus becomes “production” and “production efficiency”…this 
is a wholesale strategy… we have positioned ourselves in the end-user segment…whatever happens it’s 
important to be close to the end-user and to focus on the “share-of-wallet” [2:01/008, K. Rådne]…” 
 
“We started to sell over capacity in our network to other operators before regulations made us do it… 
When we began to do it we understood that these were two different businesses…network operations and 
service provisioning [2:01/011, K. Rådne]…” 

Product strategy and product portfolio 
R&D focused on Internet and IP based communications, mobility, e-commerce and broad 
band access. For such purposes, Telia Light was created. 

1998 
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1998 represented a record year in R&D investments, both in absolute terms, i.e. investments 
in MSEK, as well as in relative terms, i.e. investments in MSEK as a percentage of net sales 
(see Figure 3:4). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 3:4 Telia investments in R&D 1994-2002 (source: Telia) 
 
During the year, Telia Light launched commercially IP-based telephony in the Nordic region 
(excluding Norway). Telia InfoMedia Services, through Infomedia Television AB, was the 
first company in Europe to launch digital TV services. Telia System and Service continued 
the development of solutions based on standardized modules [2:01/012]. Such were now 
complemented with outsourcing solutions, consulting services, etc. For such purposes, 
effective January 1, 1998, Telia IT-Service was established [2:01/017, 2:01/018]. 
 

A couple of years ago we entered the consulting market…in 1998… We aim at end-to-end 
communications…in order to do this we think we need to be able to offer consulting…to have an 
advisory role…to be able to assist our customers in specifying the communications solutions that best fit 
him…how to optimize their cost structure in this respect…then we have to put it all together…to integrate 
the entire packaged solution according to their specification…the last part of this is to make it 
operational…deliver the service packages… I believe we need to be able to handle these three steps… 
Nonetheless, sometimes it’s hard to be a consultant and to be the one that delivers the solution…this is 
also a matter of credibility…it’s a balance… Today this business is not big for us…but an important one 
[2:01/017, K. Rådne]… 

 
In the beginning of 1999 “Sälj på Internet” was launched by Corporate Communication, an e-
commerce solution directed at private end-users. 

Network operations and service provisioning 
The last remaining subscribers lacking digital services in the fixed network were finally 
connected to an AXE switch by Telia Network. Fixed network operations experienced a fast 
growth due to fixed to mobile telephone calls as well as a strong growth in the Internet usage 
and value added services such as number presentation and the virtual answering machine. 
Nevertheless, the number of subscribers fell due to churn from narrow-band to broad band 
ISDN technology (primarily in the business segment) and from fixed to mobile (primarily the 
younger private end-user segment). The wholesale business (rental of transport and access 
networks through leased lines) increased by 20% despite prices being lower [2:02/012]. 
Investments were made in fiber optical cables between Denmark and Germany as well as 
between Norway and the UK. Such investments were made within Telia’s pan-European 
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effort in “Vikingnät” [2:01/016]. In addition, a decision was made to invest in a fiber optical 
cable between Europe and the US. 
 

“In Sweden and we aim at having our own back-bone network as well as the access network…we focus 
on wholesale and the retail segment…in Europe we have the backbone network…the Vikingnät…we 
focus solely on the wholesale segment and in other markets outside Europe we act as a pure service 
provider…with our brand…what is the rationale for this strategy…if we look at the carrier business…the 
back-bone…the industry has invested heavily…the industry as a whole has over-capacity…this is a tough 
segment to be in…nonetheless we need to understand that this is part of our core business and core 
competence…to operate networks…our core competence has to do with network design, service design 
and network management…to implement networks is not really an important thing for us… Another 
reason for this strategy has to do with what we previously discussed…who will take an end-to-end 
responsibility for delivering quality telephony and data services for international corporations…if you 
have this ambition…you need to make sure you deliver quality services from Sweden to Malaysia…of 
course we cannot own networks covering the entire world…at some point we need to say…”OK from 
here we lease our lines”…in our home markets we own and do everything…but the further you get from 
our home market you see that our total engagement is lesser and lesser [2:01/016, K. Rådne]…” 

 
Mobile communications offered its services primarily under the two brands “Telia Mobitel” 
directed at the mass market of private end-users and “DOF” (Department of the Future) 
directed at the high-end user segment. DOF included among other services “unified 
messaging”, i.e. a common mail box for fax, voice and e-mail messages. During the year a 
number of services and service packages were launched, e.g. “Mobitel Refill”, Telia’s pre-
paid service. A decision was made to phase-out the NMT 900 services during the year 2000. 
In 1998, Telia had interconnection agreements and, consequently, offered international 
roaming with 118 operators in 69 different countries. An agreement for satellite services was 
signed with Iridium, a satellite service provider, and satellite services became available 
through Telia on November 1998. 
 
Telia International began to focus its international expansion to the Nordic region, the Baltic 
Sea region and Russia. 
 

“Internationally of course we cannot be among the largest players by focusing on our home market [the 
Nordic region], due to a relatively small population…however we can become the strongest player in the 
Nordic region and the Baltic sea region and hence be the most attractive partner for other European 
players who are thinking of entering this market…this was our starting point when we designed our 
Nordic strategy…Sweden, Denmark, Norway, Finland and the Baltic states…possibly also the western 
parts of Russia…the St. Petersburg area…the rationale has been the culture but also that we believe that 
this will become a very integrated area…not the least in terms of trade…our 3G strategy has been to go 
for those markets where we already had operations and a customer base [GSM]…Sonera had a more 
aggressive 3G expansion as well as eastern expansion…so now we have the Nordic region as our home 
market and a strong foot-print…and potential future home markets…in Russia, Turkey Azerbadjan, 
Kazakstan, Moldavia, Georgia… Except for Russia, were we went in together with Sonera, the eastern 
expansion came along with Sonera…we need to be a stronger owner [in the local subsidiary] in order to 
consider a market a home market…in addition, we integrate “home markets” strategically into the 
corporation…think about how to create synergies…launch the entire product portfolio [2:02/020, K. 
Karlberg]…” 

 
In addition to Sweden, Telia was awarded DCS licenses in Denmark, Norway and Finland 
[2:02/019, 2:02/020]. Its strategy was to offer DCS 1800 services through its own network in 
dense populated areas and establish national roaming for the less dense populated areas in 
each country. Telia, often in cooperation with Finnish Sonera, made several acquisitions and 
equity investments in fixed, cellular, and Internet and data communications companies in 
Lithuania and Estonia. Telia’s paging operation in Latvia, however, was sold. Overseas 
applied and was awarded mobile licenses in, among other countries, Brazil (through a joint 
venture company TESS), Slovenia and Uganda. During the year, Telia sold its holding in 
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Otecel in Ecuador [2:02/019]. Telia Swedtel was established in Brazil for the provision of 
consulting services as well as training and network construction [2:01/017]. High cost of 
leased lines contributed to Unisource’s continued poor financial result. From a long-term 
perspective, Telia took the decision to decrease its holding in the JV [2:02/021]. 
 
Telia Infomedia experienced a continued demand for outsourced call center solutions and 
telemarketing services. During 1998, Telia was the first company in the Nordic region to offer 
digital TV services in Sweden. Sirkus, an Internet portal, similar to the Swedish passagen.se 
was launched in Finland. Other portal ventures were launched in the Nordic region 
[2:02/010]. In Denmark, Telia acquired a stake in Egmont Online, a company within the 
Egmont group. Both digital TV and the portal business ventures showed negative results; the 
former due to high initial investments and the latter due to low advertising revenues and few 
transactions over the Internet [2:02/010]. 

Corporate and ownership structure 
A new organizational structure was implemented as per April 1, 1998, including eight, rather 
than six, business areas and three market areas, i.e. Telia Denmark, Finland, and Norway 
[2:02/018]. The business areas were Telia Network (previously Network Services) excluding 
the mobile network operations and including Swedia Networks, Telia Public Communication 
including Telia Nära, Telia Corporate Communications, i.e. Telia’s e-commerce operations 
previously within Infomedia and now bundled under Telia Electronic Commerce and Telia 
Light for the provision of IP based telephony, Telia Mobile Communication including Telia 
Mobile AB and the mobile network operations within Network Services, Telia System and 
Service (previously Business Systems) including installation, service, etc. in Telia System and 
Service, and Telia IT-Service, Telia Infomedia excluding Telia’s e-commerce operations and 
including Telia InfoMedia Reklam, Telia InfoMedia Television and Telia InfoMedia 
International, Telia Financial Services including Telia Finans, Sergel Kredittjänster, Telia 
Billing, Telia Försäkring, Telia International including Telia Overseas, Telia Swedtel, and 
Unisource. In addition, the corporate structure included a number of Support Units, e.g. Telia 
Assists, Telia Research and Telia ProSoft and one additional Business Unit, i.e. Telia Handel. 
 

Telia’s strategic focus included to increase its cooperation and acquire equity 
interests in tele- and data communications companies with strong positions in 

R&D and/or marketing. The rationale was to share and reduce risk and to create technologies 
that could be broadly accepted within the industry, thereby creating “de facto” standards 
[2:02/014].  

1999 
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This strategy can be detected in the negative cash-flow (i.e. investments) in shares and 
participations between 1999 and 2000 (see Figure 3:5). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 3:5 Telia cash-flow (MSEK) in shares and participations 1994-2000 (source: Telia) 
 
From a broader perspective, Telia’s strategic ambition could also be achieved by merging 
with another strong operator. As a consequence, Telia announced publicly its intention to 
merge with Norwegian Telenor AS. Strategically, Telia decided to increase its focus on 
specific product/market segments. Geographically, Telia would focus on some major 
international markets, primarily European country markets, i.e. France, Italy, Spain, UK, 
Germany as well as the US market, in addition to its “home markets”, i.e. Sweden, the Nordic 
and Baltic sea region [2:02/019]. Competition in the end-user segment continued to increase. 
Telia could however compensate for lost business in the end-user segment, i.e. its retail 
business, through its wholesale business targeted at competing operators and service providers 
[2:02/012]. In addition, an increased use of the Internet was noticed. Some of the churn in 
Telia’s fixed network was due to subscribers migrating from fixed to mobile networks and 
services [2:01/022]. 
 

“…commercially it’s hard to see how all traffic will be transferred to mobile communications…cellular 
systems are not as cost effective as fixed…and with reference to Östen Mäkitalo…mobile will never 
become as cost effective as fixed…it’s different in different markets but generally speaking there is a cost 
difference equivalent to a factor 10…this is in cellular…GSM… if you would like to migrate all these 
fixed minutes to mobile we need to make huge investments in the mobile network and also need to bring 
the prices down substantially…technically I don’t think we can fit that amount of traffic in the GSM 
frequency band…maybe in 3G… What we try to do instead is to find the best form of access at any given 
situation…in an office we can offer wireless communications through DECT [2:01/022, K. Rådne]…” 

Strategic focus 
The liberalization of the telecommunication industry, open systems architectures, and 
inexpensive technologies such as Java and IP- technology enabled smaller companies to enter 
the telecommunication industry. Those developments also enabled the creation of common 
platforms shared by different industries. In combination with customers’ outsourcing, and 
their requirements for having one supplier responsible for all kind of communications, this 
drove competition as well as the convergence of various industries (e.g. data- and telecom) 
[2:01/020]. 
 

“Our customers usually define IT in four dimensions…operations, applications, desk-top, and 
networking…what is networking…data communications and telephony…both fixed and mobile… When 
we are requested to take responsibility for “networking” [in an outsourcing solution]…including LANs, 
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PABXs and so on…I understand that the convergence between IT and telephony is no longer something 
that we discuss on an abstract level within the industry…it’s happening because the end-users…our 
customers…are requesting this to happen…convergence is customer driven…technology is only an 
enabler…people think that convergence is driven by technology…IP technology for instance [2:01/020, 
K. Rådne]…” 

 
Telia made explicit its ambition to cooperate with other major telecommunication companies 
in order to speed-up the R&D process, share risk and to create technologies that could be 
broadly accepted within the industry, thereby creating “de facto” standards. This meant that 
Telia would continue its cooperation with traditional telecommunication companies such as 
Ericsson, however to seek cooperation with other companies primarily within the 
datacommunications industry, e.g. Oracle, Sun Microsystems, Apple, etc. As the speed in 
which companies developed new products and technologies increased, it became increasingly 
difficult to gather necessary information with regard to such developments within the 
industry. As a consequence, Telia actively searched for cooperative arrangements with 
partners, including other operators, in this area of marketing, e.g. business intelligence. 
Agreements were made with, among others, operators such as KPN and Swisscom [2:02/014, 
2:02/015]. 
 

“My perception of this “old”, closed value chain, is that it’s dead…so the main question isn’t really who 
will own the customer but rather how do we cooperate technically and commercially, make alliances, 
partner with each-other so that we can get this new world up and running…then things will happen… If 
somebody believes and tries to manage the whole thing…no development will occur…the whole thing 
will stop…not even Microsoft is able to take care of this gigantic world of IT and telecommunication 
[2:02/014, K. Karlberg]…” 
 
“Operators together with the suppliers used to be responsible for driving this industry…we made a great 
contribution in developing mobile telephony, we standardized the technology, created international 
roaming…last couple of years we have seen the IT companies, in part, being responsible for driving 
this…many new services were introduced during this period [2:02/015, K. Karlberg]…” 

 
On January 20, 1999 Telia announced publicly its intention to merge with Norwegian 
Telenor. A Letter of Intent was signed on March 30, 1999. The main reason was said to be to 
create synergies and lower operational costs. The intention was to create a joint company, 
owned 60% by the Swedish government and 40% by the Norwegian government, and to float 
such company, reducing the shareholding of both governments to approximately 33%. On 
December 16, 2002, however, all efforts regarding the merger between Telia and Telenor 
were unsuccessfully terminated. The official reason was the Telia and Telenor were not able 
to agree on the future strategy of the company [2:02/013]. 
 
Strategically, Telia decided to increase its focus on specific product/market segments. 
Geographically, Telia would focus on some major international markets, primarily European 
country markets, i.e. France, Italy, Spain, UK, and Germany as well as the US market, in 
addition to its “home markets”, i.e. Sweden, the Nordic and Baltic Sea region. The Swedish 
market as well as other markets in the Nordic region for cellular services had become 
saturated and Telia had to actively seek international markets in order to continue to grow its 
mobile business [2:02/019]. Product-wise, Telia decided to focus on its wholesale and retail 
business of communications [2:02/012]. With regard to 2G mobile services in its home 
markets, Telia’s strategy remained to build and operate proprietary networks. Other regions 
were to be entered through acquisitions or through establishing service providers. 
Nevertheless, with regard to 3G mobile services outside its home markets, Telia decided to 
acquire UMTS licenses and to apply the same strategy as in its home markets. 
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Product strategy and product portfolio 
In order to comply with Swedish regulations, “number portability” was introduced during the 
year. In the corporate segment, number portability had a limited impact on the churn-rate. 
According to Telia, the reason for the low churn-rate was because most corporations had 
already made a conscious choice with regard to their service provider. The first larger broad 
band business was signed during the year between Telia Partner and HSB, one of Sweden’s 
largest real-estate companies, to install 35,000 broad band access lines based on LAN and 
ADSL in the copper network [2:01/004, 2:02/012]. 
 
Telia Public Communication continued to focus on Internet and IP-telephony. IP-telephony 
was packaged and marketed under three different brands; “iCall”, “Budget Call” and 
“Microsamtal”. iCall enabled the subscriber to make a telephone call while surfing the 
Internet. Budget Call enabled the calling party to place a pre-paid IP call through his/her 
ordinary telephone or, at the subscriber’s choice, to pay through his/her credit card. 
Microsamtal enabled the subscriber to make a post-paid IP telephone call, just like in any 
other narrow band telephone service. “Duocom”, a subscription targeted at private end-users, 
including ISDN, Internet, number presentation and Telesvar was launched. 
 
As an Application Service Provider, Telia’s ambition was to develop modularized service 
applications in cooperation with major software development companies, e.g. Microsoft, in 
order to deliver cost effective and customized solutions. An example is the “Telia SiteCall” 
service application developed and launched by Telia Light, the organizational unit within 
Telia entirely focused on IP-telephony. This application enabled customers browsing a 
company’s homepage to call customer services free of charge [2:01/012]. 
 

“In order to increase network efficiency we work actively to modularize and standardize our network 
components…this also enables us to rationalize the development of new services…if you have 
standardized network components…the interfaces between the transport network and the service level of 
the network…you will no longer have a 1 to 1 relationship between the component and the service…you 
may develop a variety of services based on one component…in additional you can have a quicker time-
to-market…previously you had to implement new services in the switch…new services were dependent 
on the development of the switch…today…by having standardized interfaces to and from the switch…we 
can quickly connect a variety of different “boxes” containing different services… This has also been an 
important development in the industry…the separation of technology and businesses in different 
layers…operations and service provisioning…network nodes [e.g. the switch] and service nodes [e.g. 
voice mail] [2:01/012, K. Rådne]…” 

 
Telia Electronic Commerce AB developed several e-commerce solutions for corporations, 
companies and retailers in cooperation with VeriSign, a company specializing in secure 
payment solutions over the Internet. 
 
The first UMTS call was made in cooperation between BA Mobile Communication and 
Ericsson at the joint development center in Kista, Sweden [2:02/028]. A major challenge 
became to develop business models for packed switched data transmission, as in UMTS and 
GPRS systems, based on data volumes rather than “airtime” as in circuit switches systems 
(e.g. GSM) [2:01/027, 2:02/016, 2:02/017, 2:05/019]. 
 

“Today we only charge on a per minute base…in its essence, the per minute price depends only on how 
far you are calling…other pricing methods are being introduced…flat rate and so on…I expect to se a 
variety of different pricing methods as we introduce more content and services into our networks…and as 
IT and telecom merge [2:01/027, K. Rådne]…” 
 
“All pricing…towards end-end user, between operators…is built on one single unit…seconds…now 
when data services are getting more important…seconds as a pricing unit doesn’t work…we need to 
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implement other units for relevant charging…the industry needs to agree on what we should be charging 
for and how…these questions are related to a new business models [what to charge] and technology [how 
to charge]… it’s quite obvious that the industry needs to have a common view on what we should be 
charging…you can’t have one [operator] that is charging based on “time”…another based on “kbit” and a 
third based on…something else…this has to do both with the technology and the commercial issue 
[2:02/016]… Commercially, I believe we [the operators] will be able to solve this through GSM 
Association, an organization where you find both operators and suppliers…and drives this 
internationally…the operators will have no problem in agreeing on “what” to charge…now, with regard 
to technology…previously you had only a few suppliers of service platforms…Ericsson, Nokia, 
Motorola, Siemens, Nortel, Alcatel…if you could convince three of these suppliers you had a world-
standard…today there are so many suppliers of service platforms…all these suppliers must be able to 
“play” with each-other…otherwise the whole thing will fall…somebody needs to take the lead in order to 
drive the standardization process within this industry…this must be one of the major suppliers…there is 
no other way…probably jointly with some other big players…the application providers…Microsoft for 
instance… We need to understand that this industry is in the middle of a gigantic shift…from voice and 
SMS to data services [2:02/017, K. Karlberg]…” 
 
“In the long run, two components will dominate the business logic in this industry…a big bucket of usage 
and airtime that you pay for…like in the U.S…. you pay a fixed amount let’s say every month, and then 
you can send as much data as you like…voice, data, video, whatever… This will be the subscription 
fee…in addition, you will have to pay for certain premium services and applications…like cable-
TV…you pay a monthly fee and get some basic channels, then you need to pay extra for specialized 
channels…look at games…with our new phones you can download new games…new levels…for about 5 
crowns…people think it’s really cheap…compare with a Nintendo game…its like pay-per-view 
[2:05/019, J. Wäreby]…” 
 

 
Telia became one of the first operators in the world to launch a so called “WAP-portal”, for 
the provision of content to the mobile Internet. The WAP-portal was developed jointly with 
Oracle and the mobile Internet services were packaged and launched under the brand 
“MyDOF” [2:02/001, 2:02/010]. 
 

“At the time we launched Speedy Tomato and other internet portals we thought that transport networks 
would become a commodity…so we started to discuss what is our core business… First of all we came to 
the conclusion that we can not let go of our customer…we need to own the relationship…so in conclusion 
we saw ourselves as a service provider…The next question was how will the customer utilize and manage 
the services offered to our customers… we concluded we needed to develop these portals…Speedy 
Tomato for instance was how we presented our services in markets where we didn’t own a 
network…where we acted as a service provider…we called it MVNO, Mobile Virtual Network 
Operator… the idea to use the WEB as an important tool for reaching-out to our customer and to use it as 
a customer service tool has never been abandoned… MyDOF came in –99, Europe’s first WAP 
portal…we launched unified messaging and mobile data in –98…we still have telia.se, teliamobile.se, 
halebop.se, comhem.se, and MyDOF… As a “halebop-customer” your SIM-card is attached to the portal, 
which means that you can manage your services through the portal, manage your pre-paid account and so 
on [2:02/010, K. Karlberg]…” 

 
Telia System and Service (previously Business Systems, Telia System och Service AB, Telia 
IT-Service) continued to grow and Telia launched several new service packages, e.g. “Telia 
Care” and “Telia Partner”. 
 
Several security systems for Internet payment solutions were developed and launched by 
Telia Financial Services, including “eCHARGE” and “PayIT”. Internet purchases were 
charged either directly through bank account transfer or through the telephone bill. In 
addition, Telia Clearing House was launched enabling financial clearance between ISPs and 
international carriers. 
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The R&D focus of Telia’s Support Units, including Telia Research, remained the same as 
during the previous year and included such areas of research as Internet and IP based 
communications, mobility, e-commerce and broad band access. It also put effort in how to 
integrate technological platforms, i.e. how to integrate broad band access and transport 
networks with cable-TV, IP technology, etc. In addition, the Internet site telia.se was 
developed to offer subscribers billing information through “Mina Sidor”, the phone book 
through “Vita Sidor”, and other value added services, free of charge, e.g. SMS services and a 
test site for IP-telephony. “Mina Sidor” was developed in cooperation between Telia and, 
among others, Sun Microsystems. Several Machine-to-Machine services were developed 
during the year through joint venture companies such as Wireless Maingate AB, a company in 
which Telia had a 30% interest, and WirelessCar AB, a joint venture company between Telia, 
Volvo and Ericsson. The former developed e.g. remote monitoring of electrical systems and 
other technical equipment and the latter developed applications for the “intelligent car”, e.g. 
enabling the driver to read tire pressure, etc. At the time many of the applications that were 
developed never turned profitable. Later Telia came to be more restrictive in terms of 
engaging in “experimental” development projects, thus making sure that the development 
work was likely to result in a valued application and, as such, profitable [2:01/023, 2:02/001, 
2:06/002]. 
 

“All services that we develop today need to be bring value to our customers…they need to mirror some 
sort of need that they have…bring a solution to a problem…if they [the services] do they will also be 
profitable…some services however are aimed at creating customer loyalty…when customers get used to a 
certain service they usually don’t go to our competitor only because they get a smaller discount on the 
minute price [2:01/023, K. Rådne]…” 
 
“With regard to mobile internet, the issue has not been to generate new ideas but rather to implement 
them, and…most difficult…to package, market and sell them… What characterized this period during –
98 and –99, but also in 2000…is that all ideas were worth trying… Today we need to look if they are 
economically feasible…at profitability…if there is a market… there are no killer applications to be found, 
they already exist…one is voice and the other one is mobility…but it was like shouting in a desert… We 
have launched positioning services in MyDOF…based on triangulation…our positioning services are 
based on the principle “closest to you”…the drugstore closest to you, the gas station closest to you…and 
so on [2:02/001, K. Karlberg]…” 
 
“During the last hundred years of the telecommunication’s 127-year old history we have been involved in 
delivering voice from one end to another. At least 99% of the business was related to voice… The last 30 
years or so we have introduced another dimension…voice not solely between two physical locations but 
also between individuals…mobility in other words… We have known for a long time that this was 
possible to do, Bell-Labs described already in 1948 how to build high capacity cellular systems…but it 
took almost 30 years to actually implement this… Technology needed to catch up [2:06/002, K. 
Hellström].” 

Network operations and service provisioning 
Despite the fact that Telia Network estimated that narrow band, circuit switched telephony for 
voice services would remain its most important business for years to come, an extensive work 
began in order to replace the traditional telecom switches with routers enabling packed 
switched, broad band information services. Heavy investments were made in order to meet the 
increased competition in the international carrier business, i.e. wholesale of network capacity. 
Investments were primarily made in the so called “Vikingnät”, the pan-European fiber 
network. The fiber network between Århus and Hamburg and between Paris and London were 
launched commercially [2:01/016, 2:02/012]. Investments were also made in the transatlantic 
TAT-14 cable in which Telia had a minority interest. 
 



Telia 

 

55

Eventually, Telia Mobile Communication expected regulations to stipulate that operators 
would need to make available excess capacity in their cellular network to other service 
providers [2:01/025]. Additional 36 roaming agreements were signed during the year. During 
the year, Telia made available such excess capacity to three external service providers. In 
Finland, Mobile was awarded one of total four UMTS licenses. 
 
Prices for customer placed equipment continued to fall. Through cooperative arrangements 
with equipment suppliers, Telia’s role in the corporate business segment increasingly became 
service provisioning of corporate telecommunication outsourcing solutions, rather than the 
traditional operator’s role. In this segment, Telia’s focus was to act as a systems integrator, 
primarily through Telia Promotor AB [2:01/002, 2:01/018], and as an Applications Service 
Provider primarily through Telia Light. 
 

“If we compare the telecom industry and the computer and data industry for a moment… we [the telecom 
industry] used to be very vertically integrated…I think we’ll soon be no longer… Just like IBM, Ericsson 
used to do everything themselves…then Ericsson outsourced manufacturing to Flextronics and 
others…they are becoming more and more a systems integrator [2:01/002, K. Rådne]…” 

 
Another focus area for the BA was outsourced Customer Relations Management, CRM, 
including contact centers and web-based solutions. During the year, Länsförsäkringar Wasa 
outsourced its entire IT operations (LAN, Internet, and security systems, so called “fire 
walls”) to Telia, including O&M and helpdesk services [2:01/004]. Similar agreements were 
signed with several other companies such as EDS and Previa. 
 
Telia Financial Services sold the real-estate company Telaris. Among the Support Units, Telia 
Business Innovation AB (TBI) was created in order to commercialize new product and service 
innovations within the emerging “infocom” business, i.e. the merging of telecom, data, media 
and information through the Internet, IP technology, broad band and wireless 
communications. TBI was operated as Telia’s venture capital company. 
 
Telia International, in joint cooperation with Sonera, continued to focus its international 
expansion to the Nordic region, the Baltic Sea region and Russia. Telia, however, made 
additional acquisitions and equity investments in e.g. Spain and Ireland in areas such as IP-
telephony wholesale. Telia’s operations in Italy and most companies within Unisource were 
sold [2:02/021]. 

Corporate and ownership structure 
On March 1, 1999, replacing Mr. Lars Berg, the board appointed President and CEO Mr. Jan-
Åke Kark, previously President at Ericsson Microwave Systems. On October 14, the same 
year, replacing Mr. Jan-Åke Kark, the board appointed President and CEO Mr. Stig-Arne 
Larsson [2:02/018]. In March 1999 International Carrier was established as a separate 
Business Unit within the BA Network, focusing on the international wholesale of network 
capacity, including voice and IP-connectivity, to virtual operators and service providers 
[2:01/007, 2:01/008, 2:02/012]. 
 

Telia’s strategic focus included to active search for synergies and focus on core 
competencies in order to be able to meet the increased competition. Telia 

presented a strong income statement (net profit, margin) and balance sheet (ROA). 
2000 
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In fact, this was a record year (all-time high) considering the period 1994-2001 (see Figure 
3:6 and Figure 3:7). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 3:6 Telia net profit and net margin 1994-2002 (source: Telia) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 3:7 Telia ROA (%) 1994-2002 (source: Telia) 

Strategic focus 
Due to the increased competition and price pressure, Telia continued to look for synergies 
between business units as well as with other external companies. One of Telia’s strategic 
focus during the year was to increase its focus on its core competencies and to divest other 
businesses, primarily areas such as network deployment and operations (e.g. installation, 
maintenance, admin support, etc.) international consulting and call center business, and 
infomedia (e.g. catalog business) [2:01/017]. In order to increase flexibility and to focus 
investments and resources to areas incorporating Telia’s core competencies, Telia took 
decisions and actions to streamline the organization and to divest businesses in which it could 
not find any synergies [2:02/018]. Telia’s core businesses were defined as “mobile services”, 
“fixed services” and “portals” [2:02/010]. In addition, Telia defined a fourth business 
portfolio, “Equity” including Telia’s financial investments [2:01/024]. Telia core business 
fixed services was further defined as primarily the international carrier business and 
broadband Internet. Its ambition was to develop high quality at competitive prices through 
proprietary networks and become one of the three largest wholesalers of capacity in Europe 
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and own one of the five largest IP networks in Europe and the U.S. A proprietary network 
would allow Telia to control its costs and to develop and offer different service levels to its 
customers. Within mobile services, Telia’s ambition was to become the largest in terms of 
turn-over and number of subscribers in the Nordic region. Outside the Nordic region, Telia’s 
ambition was to become the leading mobile Internet network operator and/or service provider 
depending on the regulatory conditions in each specific country market. Through the portals, 
Telia’s third core business, Telia’s ambition was to create a strong brand and platform to 
support its other two core businesses, mobile and fixed services [2:02/010, 2:02/022]. 

Marketing, sales and distribution channels 
In Sweden, Telia considered several segments in the telecommunication industry to have 
reached saturation. Approximately 1.4 million subscribers had a fixed, mobile and Internet 
subscription of which only an estimated 25% had chosen only one service provider for all 
three services. Telia’s efforts turned to focus on increasing customer share rather than market 
share by creating loyalty programs, e.g. Telia Fördel. Telia Fördel targeted the high-end user 
segment, in an effort to make the subscribers to place all purchases of telecommunication 
services with Telia. Points collected on any service delivered by Telia, could be traded against 
additional services, i.e. pre-paid services, by subscribers enrolled in the loyalty program. 

Product strategy and product portfolio 
“TeleHost” was successfully launched by Telia offering Swedish corporate customers IP 
telephony. In cooperation with Ericsson, Telia Mobile was the first operator world-wide to 
commercially launch so called “positioning services”, e.g. “Gula Sidorna Nära Dig” and 
“Yacht Position Nära Dig”. The latter enabled sailors to find information on the closest harbor 
or sea gas-station, or to obtain local weather forecast, etc. [2:02/001, 2:02/028]. Through, 
Markanda Marknadsplats AB, a JV company with FöreningsSparbanken, one of Sweden’s 
largest banks, Telia started to develop secure payment solutions for m-commerce. Telia also 
began to experiment as a Wireless Application Service Provider (WASP). “Permitto Care” 
was one of the applications provided by Telia as a WASP. The application targeted the health 
care sector and was developed in joint cooperation with “Hemtjänsten”. It enabled nurses to 
have instant access to important information on their patients and to document and report 
events and measures taken during a working day. Hemtjänsten paid for the service provided 
by Telia and Telia took responsibility for O&M, training, etc. Several value added SMS 
services were developed during the year, e.g. “Park&Ring”, a service developed in 
cooperation with Stockholm Parkering for payment of parking fees through a mobile phone, 
services enabling subscribers to down-load ring signals, send greeting cards, etc. In order to 
lower costs for acquiring new subscribers, Telia launched “Mobil Fri” a non subsidized 
subscription with no minimum sign-up period. Under New Business and in cooperation with 
Oracle, Telia invested venture capital for the development of the mobile portal Halebop 
[2:02/010]. Other ventures that New Business undertook included Telia GlobalCast 
Interworking AB, owner and operator of networks for high speed mobile data, Wireless 
Maingate AB, for the development of mobile, machine-to-machine (M2M) solutions, 
Wireless Car AB, a joint venture company between Telia, Ericsson and Volvo, Telia Bright, 
for IP telephony targeted at corporations, and the joint development with Scandinavian 
Airlines Systems (SAS) of wireless access to Internet in flights, enabling e.g. to send and 
receive e-mails during flights. Telia in cooperation with Inmarsat became the first service 
provider in the world to launch a Global Area Network service, a 64 kb/s data 
communications service covering virtually the entire world. 
 
Telia Private launched several services during the year, e.g. “Röststyrd Hänvisning” enabling 
subscribers to be re-routed by answering an automatic operator’s questions, message waiting 
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indicator for voice messages in the fixed network (i.e. the virtual answering machine) through 
the number presentation device or a special dial-tone, and message waiting indicator for e-
mails through the number presentation device or a mobile phone. 
 
The operations of Telia Business Innovation AB (TBI) were restructured. From 2000, TBI 
operated through two different funds in order to invest and support emerging technologies in 
the early stages, through a SEK 300 million fund, 100% owned by Telia, and during the 
growth and expansion phase through a SEK 500 million fund, joint owned by Telia and a 
number of institutional investors. In addition, Telia would dedicate SEK 30 million from its 
corporate budget to “entrepreneurial business development” and assist start-ups through its 
“VentureLab” by providing practical support, office facilities, and administrative support. 
“Demotel” was a networked organization, with no employees, created within Telia in order to 
evaluate and develop new ideas. Eventually successful ideas within Demotel were to be 
transferred to the line organization within Telia. 
 
During the year Telia, Ericsson and AP-Fastigheter agreed to establish a non-profit 
organization, FutureComFactory, in order to drive the development of the emerging 
infomedia industry. FutureComFactory was to become a global forum for open discussions 
among internationally recognized people within the industry in order to create and exchange 
ideas as well as to spread information [2:02/013]. 
 
Telia Research took the initiative to Hiperlan2 Global Forum, an international organization 
among tele- and datacom companies established to create a common view around future 
generations of wireless local area networks, WLANs [2:02/013, 2:01/004]. 

Network operations and service provisioning 
Telia Mobile upgraded its GSM network with so called HSCDS technology enabling data 
speeds up to 38.4 kb/s rather than 9.6 kb/s. Such “high speed” data services were made 
available to all Telia’s subscribers with a DOF subscription or to those subscribers that 
purchased the additional service package “Mobil Data”. MyDOF was made available to all 
Telia’s subscribers, including pre-paid subscribers. In addition Telia began the deployment of 
a Nordic mobile data network based on IP technology in order to support its future UMTS 
(3G) services. On December 16, 2000, PTS announced that Tele2, Hi3G and Orange had been 
awarded a UMTS license in Sweden. The reason, according to PTS, for not granting Telia 
such a license, was that Telia’s deployment plan was not feasible [2:02/023]. 
 

“In Sweden everybody was surprised when we didn’t get a 3G license, not only Telia…everybody 
assumed that we were going to win a license…and to some extent…they expected to benefit from Telia 
winning a license…should we have won a license we had to offer national roaming, allowing for instance 
Hutchinson to enter the market quickly…traditionally we have also been responsible for getting the site 
permits from the all the municipalities…now we had no reason to get engaged in this process…so when 
Swedish municipalities began to call Orange they always ended up with a French speaking person in 
Paris…that’s not how the municipality of “Eslöv” is used to work…we have been the ones that have 
taken initiatives in order to coordinate things…even Vodafone and Tele2 are used to see us taking a 
number of initiatives that benefit us all…now there was no one to take this responsibility…this of course 
slowed down the entire process [2:02/023, K. Karlberg]…” 

 
Telia signed a Letter of Intent (LoI) with the Swedish operator Tele2/NetCom AB for the 
establishment of Svenska UMTS Nät AB, a 50/50 joint venture company between Telia and 
Tele2/NetCom AB in order to exploit the UMTS license awarded to Tele2. The cooperation 
included network deployment and O&M, however excluded any service packaging, 
marketing, sales of the services [2:02/008, 2:02/023, 2:02/024]. 
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“…when we started to build the GSM system in 1990…services where launched in –91…at that 
time…competition was all about coverage, everybody promoted their coverage…did we share 
infrastructure, sites, towers, radio base stations…no…did vi share maintenance resources…no…why, 
because competitive advantage was build on this [coverage] at the time…we needed to have control over 
these matters… If you look at today’s GSM networks and futures 3G systems…coverage provides no 
competitive advantage… This means that these are the areas [e.g. to increase coverage by acquiring and 
constructing sites, install equipment] that are potentially open for cooperation…in order to bring down 
costs…or outsourcing [2:02/008, K. Karlberg]…” 
 
“We got the agreement fairly quickly [with Tele2]…we were notified on December 16, 2000 [that Telia 
was not awarded a license] and during the Christmas and new years holidays we signed the deal with 
Tele2…but we still needed approval from PTS and the Swedish Competition Authority…the Competition 
Authority took at least a year to notify us…during that year we couldn’t take actions… For reasons that I 
mentioned earlier…this probably delayed the entire process across the industry and the roll-out of 3G 
[2:02/023]… the reason why this “unbelievable”…”unbelievable” from an outside observer…agreement 
between Tele2 and Telia was that we had something that they didn’t…money…or at least, the means to 
get the money that was required…and they of course had something we didn’t have…a license…naturally 
these to match each-other perfectly…you need both in order to build a network [2:02/024]…of course the 
corporate cultures are different within Telia, Tele2 and Vodafone…but…most of us know each-other on a 
personal level…some of the thing you read in media are exaggerated and of course we all need to play 
our roles [2:02/025, K. Karlberg]…” 

 
The NMT 900 services were terminated. Telia however, kept its NMT 450 services for 
coverage purposes in less populated areas. In Denmark Telia was awarded a GSM 900 
license. Speedy Tomato AB, a wholly owned subsidiary of Telia, test-launched the mobile 
portal “Speedy Tomato” in the UK and Denmark. Through Speedy Tomato, Telia’s ambition 
was to establish itself as a mobile Internet service and content provider (MISP) in the 
European market [2:02/010, 2:02/022]. 
 

“When it came to 3G our international expansion strategy was to build our own networks in those 
countries where we already had a customer base…in markets where we didn’t have a customer base we 
planned to act as a service provider…through SpeedyTomato…we reasoned that we could not afford and 
didn’t have the time to build a network and a new customer base…incumbent operators have a heavy 
fixed cost structure originating from their network and license…they also have a strong customer base…a 
new entrant will probably not get the same strong foot-print and need to be careful with its cost structure 
[2:02/022, K. Karlberg]…” 

 
In various portions over the year, Telia acquired 100% of the Norwegian cellular operator 
NetCom ASA. The acquisition of Netcom contributed not only to becoming the market leader 
in the Nordic region but also in developing a multi-supplier strategy, including Ericsson, 
Nokia, and Siemens [2:02/007]. On November 2000, Telia, through NetCom, was awarded a 
UMTS license in Norway. 
 

“We have a multi supplier strategy…primarily Ericsson and Nokia on our cellular side…but other 
suppliers as well due to acquisitions…Siemens in Norway due to our acquisitions of Netcom [2:02/007, 
K. Karlberg]…” 

 
In March 2000, Telia Carrier and Network made available its access network to external 
operators and service providers. The number of customers increased from 50 to 120, 
generating approximately 15% of the BA’s turn-over. The BA continued to invest in 
backbone coverage and capacity. The transport network “Vikingnät” was further expanded as 
the fiber network from Frankfurt to Munich, Berlin and Düsseldorf went commercially 
available [2:01/016]. In addition, the Scandinavian transport network, “Scandinavian Ring”, 
was commercially launched. Telia’s market entry strategy in the U.S. was launched as Telia 
International Carrier through Telia Internet acquired the American Internet Operator Apex 
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Global Information Services, thereby classifying itself as a first-tier-supplier in the U.S. First-
tier-supplier companies were allowed to conduct so called “swap” agreements. By entering 
into two “swap” agreements, Telia got access to 18,000 km of fiber optical cable in the U.S. 
Telia increased capacity by migrating from circuit switched data to packet switched data and 
by implementing DWDM, a technology to increase capacity in the fiber optical network. In 
addition, Telia increased the number of Points of Presence (POP) in the “Vikingnät” from 27 
to 52 [2:01/016]. 
 
Telia Corporate noted an increasing demand for customer outsourcing solution and the BA’s 
product portfolio was divided into three “value areas”. Marketplace and Communications 
with Suppliers and Customers included e.g. customer contact centers, websites, portals, e-
commerce solutions and Internet banking. Internal Corporate Communications included e.g. 
voice and data communications, separate or through integrated IP solutions. Outsourcing 
included outsourcing solutions for voice and datacommunications, e.g. O&M, upgrades and 
updates of IT networks, business phones, and “Flexible Workplaces”, i.e. solutions enabling 
employees to work away from the office, from home or while on a business trip [2:01/018]. 
 

“A growing business is what we call “management services”…our customer sometimes ask us to take 
over their communications network…equipment, personnel…everything…an outsourcing solution 
[018]…if we do it we usually agree on a three to five year period…this is good because we make sure 
that we will have a solid customer relationship for a number of years…and a steady stream of cash…this 
business is also good because we are able to work close with the customer…assist to plan and implement 
upgrades…enhancements…migrate to IP [telephony] and so on…this creates opportunities both for our 
consulting business as well as our systems integrator business [2:01/018, K. Rådne]…” 

 
Great efforts were made by Telia to migrate from existing telecommunication networks to IP 
technology. The IP based services were packaged under “Business Class IP-nät”, including 
access and applications with the highest possible security level. During the year, Telia was the 
first operator in the world to offer, GMS services over an IP-network, a service branded under 
“BrightOffice” and operated jointly between Telia Mobil and Telia Corporate. “BrightOffice” 
was promoted as the “wireless office”, including data, Internet, fixed and cellular telephony 
through one single network, the corporations LAN [2:01/004]. “BrightOffice” was built on 
Ericsson’s product “GSM on the Net”. As an Applications Service Provider, Telia developed 
a library of applications (proprietary applications or applications supplied by external 
suppliers), e.g. NetApplication Office (MS Office), Instant Office, Instant Intranet and Instant 
WEB for development of WEB sites, Instant Education, for virtual education and training 
within schools and companies, Instant File Manager and Instant School, that the corporate 
end-users could access and pay for over the Internet. “Telia Business Broadband” was an 
Internet solution for companies based ADSL and including 24/7 service. “PlaNet”, an IP-
IVPN solution, was launched during the year targeted at small and medium sized companies. 
An enhanced IP-based version of Telia’s Centrex was developed and launched. Other general 
as well as specialized solutions were developed during the year, e.g. Telia DynamicWeb, a 
platform for building web-solutions, “Telia Streaming Media” a service for web-based TV 
broadcasting or “Internet-TV” used by major media- TV-broadcasting and other companies 
such as Sveriges Radio, SVT, Dagens Industry and ICA. 
 
A strong migration from narrow band dialed-up Internet (PSTN and ISDN) to broad band 
(ADSL and LAN) took place [2:01/004]. 
 
Telia Private estimated that the portals, through its content and applications, would drive the 
use of mobile and fixed communications and also enhance the communications and the 
relationship with its customers. The revenues, to be generated through advertising, 
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transactions and the purchase of content and applications offered though the portals, would 
offset the falling prices in the industry and position Telia as modern communication, 
information and service company rather than a traditional telecommunication company. Telia 
estimated that other revenue streams could be generated by exploiting its customer database in 
connection with its portals, and by establishing the portal business as a “consumer 
aggregator”, i.e. to act as shopping mall. Telia’s portfolio of portals eventually included 
Startsidan (startsidan.telia.se), and ComHem (comhem.se), Telia’s ventures in broad-band, 
cross-media portals, including WEB-TV, Speedy Tomato (speedytomato.com), MyDOF 
(wap.teliamobile.se), Halebop (halebop.com), Telia’s ventures in mobile Internet portals, and 
finally Scandinavian Online - SOL (e.g. passagen.se, sol.no, sol.dk), Telia’s venture in a pan-
Nordic portal service. On June, 2000, Scandinavian Online AB was listed on the 
Stockholmsbörsen. Telia’s holding in SOL remained almost 25% [2:02/010]. 
 
The companies within Telia Enterprises that experienced the largest growth were Swedia 
Networks AB, ComHem AB, and Direkt Respons i Sverige AB (DRS) in the call center 
business. Most of the other businesses within Telia Enterprises were divested. Divestments 
were conducted in one of three different ways; by transferring shares to other corporations, by 
introducing the company to the stock market, or by transferring the shares to a JV company 
established with another corporation. 22 of Telia Enterprises’ 27 ventures were in part or as a 
whole divested. 
 
Primarily due to regulations, Telia also decided to sell its Swedish cable-TV business 
operations, branded under “ComHem”. In order to prepare for such divestment, “ComHem” 
was incorporated in “ComHem AB” [2:01/005]. 
 

“One of the prerequisites for being able to merge with Sonera was that we had to sell 
ComHem…ComHem is for sale…this is not to been as a strategic change…we are forced to do it in order 
to comply with the competition authorities on an national as well as European level [2:01/005, K. 
Rådne]…” 

 
In other regions, Telia continued to expand its cable-TV operations, e.g. in Denmark, Latvia, 
and in Russia. Telia decided to divest its catalog businesses within Infomedia. Any Media 
Solutions AB was sold and Eniro AB was listed on the O-list of Stockholm’s stock exchange. 
Swedia Networks signed a major contract with Bredbansbolaget for the installation and O&M 
of 500,000 broad band accesses in Sweden and Norway. 
 
Most of Telia’s interests within Financial Services were sold. In addition, most of Telia’s 
interest within Support Services and Retail were sold, e.g. Telia Academy, a company 
specializing in management training, Telia Contracting AB, specializing in cellular systems 
consulting [2:01/017], and its 65% holding in Smålandsbörsen AB, specializing in the sales of 
pre-owned PCs. Telia Handel and Telia Fastigheter were kept within the group, however, 
several properties and real-estate holdings within Telia Fastigheter were also sold. Most of 
Telia’s interests within IT & Innovation were sold, e.g. Egmont Online and Telia’s interest in 
Thoreb ITMobil AB, a company developing mobile solution for public transportation 
companies. Telia Research and Telia Business Innovation were kept within the group. 
 
On June 1, 2000, Unisource was dissolved. The remaining holdings within the joint venture 
were transferred to the partner companies, in Telia’s case to Telia Telecommunications 
International [2:02/021]. 
 

“Through Unisource we expanded internationally in joint cooperation with our partner companies…with 
regard to Unisource I still believe that the idea in general was correct…but we were to early…it all began 
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with the alliance…with KPN, SwissCom, Telia and even Telefonica…at that time, competition and the 
world didn’t look like today…everybody still though they could manage by themselves…the parent 
companies had to strong influence on the alliance and eventually Unisource…it was difficult to agree on 
how we would divide the markets…Unisource could not act independently…Unisource was a co-owned 
company…I mean…at that time it was politically unthinkable to merge all these companies…so the only 
feasible solution was to create a co-owned company…the idea was for Unisource to make its own 
business…Unisource had a few licenses…the problem was that wherever Unisource went it found itself 
competing with one of the parent companies…and the questions always came up…should KPN pull back 
in Germany [the Netherlands] if a new license was resealed and should Unisource be allowed to compete 
with KPN in Germany [the Netherlands]…another question was…who is supposed to be responsible for 
the international traffic, let’s say between Germany [the Netherlands] and Sweden, Unisource or two of 
the partner companies individually…in this case KPN and Telia… I think that we would have a greater 
chance to succeed today…the mind-set is different… Unisource was sold [2:02/021, K. Karlberg]…” 

 
In Poland Telia was awarded a license to operate a nation wide fiber optical network through 
Netia. Netia was successfully introduced on NASDAQ. In Russia, Telia expanded its business 
by acquiring a minority interest in First National Holding, a company that owned 85% of the 
investment company Telecominvest, which in turn had made investments in around 30 
telecommunication companies in north-west of Russia. In February 2000, a Memorandum of 
Understanding was signed with Telecom Americas for the sale of Telia’s interest in TESS, the 
Brazilian cellular operator [2:02/019]. Vodafone made an offer to acquire Eircell, Telia’s 
cellular operator in Ireland [2:01/024]. 
 
Several other companies or organizational units were sold during the year including Telia 
Kompetens and Telia Konferens. Telia, Skandia, one of Sweden’s largest insurance 
companies, and WM-data established a joint venture company, IN Ackuratness. The purpose 
of IN Ackuratness was to service the three individual corporations with administrative 
support. Consequently, Telia transferred some of its administration to IN Ackuratness. The 
parties held 1/3 each of the joint venture company. 

Corporate and ownership structure 
On January 7, 2000, replacing Mr. Stig-Arne Larsson, Telia’s board of directors appointed 
President and CEO Mr. Jan-Åke Kark. On October 11, the same year, replacing Mr. Jan-Åke 
Kark, Telia’s board of directors appointed acting President and CEO Mrs. Marianne Nivert, 
previously president of BA Carrier & Nät [2:02/018]. In order to support Telia’s new strategic 
focus, a new organizational structure was implemented in the beginning of 2000, including 
five, rather than eight, business areas, responsible for marketing and sales through to O&M, in 
Sweden as well as internationally [2:02/018]. 
 

“We have had many re-organizations…partly because we have had many different CEOs…Since 1987, 
when I joined Telia, I don’t know of any re-organization that didn’t aim at strengthening our customer 
focus and relations…in that sense we have been consistent…this is the main reason for all these re-
organizations [to increase customer focus]…our view on our customers hasn’t changed…what has 
changed is our view on how we best are able to service our customers and get result in a customer 
focused organization…we have had a more product oriented structure…mobile internet and fixed…and 
today we have a more geographical oriented organization…our sales organization has also been organized 
differently over time…we used to have “Megacom” for large corporations, “Företag” targeted at middle 
sized companies, “Nära” when it came to small companies and private end-users and “Publik” targeted at 
governmental institutions and organizations… We have changed this from time to time…but the basic 
principle has always been the same…how different customer segments should be approached…through 
face-to-face sales meetings, mass marketing and so on… We have always had one product organization 
and one market organization…and the basic principles for how to organize these two have remained the 
same over time… In our product organization we have tried to organize so that we can achieve maximum 
synergies… Achieving the best possible relationship with our customers while creating maximum 
synergies in our operations have been our guiding principles when organizing Telia on a corporate 
level… Today, I think that most people within Telia agree that we now need stability…we need to allow 
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the organization to settle down…prove itself before we start re-organizing again…if you re-organize to 
often you will never be able to evaluate [2:02/018, K. Karlberg]…” 

 
The activities between the BAs were now to be coordinated through traditional business 
transactions. The three market areas remained the same. The five business areas were Telia 
Mobile, Telia Carrier and Network, Telia Corporate, Telia Private and Telia Enterprises. No 
specific business area was created for Internet and IP based services. IP technology was to 
become an integral part of each BA. Telia Mobile was responsible for Telia’s mobile 
business, including mobile networks, and mobile services as well as other wireless networks 
and services in Sweden and internationally. Telia Carrier and Network was responsible for the 
wholesale of network capacity for telephone and IP traffic in domestic and international 
markets [2:02/012], as well as services such as network construction and O&M. In its 
essence, the wholesale business was defined as the sales of excess network capacity in the 
transport and access network to service providers and virtual operators, including other BA’s 
within Telia [2:01/013, 2:02/012]. 
 

“Ultimately the network we have must be considered a sunk cost…we need to get a return from that 
investment…irrespective of whether we have to allow service providers to utilize it and allow them to 
compete with us… All in all, although this is not our main business, we consider it a good business 
[2:01/013, K. Rådne]…” 

 
Telia Corporate targeted large corporations and Telia Private targeted private end-users and 
small companies. Both BAs acted as service providers and retailers for Telia’s entire product 
portfolio. As service providers they were responsible for customer services as well as for 
packaging equipment and services from Telia and other communication companies in order to 
serve their specific target segments. Telia Enterprises encompassed operations that eventually 
were to be included in other BAs, or divested as a whole or in part. Telia Support Units 
included e.g. Infomedia, Financial Services, Telia Research, Telia Business Innovation and 
Telia’s investments outside the Nordic region. 
 
In May 2000, the Swedish government decided on a new issue of 150,000,000 shares and to 
make a public offering of 30% of Telia’s shares. In June 13, 2000 Telia was introduced on the 
A-list of the Stockholmsbörsen [2:02/019]. After such introduction, the Swedish government 
kept a majority interest of around 70% of Telia’s shares. Over the years 2000-2002 this figure 
did not change much (see Figure 3:8). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 3:8 Telia largest shareholders 1994-2002 (source: Telia) 
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At the introduction, 23% of the shares sold were purchased by private Swedish investors, 41% 
by Swedish institutional investors and 36% by foreign private and institutional investors. End-
of-year such statistics had changed to 20.6% (Swedish private), 63.5% (Swedish institutions) 
and 15.9% (foreign private and institutions). Telia increasingly began to focus on creating 
shareholder value and its dividend policy was to return to its shareholders 15-25% of the net 
result on an annual basis [2:02/026, 2:02/027]. 
 

“From an outside perspective…the shareholder value that we create is very important…and if corporate 
management are looking for a comfortable life…I understand we need to focus on this [to create 
shareholder value] to some extent…It’s reasonable to say that we have moved towards a shareholder 
value perspective since we were floated on the stock market…of course… From an inside perspective on 
the other hand the world looks quite different…there are so many things you need to consider…I think 
that there are things that we have done, development-wise, that would not have be possible as a company 
listed in the stock market…some things need a longer time perspective…time perspective now is in 
general 3 months…long-term development plans are hard to fit in this…but of course…market 
capitalization is extremely important…I agree…the operative staff should be more focused on creating 
value for customers and competitiveness…top management and the board need to communicate and 
satisfy the shareholders [2:02/026]… Our New Business organization acted very much like a venture 
capital company does…The rationale for creating this organization [New Business] was simply because 
we realized that we were not capable of doing everything by ourselves…the value chain had become less 
integrated…we needed partners that quickly could develop new services, games, payment solutions and 
so on…at the same time we thought we needed to have a stake in these companies…we don’t think that 
today…when we were introduced on the stock market…during the first half of 2000…future ventures, 
research developments…all this needed to be visible…and this was one way of showing were we were 
going [by having a stake in a number of development companies]…of course when the stock market went 
down and…and focus became on…having no R&D at all…of course this affected our strategy in this 
respect…to some degree… Considering the shareholder value perspective…at the time your stock price 
went up if you focused on R&D, acquisitions and so on…today “less is more”…your stock price go up if 
you cut R&D expenditure, outsource…this in combination with…we began to think that partnering, 
cooperation was a better solution…the way the industry looks today…our old strategy would mean that 
we would have to have an “infinite” number of small shareholdings…we realized that the world that we 
lived in was much bigger…many more players were involved…and we recognized that we needed more 
flexibility…sometimes it even became problematic to have a shareholding in a particular company…you 
“automatically” excluded the possibility to cooperate with some other companies [2:02/027, K. 
Karlberg]…” 

 
Despite the fact that Telia claimed to be focused on creating shareholder value, it never 
became very successful; neither in terms of “driving” the share price nor in terms of yielding 
a substantial direct return (refer Figure 3:9 and Figure 3:10). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 3:9 Telia adjusted share price (B-share in SEK) 2000-2002 (source: Stockholmsbörsen) 
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Figure 3:10 Telia direct return on B-share (%) 2000-2002 (source: Telia) 

Other important events 
According to Telia, global efforts regarding “sustainable development” could eventually 
become an important source of competitive advantage. Less economical transports could be 
replaced by e-commerce solutions, business travels substituted by teleconferences, and 
telecommunication equipment by virtual services, e.g. TeleSvar replacing the traditional 
answering machine. 
 

Telia’s strategic focus included to focus on its core businesses by creating 
centers of excellence within mobile, internet services, international carrier, and 

networks. Telia was to develop itself to become a “market maker”, i.e. to take responsibility 
for driving the industry both with regard to products and services as well as its “business 
logic” [2:01/006]. Its international strategy became limited to the Nordic and Baltic Sea 
region, Poland and Russia [2:02/019]. Telia’s financial results weakened dramatically 
compared to previous year. 

Strategic focus 
As most of the divestments were completed during 2000 with regard to product and service 
areas outside Telia’s core competencies, in 2001 Telia began to focus its operations 
geographically to the country markets in the Nordic and Baltic Sea region, Poland and Russia. 
Approximately 25 additional organizational units were divested or outsourced [2:02/004, 
2:02/005, 2:02/006]. On completion, Telia estimated that only a few product areas remained 
to be sold, e.g. its business related to telecom equipment leasing, collection and venture 
capital business. The rationale behind this focus strategy Telia claimed to be its leading 
position in the region and its possibilities to further exploit the economies of scale in network 
operations and the similarity among end-user segments in terms of culture and language as 
well as the great integration of the country markets due to substantial flow of information, 
products and services cross borders. The outsourcing of e.g. customer care centers would 
enable Telia to adapt quickly its cost structure to the economic recession [2:02/004, 2:02/005, 
2:02/006]. 
 

“We have been criticized for outsourcing our customer care…but customer care can mean different 
things…if you mean the responsibility for delivering quality customer care services we have never 
outsourced it…on the other hand if you mean hands on, picking up the phone and answering the 
customer…yes we have and still do… In Denmark we sold our customer care department to a call-center 
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company and then contracted this company…we are still responsible for service levels and quality 
standards… In Sweden we have large organization of our own but contract external firms during peak 
periods…this is also outsourcing…a different type of outsourcing that we use when we are overloaded… 
In Norway we do it entirely in-house [2:02/004]… I really don’t care who does the job…however I would 
never allow to let go of control, we must be able to decide quality standards and so on… The line goes 
where you can differentiate yourself… You may buy or sell according to a technical specification or a 
functional specification…and this goes for outsourcing…what you need to consider is the impact on your 
ability to differentiate… A simple rule is...if somebody else can do it better let him do it… In the 
uncomfortable situation when you need to be good at something and are not…the solution is not 
outsourcing…you have to improve… Outsourcing doesn’t mean that things get automatically 
cheaper…but you may on occasions achieve a higher degree of flexibility… Before you outsource it’s 
important to understand how the company that you are outsourcing to will be able to bring down your 
cost and still make a profit… One example is if you have a small organization that is outsourced to a 
much bigger one, then you can buy it back on the margin so to speak [2:02/005, K. Karlberg].” 

 
Despite the fact that Telia increased outsourcing and divestments, total assets increased (see 
Figure 3:11). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 3:11 Telia total assets (MSEK) 1994-2002 (source: Telia) 
 
As a consequence of the weakening financial results, Telia drastically reduced the total 
number of employees (see Figure 3:12). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 3:12 Telia number of employees 1994-2002 (source: Telia) 
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Another factor contributing to Telia’s geographical focus, previously mentioned, was that it 
seemed to Telia that the degree of customer loyalty, or the churn rate, was intimately related 
to its market share. In country markets as Sweden and Norway, where Telia had the largest 
market share, churn was low. On the other hand, in Finland and Denmark, were Telia had a 
lower market share, churn was higher. Becoming the market leader and developing customer 
loyalty and CRM were equally important and the success in one area contributed to the 
success of the other. Strategically Telia expanded its CRM programs not only to include the 
high end-user segment but also the “early adopters”. By attracting and retaining this end-user 
segment, i.e. the early adopters, Telia would support its aim at becoming a “market maker” 
(see below). Telia was now to act as a “networked organization” in close cooperation with 
partner companies and to be perceived as a center of excellence [2:01/024]. Its focus areas 
were now defined as the launch of the third generation mobile communications systems, 
increase band-width in the access network closest to the end-users, transform the international 
carrier organization from a technology driven organization, focused on network deployment, 
to a marketing and sales driven organization, to further increase service quality and customer 
services and finally to develop value added services, in fixed as well as cellular networks. As 
a whole, Telia aimed at becoming what was termed a “market maker”, i.e. to take 
responsibility for driving the industry and its development both with regard to products and 
services as well as its “business logic”, e.g. in terms standardizing the price carrier (e.g. 
access, content or both) in the industry [2:01/006]. 
 

“Sometimes we package “content” in order to assist our customers…like in the case of ComHem…or like 
we do with the content in some of the Internet sites we own and operate… If we decide to package 
content we need to make sure that it has a value to our customer…in some cases the perception is that the 
customer pays for the content and gets the access “free of charge”…like in ComHem… in some other 
cases we have the opposite… One of the most difficult things have been to understand the business 
logic…and I am not sure everything has been settled yet…how is money distributed along the value 
chain…who is to charge who…look at the packaging of content…it’s hard to get paid for packaging 
content…this has of course some value but it seems this cannot be unbundled and charged for separately 
from the content itself or the access…We need to make sure that everybody that brings value to the value 
chain can make money…everybody will benefit…it’s like an economical ecosystem…The business logic 
will emerge as a defacto standard…it will depend very much on the power position of the actors within 
the industry [2:01/006, K. Rådne]…” 

Marketing, sales and distribution channels 
Telia increased its focus on marketing and sales, billing and customer support activities 
towards both private and corporate end-users. Such activities were to be executed through 
telemarketing, the WEB, 83 proprietary and approximately 8,000 external retail shops, and a 
personal sales force [2:02/011]. 
 

“Teliabutiken started as point of service…a place where you could pick-up your phone…remember that 
the first thing that was opened for competition was the telephones…this was during the 80’s… If your 
telephone broke down you had to go there [Teliabutiken], and a technician sat there and got it fixed for 
you… customer support was located at Teliabutiken as well…you could do other things as well…pay 
your bill…and complain about your bill…and so on…but is was not a shop…when Sweden opened-up 
for competition we decided to make this point of service to a point of sales… It took us almost 10 years, 
the entire 90’s…to change the perception that this [Teliabutiken] was no longer a place you went when 
you had a complaint about your bill…that took a long time…we had to train people, get a new image and 
so on [2:02/011, K. Karlberg]…” 

 
Telia Kundtjänst, Telia’s customer support organization, was developed into a “contact 
center” rather than the traditional “customer support center”. The contact center enabled end-
users to reach specialized teams within Telia through various forms of communications. 
telia.se was launched during the year as a tool for self-service. Telia Online was a cost 
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effective self-service, web-solution (portal) through which corporate customers could 
purchase standard, pre-packaged communications solutions [2:02/010]. Through Telia 
Partner, corporate customers could meet with specialists in areas such as integrated network 
solutions, IT, mobile technology and outsourcing [2:01/018]. 

Product strategy and product portfolio 
In Sweden, Telia Mobile cooperated with a total of 7 service providers. SMS increasingly 
became a source of revenues and profits. GPRS was launched in Sweden, Norway and 
Finland. As Telia’s cellular network now could transfer larger data rates through GPRS, and 
in order to further exploit the cellular market for data services, Telia launched several new 
services based on SMS, e.g. Premium SMS, InfoBrain, QuickDeal, MobilQuiz, Botfighter, 
etc. and MMS - Multimedia Messaging Services, including images and video sequences. 
Additional “positioning services” were launched during the year, e.g. FriendFinder, a service 
enabling the end-user to locate another subscriber or a shopping mall, bank, etc. in a map 
displayed in the terminal [2:02/001]. In April, Telia acquired a minority interest of 
TicketAnywhere Europe, a company specializing in mobile solutions for m-commerce. In 
addition, Telia acquired a 10% interest of NetGameFactory, specializing in gaming over the 
internet and mobile terminals. 
 
In February, Telia Internet Services signed an agreement with Olivetti Tecnost in order to 
launch Speedy Tomato in Italy. However, in accordance with its new geographically focused 
strategy, Telia later divested its holdings in Speedy Tomato in the UK and Italy, launched a 
mobile portal in Finland and acquired the outstanding shares in Halebop. Its business 
operations were carried-out through Halebop AB, in Sweden, and Halebop Norway AS in 
Norway. Targeted at the younger end-user segment, the portal MobileNation was launched 
[2:02/010]. 
 
Telia introduced a new business logic with regard to its portal ventures and its suppliers of 
content and applications through a new third party supplier interface, the “PocketMode” 
market place. In its essence, Telia made available to content and/or applications providers its 
customer database and invoicing function. In return Telia and the content and/or applications 
providers would share the revenues generated by such providers by allowing Telia to charge 
20% of the amount that the content and/or applications providers were charging the end-users. 
Charges for access or “airtime” remained the exclusive right of Telia [2:02/002]. 
 

“We will not have an industry development in which operators share there existing revenues with content 
providers… If you as a content provider enter the market you need to bring added value to the end user, a 
value that he [the customer] is prepared to pay additional money to get… If content providers can 
increase or expand the market, then we are prepared to discuss… As I see it, the term revenue sharing is 
completely wrong…it leads to misunderstandings and should not be used…it’s not that you share 
revenues, you bring value to a value chain and for that value you shall be paid… Unfortunately until now 
we haven’t been able to price and charge separately for the different components in an integrated 
service… like access, content and so on… It’s, in part, due a technical issue with our current billing 
systems… Today’s telecom systems are engineered in accordance with an old industry structure where 
everything was vertically integrated [2:02/002, K. Karlberg]…” 

 
The portal business of Telia focused on developing its current portals into “multi-portals”, i.e. 
portals that could be accessed no matter the end-user device being used, e.g. cellular phone, 
hand-held computers, PC, etc. Through startsidan.telia.se, launched 1Q, 2001, Telia began to 
act as an Internet Applications Service Provider and was actually the first operator in the 
world to offer “game on demand”, i.e. games that were accessed, played and paid through the 
Internet. The service Games on Demand was developed in cooperation with companies such 



Telia 

 

69

as American Microsoft, and Swedish Vision Park. The games were delivered by companies 
such as Electronic Arts. Telia delivered a variety of services packed under Nyhetskanalen 
(news), Nöjesnytt (entertainment), Musikkanalen (music), Hockeyrinken (sports), etc. in 
cooperation with companies such as Barracuda (TV production), Bonniers (publisher), Disney 
(entertainment conglomerate), FunPlanet (games), Warner Music (music), TT (news). This 
type of services put pressure on a rapid deployment and distribution of broad band access to 
the mass market. In addition, in order to further develop this kind of services, Telia began to 
develop invoicing and billing procedures that were able to handle this kind of “micro-
payments” over the internet. Telia’s resources for developing Internet, broad band and 
content, were all gathered under Telia e-bolag AB. Telia developed and launched several 
services and applications targeted at the corporate end-users, e.g. WEB-hotel services and 
direct marketing applications and services, through e.g. “Telia E-mail Marketing Tool”. 
 
Telia Network’s legacy as a monopolist and a public service company in the fixed network 
market had meant that it had developed a broad portfolio of services without putting much 
attention to the commercial feasibility. In fact, some of the offered services showed to be less 
profitable. As competition increased and the market was liberalized, Telia increasingly 
focused on commercial feasible and profitable services. During the year Telia began to clean-
up its product portfolio to include only such services. “Telia Röstringning”, targeted at the 
private end-user market, was launched during the year enabling voice controlled dialing. In 
order to offer videoconference for the corporate end-users, “VisCom” was launched. These 
new services required added network capacity and Telia continued its effort to expand 
capacity in the transport as well as the access network and to prepare its network to handle 
packed switched data communications. This also meant to migrate network capacity from 
traditional telephone networks to IP networks, in particular IPv6 [2:01/021]. 
 

“…it would be much easier to start from the very beginning and implement integrated systems and IP 
networks…but we have our legacy…our investments…the migration is actually much more related to 
financial and business matters than technology [2:01/021, K. Rådne]…” 

 
In the transport network arena, a fiber optical cable was deployed between Stockholm and 
Haparanda. In the access network, Telia focused on the continuous deployment of ADSL. 
End-of-year, Telia could offer ADSL connection to virtually all its corporate end-users and 
approximately 70% of its private end-users. 

Network operations and service provisioning 
GPRS was launched in Sweden by Telia Mobile. Telia submitted an appeal in January 2001 
against PTS’ decision not to award Telia an UMTS license in Sweden. Swedish courts ruled 
against Telia in June 2001 [2:02/023]. Nevertheless, the work with Tele2 continued as 
Svenska UMTS Nät AB was established and the deployment of the 3G network began 
[2:02/008, 2:02/023]. The cooperation was investigated during the year by the Swedish 
Competition Authority. Telia, with a 20% interest, KF and Skandia established Coop Bank, a 
joint venture company for the provisioning of banking services primarily through fixed and 
mobile Internet. Due to Telia Mobile’s geographical focus on the Nordic countries, including 
acquisitions in Norway, and its efforts to integrate various communications technologies and 
services, Telia was now in a position to offer a pan-Nordic telecommunication services 
including the same tariffs and services no matter where the subscriber was located, as long as 
it was within the Nordic region. GPRS was launched in Norway and Finland. In Denmark, 
Telia commenced the deployment of the GSM 900 network. In Russia Telia acquired a 
minority interest in the cellular operator MegaFon. Internationally, Telia Mobile and Telecom 
American agreed on the purchase and sales amount of USD 950 million for Telia’s stake in 
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the Brazilian cellular operator in São Paulo, TESS. The purchase and sales of TESS was 
completed in April [2:02/019]. In May, Vodafone and Telia agreed on the purchase and sale 
of Irish Eircell, the Irish cellular operator. Later the same year, in November, Eircom was sold 
to Valentia Telecommunication [2:01/024, 2:02/019]. In February, Telia’s Slovenian cellular 
operator, Si. Mobil Slovinens, was sold to Austrian Mobilkom Austria [2:02/019]. 
 

“The telecom industry has had its shifts in terms of what people in general though to be a successful 
strategy…particularly when it came to internationalization and acquisitions…today we are much more 
focused on industrial investment rather than financial investments…in an industrial investment we 
consolidate the business we acquire or the market we enter…with the entire group…in a financial 
investment we usually tried to acquire a specific technology or simply tried to make money… A good 
example is…last year we acquired Powercom in Denmark…the rationale was to get better coverage in 
one of our home markets…back-bone as well as access and IP telephony…on the other hand Eircom and 
Eircell were to financial investment that we made in Ireland…we don’t consider Ireland as a home 
market…so these two companies were sold last year [2:01/024, K. Rådne]…” 

 
Telia Internet Services in Sweden offered a variety of different modes of Internet access to 
private and corporate end-users, e.g. dialed-up access at 56 kb/s, ISDN at 64 or 128 kb/s, and 
through cable-TV access at 0.5 Mb/s, targeted at private end-users, ADSL at 0.5, 1 or 2 Mb/s, 
targeted and private end-users and small and medium sized companies through “Telia 
Bredband Företag”, or at virtually any speed through a dedicated access line, branded under 
ProLane, and ProLane VPN (launched in 2001). The ProLane products were targeted at large 
corporate end-users. In Denmark, Telia offered broad band Internet access through the cable-
TV company, Stofa as well as dialed-up access. Internationally, the Internet companies Telia 
Iberia in Spain and Telia Internet in the U.S. were sold [2:02/019]. 
 
In the beginning of 2001, the transatlantic TAT-14 fiber optical cable was commercially 
launched by Telia International Carrier. Technically, Telia considered its transport network in 
Europe, the U.S. (through swap deals) and the interconnection in between through the TAT-
14 transatlantic cable, virtually fully deployed. The rapid deployment of transport networks 
had led to over-capacity and a strong price competition within the industry. As a consequence, 
Telia was now to transform the international carrier business and organization from a 
technology driven organization, focused on network deployment, to a marketing and sales 
driven organization. Around the world Telia had technical and marketing and sales personnel 
in over 20 different countries and around 100 POPs. Measured in turn-around, Telia was 
positioned as Europe’s fifth largest operator of transport networks. Telia launched global IP-
VPN services targeted at ISPs. Telia’s IP network in Sweden was integrated with Vikingnät 
[2:01/016]. 
 
Telia Networks, through Skanova, signed an agreement with 3GIS and Svenska UMTS-nät 
for the delivery of network capacity to carry the 3G services offered by such companies. Telia 
expanded its wholesale business in Denmark by acquiring 100% of the infrastructure 
company Powercom [2:01/024, 2:02/012]. Telia sold its fixed network operations in Finland, 
Telia Finland to Song Networks. In the U.S. Telia and Cisco signed an agreement for the sales 
of IP based carrier services in the U.S. and Europe [2:07/004]. 
 
Telia Equity engaged heavily in divesting activities. Combinator IT specializing in project 
management and technical IT integration and Telia Trading specializing in the lease of pre-
owned tele- and data communications equipment were both sold. The call centers Direct 
Response Services in Sweden, Norway, Denmark and Finland were sold. Industri Kapital 
2000 acquired 51% of Telia’s holding company Telefos. Telefos owned e.g. Multicom 
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Security, Ki Consulting & Solutions, Respons, Swedia Networks, Comcarta, Swedtel, 
Swedtel, TA Teleadress Information and Validation [2:01/017, 2:02/006]. 
 

“During 2000 and 2001 we outsourced installation and maintenance to Flextronics and Swedia 
Networks… Swedia Networks by selling the company …a market [installation and maintenance] with no 
competition…we didn’t expect this solution to be instantly cheaper…in this case we had a long-term 
perspective, we wanted to encourage the creation of such a market… Overtime we expect to see a 
competitive market and to buy at a much lower price… Although Ericsson offer these kind of services we 
thought that by contracting Ericsson we wouldn’t achieve the market structure we were looking fore…a 
competitive market place… To achieve our goal will take time…no outsourcing company is prepared to 
buy, like in our case, your maintenance department unless you commit to buy their services for a certain 
time period…this means that we are still contractually bound to these outsourcing companies… When it 
comes to installations services…in the Swedish market today we have two big players, Swedia and 
Bravida…so I would say we have succeeded [2:02/006, K. Karlberg]…” 

 
The remaining business within Telia Promotor, Offentlig Telecom within Telia Networks, and 
Wireless MainGate and Drutt were all transferred to Telia Equity for future sales. 

Corporate and ownership structure 
A new organizational structure was implemented as per April 1, 2001, including five new 
business areas reflecting what Telia considered to be its core competencies, i.e. Telia Mobile, 
Telia International Carrier, Telia Networks, Telia Internet Services and Telia Equity. Telia 
Mobile was responsible for the cellular network and the mobile services and acted as a whole- 
and retail sales company of mobile services, including voice, m-commerce and entertainment, 
targeted at service providers, private and corporate end-users in Sweden, the Nordic and 
Baltic Sea region, including Russia. In addition, Telia Mobile was responsible for the 
integration of fixed and mobile services. Telia International Carrier was primarily responsible 
for the wholesale of network capacity to operators and service providers in Europe and the 
U.S. [2:02/012]. Telia Networks was responsible for the fixed network, primarily in Sweden, 
the Nordic and Baltic Sea region, and acted as a whole- and retail sales company of fixed 
telecommunication services as well as data and IP services targeted at service providers and 
private and corporate end-users. Telia Internet Services was responsible for Telia’s Internet 
services, including access, applications and portals targeted and private and corporate and-
users in Sweden and the Nordic region. Telia Equity was responsible for Telia’s 
shareholdings outside its core businesses. As Telia’s divestments were completed, Telia 
Equity was renamed to Telia Holdings including the remaining non core business operations. 

Other important events 
Telia increasingly purchased equipment and services from companies traditionally belonging 
to the datacommunications industry. Among the 15 largest suppliers were Ericsson LM 
Telefon AB, Kinnevik Industriförvaltning AB, Nordictel Holdings AB, Alcatel, Manpower, 
Cisco Systems. Nokia Svenska AB, Amplion Fastigheter AB, GE Company, Percy Nilsson 
Byggnads AB, Cap Gemini AB, Birka Energi, Posten AB, Nordbanken AB, Schenker. 
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RICSSON was established in 1876 as a manufacturer of telecommunication equipment. 
During the 80’s Ericsson began to focus on cellular infrastructure equipment. The 

Ericsson A- and B-shares are quoted in the A-list of the Stockholm Stock Exchange. The B-
share is also quoted in Basel, Düsseldorf, Frankfurt, Geneva, Hamburg, London, Paris, Zurich 
and New York (NASDAQ). 
 

Ericsson’s strategic focus included to increase its presence in Russia and China. 
During the year Teli AB was acquired from Telia AB, strengthening Ericsson’s 

manufacturing capabilities within business area Radio Communications, Public 
Telecommunications and Business Networks. Ericsson’s main competitors, in the business of 
mobile systems, were American AT&T/Lucent and Motorola, Canadian Nortel, German 
Siemens and Finish Nokia. In the market for narrow band exchanges for fixed telephony 
Ericsson’s main competitors were French Alcatel, Siemens, AT&T and Nortel and in the 
mobile phone market Motorola and Nokia [2:05/003, 2:05/004]. 
 

“On the terminal side…I mean 1994 that was in principle when GSM started…the entire hand-set 
business, irrespective of whether you look at GSM, TDMA…but also the Japanese standard…it was 
entirely technology driven…it was so to speak a matter of “what can be done”…very much an inside-out 
perspective…today you see a much more consumer oriented product… Surprisingly this hasn’t changed 
the players very much…in principle you will find the same players today [2:05/004, J. Wäreby]…” 

 
During the years 1994-2002, Ericsson held a world market share of approximately 40% in the 
cellular equipment segment (see Figure 4:1). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 4:1 Global market share by supplier (% of cellular subscribers globally, installed base) 1994-2002 
(source: ITU, Ericsson) 
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In the fixed equipment segment Ericsson’s world market share remained relatively stable 
around 15% (see Figure 4:2). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 4:2 Global market share by supplier (% of fixed subscribers, globally, installed base) 1994-2002 (source: 
ITU, Ericsson) 
 
Measured in world market turn-over, Ericsson’s world market share remained relatively stable 
around 5% (see Figure 4:3). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 4:3 Global market share by supplier (% global sales) 1994-2002 (source: ITU, Ericsson) 
 
Among Ericsson’s 20 largest global customers were operators such as Airtouch, AT&T, 
BellSouth, BT, Cable & Wireless, Deutsche Telecom, France Telecom, Mannesmann, SBC, 
Sonera, Telecom Italia, Telia, Telefónica and Vodafone. 

Strategic focus 
Ericsson’s strategy and structure was based to a great extent on a study, “Ericsson in the 
‘90s”, presented in 1990. Ericsson differentiated from most of its competitors by explicitly 
manifesting that it did not offer to acquire a stake in a network as part of its strategy. Its 
strategy in this respect was not to compete with one of its most important customers, the 
telecommunication operators. 
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Marketing, sales and distribution channels 
Ericsson had developed a global sales and distribution organization for its product portfolio 
through subsidiaries (i.e. companies in which Ericsson held a majority interest), joint ventures 
(e.g. companies in which Ericsson held a minority interest, e.g. Ericsson Telecomunicações 
S.A. in Brazil) as well as through direct exports, distributors and agents (in countries where 
no local presence had been established through subsidiaries or JVs). Since July 1989, 
Ericsson’s products and systems for mobile telephony and private radio systems in the US had 
been co-branded, manufactured, sold and distributed through a company owned jointly with 
General Electric (GE) [2:05/011, 2:06/020]. During the years 1994-2002, foreign sales 
accounted for 90% or above of total corporate sales (see Figure 4:4). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 4:4 Ericsson domestic and foreign sales of total sales (source: Ericsson) 
 
During the year Ericsson strengthened its local presence in Russia by establishing a wholly 
owned subsidiary, Ericsson Corporatia. In addition, and to further support its operations in 
China, Ericsson, established two additional subsidiaries. 

Product strategy and product portfolio 
Proprietary development, acquisitions and divestments: The fact that Ericsson’s product 
development and manufacturing activities were so highly decentralized was primarily due to 
historical reasons. One of the claimed advantages of Ericsson’s products, e.g. the AXE 
witching system, was its modular design and architecture. Consequently, it had been easy to 
delegate responsibility for local product adaptations to the MLC, the organization that was the 
closest to the customer and new its requirements as well as local standards. In addition, in 
many cases, establishing a local R&D center and/or a manufacturing facility had been a 
political prerequisite for winning contracts [2:07/014]. 
 

“One of Ericsson’s problems has been that they have had manufacturing in so many different 
places…again, major local companies have had their own development and manufacturing…it has been 
very difficult to restructure this because of the local managers…they were like “mini-CEOs”…they found 
it important to represent the entire Ericsson and were proud of being able to say “I have development, 
manufacturing, marketing…” and so on…When Ericsson sold to government owned companies in 
regulated markets…local manufacturing and local employees was often required or very important 
components in order to be able to compete…sometimes we had to have local manufacturing…and the 
way I see it…this was all good…until…during the end of the 80’s…probably earlier…when Ericsson 
could see how the AXE was developing towards a digital switching system…In the digital AXE, 
development became more important than manufacturing…Ericsson no longer had a need for many of the 
mechanical components…Ericsson could start centralizing and rationalizing the manufacturing [2:07/014, 
S-C Nilsson]…” 

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

1994 1995 1996 1997 1998 1999 2000 2001 2002

Foreign sales (% of net sales)
Swedish sales (% of net sales)



Ericsson 

 

78

 
1994 represented a record year in R&D investments relative net sales (see Figure 4:5). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 4:5 Ericsson investments in R&D 1994-2002 (source: Ericsson) 
 
It should be noted, however, that the figures during the years 1994-2000 included expenditure 
in product adaptations to specific customer demands while the figures from 2001-2002 are 
excluded such expenditure. Consequently, the figures before 2001 and the figures after and 
including 2001 are difficult to compare. 
 
As domestic and international operators increased demand for construction services, Ericsson 
began to develop its capabilities in such area. Construction services involved primarily the 
deployment of Ericsson products and systems. However, strategically Ericsson offered such 
services independently of the equipment to be deployed [2:06/010]. 
 

“Our main business has been telecommunication systems…and services, I mean during the 80’s you 
could not charge for services such as installations…it was a major break-through when we could start 
charging for services… Today, charging for services is something fully accepted and a major part of our 
business… This has been our business…systems and services [2:06/010, K. Hellström]…” 

 
The BA Mobile Communications in general and the product development of mobile phones in 
particular had not the same historical legacy as the product development within BA Public 
Telecommunications. R&D (including local product adaptations to local standards and 
customer requirements), supply, manufacturing, marketing, sales and distribution activities 
were concentrated in Sweden, for mobile phones developed for the European GSM standard, 
and in the U.S. for mobile phones developed for the American AMPS/D-AMPS standard. 
 
Cooperation and joint ventures: The rationale for establishing JVs in the area of R&D were 
either to gain know-how in specific areas of technology and/or to reduce development costs 
and/or reduce development lead-times. Ericsson had established a number of joint ventures 
for product development in specific areas of technology, e.g. Public Telecommunications with 
Swedish Telia in Ellemtel Utvecklings AB (in which Ericsson held a 50% interest and Telia 
the remaining 50%) for the development of the AXE switching system, Components with 
American Hewlett-Packard in Ericsson Hewlett-Packard Telecommunications AB, EHPT (in 
which Ericsson held a 60% majority interest and HP the remaining 40%) for the development 
of operating support systems, e.g. the Telecommunications Management and Operations 
Support System, TMOS, for both wired and mobile networks, Microwave Systems with 
American Raychem in Ericsson-Raynet (in which Ericsson held a 50% interest and Raychem 
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the remaining 50%) for the development of transmission equipment in general and fiber 
optical broad band products in particular, and with Swiss Ascom in Ascom Ericsson 
Transmission (in which Ericsson held a 40% minority interest and Ascom the remaining 60%) 
for the development of broad band access products and applications. 

Supply and manufacturing 
In Sweden, manufacturing within Teli AB and most of its subsidiaries was acquired from 
Telia [2:02/028]. Most components, i.e. micro-circuits, used in the manufacturing of 
Ericsson’s products were sourced from external suppliers. “Strategic” components, however, 
were sourced internally. For such components, Ericsson kept all activities in-house, from 
development, through design to production. Ericsson had gained know-how within this area 
primarily through joint ventures and other cooperative agreements, e.g. with Texas 
Instruments [2:05/005]. 

Corporate and ownership structure 
The parent company of Ericsson was, and still is, Telefonaktiebolaget LM Ericsson. The CEO 
was Mr. Lars Ramqvist. Ericsson had a product/market organization, i.e. an organizational 
matrix including five business areas (BA), reflecting its product portfolio, and a number of 
Major Local Companies (MLC) and Local Companies (LC) representing its market 
organization. 
 
Ericsson had established MLC/LC in 76 different countries around the world. Each BA was 
responsible for its product strategy (including R&D), supply, manufacturing, marketing, sales 
and distribution of the products within its product portfolio. LCs were typically responsible 
for marketing and sales in the local country of products within the product portfolio one BUs, 
and acted, consequently, on behalf of one particular BA. A LC was typically a subsidiary of 
the BA and the President of the LC reporter directly to the BA President. Major Local 
Companies (MLC) were typically responsible for product development (including local 
product adaptations to local standards and customer requirements), supply, manufacturing, 
marketing, sales and distribution of products within the product portfolio all five BAs. A 
MLC was typically a subsidiary of the parent company, TelefonAB LM Ericsson, and the 
President of the MLC reported directly to the CEO. 
 
Ericsson was organized into five BAs, Radio Communications responsible for cellular 
systems and phones, e.g. radio base station equipment for a variety of cellular standards, e.g. 
GSM, AMPS/D-AMPS and PDC, Radio in the Local Loop systems e.g. RAS 1000, land 
mobile radio systems and data systems, e.g. Eripax, and paging systems, Public 
Telecommunications responsible primarily for the AXE switching system for mobile and 
fixed telephone networks, Business Networks responsible for cordless communication 
systems and private branch exchanges, e.g. the Freeset telephone system based on DECT 
technology and the Consono MD110, Components responsible for microelectronics, power 
and climate control systems, cables, Microwave Systems (previously called Defense Systems) 
responsible primarily for radio transmission equipment such as the MiniLink product family. 
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The ten largest shareholders as of December 31, 1994 owned 87% of the votes. Over the years 
1994-2002 this figure did not change much (see Figure 4:6). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 4:6 Ericsson largest shareholders 1994-2002 (source: Ericsson) 
 
In 1994 the ten largest shareholders were Industrivärden (26.5%), Investor (22.2%), Knut och 
Alice Wallenbergs stiftelse (14.1%), Svenska Handelsbankens Pensionsstiftelse (5.6%), 
Livförsäkrings AB Skandia (5.0%), Pensionskassan SHB Försäkringsförening (4.8%), SEB-
stiftelsen, i.e. SE-Bankens Pensionsstiftelse (2.4%), Wallanders och Hedelius’ stiftelse 
(2.4%), Marianne och Marcus Wallenbergs stiftelse (2.4%), and Oktogonen, Stiftelsen 
(1.6%). Swedish (foreign) investors owned 53% (47%) of the shares (see Figure 4:7). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 4:7 Ericsson domestic and foreign shareholders 1994-2002 (source: Ericsson) 

Other important events 
During previous years Ericsson had focused on introducing Total Quality Management 
(TQM). Its efforts paid-off during the year as Ericsson received four quality awards, one 
European quality award in Spain and three national quality award prizes in Denmark, 
Netherlands and Sweden. The Ericsson analog phone, Ericsson EH337 received the “Mobile 
Phone of the Year” award by the British operator Cellnet. 
 

Ericsson’s strategic focus included to develop and implement standardized 
processes and procedures, e.g. the New Product Introduction (NPI), and 1995 
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Transfer Product Introduction (TPI), through-out the organization. The reason was to be able 
to meet increasing price pressure, decreasing PLCs and increasing customer requirements for 
shorter lead-times. As Ericsson continued to expand globally, China became Ericsson’s 
largest market for Public Telecommunications and the BA established a manufacturing 
facility in China. In addition Ericsson established local companies in Kenya and Slovenia, as 
well as R&D facilities for mobile phones in Germany and Japan. Ericsson decided to limit its 
development program of new SDH equipment. Development of such equipment was to be 
done in cooperation and JVs with other companies. The so called “Sub-My” facility in Kista 
was put in operations. Despite the fact that there was a strong price pressure on products 
within BA Public Telecommunications, in particular with regard to the AXE switching 
system, the BA continued to do financially well. Nevertheless, during this year Ericsson 
began to focus on increasing efficiency and reducing costs, primarily in the BA Public 
Telecommunications. Customers increasingly demanded services to complement the 
supplier’s product portfolio. Ericsson construction services made a great success among the 
new operators with contracts signed in e.g. Sweden, Germany and in the Philippines 
[2:06/010]. BA Radio Communications continued to grow rapidly. Demand for its products 
increased and customer demands required shortened lead-times. Ericsson experienced a sharp 
decrease in PLC, in particular for mobile phones, and shortened lead-times from development 
to full scale commercial manufacturing, from RFP to proposal/contract as well as from order 
to delivery. Ericsson’s mobile phones were until 1995 among the most expensive in the 
market. 

Marketing, sales and distribution channels 
In order to meet customer demands and shortened lead-times, the New Product Introduction 
(NPI) process was developed in order to secure that newly developed products reach the 
market rapidly. During the year Ericsson strengthened its local presence in Kenya and 
Slovenia. 

Product strategy and product portfolio 
Proprietary development, acquisitions and divestments: The joint development company 
with Telia, Ellemtel AB, was fully acquired by Ericsson (Public Communications) and 
renamed Ericsson Utvecklings AB. The BA began to focus on developing enhancements of 
the AXE10 switching system and to develop value added services and Intelligent Networks 
(IN) functionality for fixed and mobile telephony. In addition, the BA continued to develop its 
service portfolio. The scope of Ericsson’s construction services expanded to include network 
design, procurement and construction [2:06/010]. 
 
Ericsson Radio Communication ramped up its development organization of mobile phones. In 
addition to its existing R&D facilities in Lund, Sweden and Raleigh, USA, Ericsson 
established one R&D facilities in Nuremberg, Germany. Due to the market development, 
Ericsson began in 1995 to develop less expensive mobile phones for a mass market, expected 
to be launched during 1996. As a result of Ericsson’s development work within IN and other 
enhanced telecommunication services, Ericsson introduced its messaging platform, the MXE, 
for mobile and paging systems. The MXE was an integrated platform for voice mail, SMS 
and fax handling. Other development efforts resulted in the reduced size of the radio base 
station product (RBS) portfolio and the introduction of RBS micro- and pico as well as an 
improved speech coder for digital cellular telephony. Globally, a major battle started to 
emerge with regard to the air interface standard for digital mobile telephony, CDMA 
advocated primarily by American Qualcomm, and TDMA advocated by Ericsson. CDMA 
was the only air-interface standard that Ericsson decided not to develop [2:06/015, 2:07/012, 
2:07/013]. 



Ericsson 

 

82

 
“Just after we had introduced the TDMA standard the U.S. market the problems came… Qualcomm and 
other American interests came into the picture and launched CDMA/IS-95. First we thought…now that 
we have this TDMA standard why not join forces around it… TDMA was meant to follow the AMPS 
standard… and now we had another technology around our neck, CDMA, which would mean higher 
development costs for us…this was a dilemma… In addition, Qualcomm had tried to put up a proprietary 
interface into CDMA and required tremendous royalties… We offered to buy this but the licensing 
conditions were such that you bought their proprietary package and paid a one time fee plus a royalty fee 
every time you sold a product containing this interface… In addition they required you to give up any 
existing and future patents in this area… Now…it happens to be that we have several key patents for 
CDMA, for instance “soft hand-off”, that’s an Ericsson patent… We may not have played the game so 
skillfully and painted ourselves into a corner… We were accused for being against CDMA…this was 
sad… Then you had some comments from some Ericsson employees that really did not understand a 
thing what this was all about…this was also very sad… Some people within Ericsson said that IS-95 
would not work… The most dangerous thing you can say is that a certain technology will not 
work…history has shown us that you can make any technology work…eventually. We got this fight 
where we were filing plaints and we went to court…at the end we new it, and they [Qualcomm] new 
it…we were not going to win 100% and they were not going to win 100%… Qualcomm had the most to 
lose because they had promised our licenses to their Korean customers…and they were shocked when we 
came around and said “you have to pay us for our patents”… They thought that they had bought the 
whole package… When we were almost at trial…Qualcomm came around and wanted to close a deal… 
In that deal we got their infrastructure division…we could have got their telephone business…which we 
didn’t want since our telephone business had all they needed… We believed that we could do something 
with it [i.e. Qualcomm’s network division] since we had the rest of the network…which they didn’t 
have… The fact is that we had those key patents and they could not go around it…in order to make 
CDMA work you need “soft had-off”…and there are a number of those key patents that are ours… With 
regard to wide-band CDMA we have an enormously strong patent, I would think we are the ones that 
have the most [patents]…and we have made a deal with Qualcomm for those things that we needed from 
them [2:06/015, K. Hellström]…” 
 
“…in the U.S. they argued that the market should decide [on the standard]…in Europe we understood that 
we couldn’t allow the market to decide if this [cellular] was to be successful…we needed to decide and 
agree on one standard…and it became GSM…the truth is that Ericsson’s suggested standard in the U.S. 
won…TDMA…Motorola had FDMA…everybody thought that Motorola was going to win…and we 
were actually prepared to develop such system…in the U.S. they had a ballot among the operators and 
others…it turned-out to be that Ericsson’s solution won…very much to everybody’s surprise…when this 
happened in August-September –91 there were large press-releases like “the U.S. chooses Swedish 
technology [2:07/013]… What does this mean to the American national pride… Motorola had no TDMA 
system…it would take them 3-4 years to catch-up…then came Qualcomm and suggested CDMA as a new 
standard…they had worked hard for CDMA and had participated during the TDMA/FDMA 
discussions…but they had been too early…few people at that time believed in them…they needed 
companies like AT&T or Motorola to support them…so Motorola began to support and drive the whole 
thing about CDMA…this shattered the American market…but it also helped Qualcomm to come forward 
[2:07/012]… In addition, AT&T Networks thought that we [Ericsson] were too strong in the cellular 
business…they thought that going for a technology which they believed we didn’t have would enable 
them to compete with us…so they pushed for CDMA around the world…with some success one could 
argue [2:07/013]… I remember that during one conference in Brazil…Rio…or São Paulo…in –95 or –96 
I was asked if Ericsson would develop this technology [CDMA]…I simply answered that if this 
technology would get 10-15% of the world wireless market and hence become an accepted standard 
among the operators world-wide, we certainly would…Ericsson has always had all major standards in its 
portfolio…today we see that CDMA has something between 12 and 14%…and it will get no more than 
20% [2:07/013]… One of the problems that we had at the time was that we were engaged in a very 
difficult fight with Qualcomm with regard to patents…Qualcomm had said that CDMA had been their 
invention…nobody believed us when we said that CDMA had been developed in Europe…in 
Germany…between the first and second world war…and reached the U.S. through NASA after the 
second world war…TDMA on the other hand was actually an American development primarily through 
AT&T…people thought I was crazy when I told this…Qualcomm had given a semblance of being the 
inventors of CDMA and being the ones that had all the patents…they had done a tremendously good job 
with the media…and marketing…actually we had many very, very important patents…like the so called 
“soft hand-off”…this was developed by Ericsson already back in –85/-86…at Qualcomm they simply 
couldn’t admit that others had important patents…Ericsson had actually developed a CDMA based 
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navigation system already during the 70’s for the Swedish defense…this was before GPS [2:07/012, S-C 
Nilsson]…” 

 
Ericsson expected already in 1995 an increased demand for broad band communications, 
mainly for data communications and eventually for voice and video. Therefore, within the BA 
Microwave Systems, Ericsson focused its resources to the development of broad band. During 
the year, however, a strategic decision was made to limit its development program of new 
SDH equipment. Such equipment was from now on only to be developed in cooperation with 
leading companies in this field. A new generation of microwave links (SDH) was launched 
during the year within existing product family of MiniLinks. 
 
Cooperation and joint ventures: As a consequence of its product strategy for SDH 
equipment within the Microwave Systems, a JV agreement was signed between Ericsson and 
Marconi for the development of a common product portfolio for transport networks and SDH 
equipment. Ericsson Public Telecommunications and Sun Microsystems agreed to cooperate 
in developing a solution for the integration of subscriber switches to computers. 

Supply and manufacturing 
During the year Ericsson Components inaugurated and put into operations a production plant 
of strategic microelectronic components in Kista, Sweden, the so called “Sub-My” facility. 
The facility served not only Ericsson’s internal operations but also other telecommunication 
companies. However, strategic components, e.g. mobile telephony circuits, were not sold to 
external customers as Ericsson absorbed all of the production [2:05/005]. 
 
Ericsson Radio Communications ramped up its manufacturing organization of mobile phones 
and systems. In addition to its existing manufacturing facilities of for mobile phones in 
Kumla, Sweden and Lynchburg, USA, Ericsson established one manufacturing facility in 
Linköping, Sweden. With regard to mobile systems, several manufacturing plants were 
transferred from Public Telecommunications to Radio Communications. As manufacturing 
facilities were transferred in a rapid pace, Ericsson developed and introduced standardized 
processes and procedures for such purposes. The Transfer Product Introduction (TPI) process 
was developed in order to secure best-in-class operations in manufacturing. The TPI process 
was implemented in situations when manufacturing know-how had to be transferred from one 
manufacturing unit to another. The process included a so called “Model Plant-concept” 
through which the best plant within the Ericsson group was designated “Master Plant” and its 
manufacturing methods, processes and procedures were transferred to other “Clone” plants.  
 
Ericsson Public Telecommunications established manufacturing in China during the year. 

Corporate and ownership structure 
The market evolution in the area of Public Telecommunications was reflected in Ericsson’s 
product development strategy as well as in the organizational structure. All operations 
pertaining to the AXE switching system was brought together into one new business unit for 
Narrow Band Systems and a new business unit for Broad Band Systems encompassed 
Ericsson’s product portfolio within broad band and transport networks. 
 
As the BA Radio Communications continued to growth rapidly, a substantial training and 
competence development program was initiated in order to transfer human resources from 
Public Telecommunications to Radio Communications. 
 
In Spain, a new wholly owned company, Ericsson Mobile Systems, was established. 
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Ericsson’s strategic focus was launched in “2005 – Ericsson entering the 21st 
century” [2:07/010, 2:07/011]. Project financing had become an increasingly 

important source of competitive advantage and Ericsson Project Finance AB (EFP) was 
established. 

Strategic focus 
Ericsson presented the results and findings of the largest strategic planning work ever 
executed, including a large market study/analysis and a review of the corporate and business 
strategies. The process, which was designated “2005 – Ericsson entering the 21st century”, or 
simply “2005” which became the working name of the study, constituted the basis for 
Ericsson’s future strategy [2:07/010, 2:07/011]. 
 
The market review showed that the “infocom” industry was becoming an increasingly 
important part of the market. Strategically, this meant that Ericsson, in addition to retaining its 
leading position in mobile telephony, also had to become a leading supplier in this new 
industry, which included network systems and products used in multimedia communications. 
The dominant market trend identified was the convergence of three industries, the 
telecommunication, data and media industries, i.e., mobile and fixed telecommunication, IP 
communications or other forms of data communication, cable-TV and satellite-based 
radio/TV. Ericsson estimated that these areas were eventually to be inter-working with each 
other [2:06/003]. 
 

“There have been a lot of discussions about convergence between the telecom industry and, for example, 
the media industry. I’m not entirely convinced that the media industry will become part of the 
telecommunication industry… The telecom industry will make it possible to send movies, music, 
etc…and the media and the entertainment industry will of course utilize this possibility. What has been 
discussed is how operators can profit from this… They [the operators] will of course charge for delivering 
this [movies, music, etc], but of course they aim at charging even more… Maybe they will also be 
responsible for the content themselves…I am not entirely sure that this is part of the industry… In our 
case, however, it is clear; we deliver base stations, switches, transmission, telephones…and other gadgets. 
We make the whole thing possible… Datacommunications is part of the telecommunication industry 
[2:06/003, K. Hellström]…” 

 
The traditional value chain for telecommunication was identified, and divided into three 
clearly defined segments. In these segments, three categories of companies were active: 
suppliers of components, suppliers of telecommunication equipment and systems and, finally, 
telecom operators [2:05/005]. 
 

“…back in 1994…all firms were vertical [integrated]…every firm made everything…partly because the 
whole thing was much smaller but also because everything [in terms of technology] was much more 
integrated…it was technology driven…and you didn’t have the same competition by the cent…we, just 
like the operators, skimmed the market…now we are targeting segments…I mean…in Latin America we 
are selling mobile phones to people that can’t afford a fixed line…and this goes for many Asian countries 
as well…not the least in China…competition is fierce…everything needs to be optimized to reach its 
maximum potential… The logic behind mobile platform…some years ago everybody were doing there 
own GSM development…there own micro chips…but with 3G people cannot afford it…it requires 
tremendous financial resources…so you need a substantial chunk of the world market who are willing to 
sponsor this…otherwise you can’t do it…Nokia they do it themselves…nobody else does it alone…look 
at Motorola…they sell their micro chips as good as they can, you have Qualcomm as a pure manufacturer 
of micro chips, Siemens sell to others…everybody is looking for economies of scale by selling to others 
than themselves… Towards the end-users you will see many different products…but you will also see a 
consolidation in the core technology… But consumers they don’t care about the core technology 
[2:05/005, J. Wäreby]…” 

 

1996 
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Ericsson assumed that, as operators moved forward in the value chain, they would transfer 
parts of their traditional activities to their suppliers. For Ericsson, this meant new business 
opportunities in service sales, e.g. network design, network operations and operations of 
administrative support systems [2:06/010]. In addition, Ericsson assumed that components 
manufacturers in the industry would also be moving down stream in the value chain. This 
would occur as more and more intelligence and “functionality” was being built into silicon 
chips. Ericsson assumed that the components manufacturer would eventually be able to offer 
more or less complete products within such microchips. Thus, Ericsson perceived a risk of 
gradually losing business in the “lower level” of the telecom value chain [2:05/005]. 
 
In the emerging value chain created by the merging technologies, the “expanded value chain” 
contained five distinct value adding segments: content, the packaging of content and services, 
the distribution of these packages, services for gaining access to and software for the 
presentation of content, and, finally, equipment for end users. Each segment of the value 
chain could be divided into underlying sections that corresponded to the telecommunication 
value chain, from components and subsystems through systems and platforms to services and 
applications [2:06/003]. Ericsson identified its current position in the value chain as being in 
two different segments: first and foremost as a supplier to distribution, where Ericsson was 
active in all three underlying segments with components, printed circuits, AXE exchanges, 
mobile telephone systems, intelligent networks, etc. Secondly, as a supplier of end-user 
devices, where Ericsson offered mobile telephones, data modems, etc [2:05/005]. In order to 
decide its future strategic position in the value chain, Ericsson identified what it though to be 
the eight strongest driving forces affecting the development of the infocom industry as well as 
three different scenarios on how the industry structure would look like. The most important 
driving forces were increasingly capable microelectronics, computer paradigm expansion, the 
Internet, consumer orientation, globalization and internationalization, mobility, continuing 
deregulation of telecom and finally increasingly blurred boundaries between the fields of 
telecommunication, media and data. The industry scenarios were termed “service mania”, 
“gran tradizione” and “up and away” [2:07/010, 2:07/011]. 
 
In “service mania” the end user would belong to the broker, who in turn would contract 
content providers, communication service providers, etc. The network operators would 
function as suppliers to the broker. End users would be unaware of this, as they would be 
paying for content and service rather than for bit transport [2:07/010, 2:07/011]. 
 
In “gran tradizione” the end user would rely on his/her traditional operator to provide the 
basic services. In this scenario, the price of communications services was expected to decline. 
This would, however, be compensated by increasing traffic and cost efficiency. This trend 
would result in a sharp decline in the number of operators in the market; however, the 
surviving operators were expected to be larger and able to offer both wireless and fixed 
telecommunication services. End users would turn, to an increasing but still limited degree, 
directly to the content providers [2:07/010, 2:07/011]. 
 
In “up and away” the end user would gain access to advanced communications systems 
virtually free of charge. As a rule, he/she would pay only for the terminal. The manufacturers 
of the equipment would pay for the communications and for the end users’ access to the 
communications network. Advertising would cover the cost of the content as well as 
gateways. End users with plenty of money were expected to gladly pay extra fee to gain 
access to premium content and advanced gateways to “exclusive” parts of the Futurenet, i.e. a 
hypothetical broadband network able to handle everything, e.g. multimedia, video, television 
broadcasts, ordinary telephone calls, etc. Many traditional operators were expected to 



Ericsson 

 

86

disappear from the market, leaving only a few regionally-based operators [2:07/010, 
2:07/011]. 
 
Probably because Ericsson could not assess the most probable scenario to emerge and because 
Ericsson reasoned that different parts of the world were likely to develop in different 
directions, Ericsson concluded that as a global player it had to be able to manage the 
developments in all three scenarios. Ericsson aimed at becoming the number one supplier 
globally in products and services directed to the emergent infocom industry and the 
“futurenet”, no matter what such industry and network would look like or consist of 
[2:07/010, 2:07/011]. In its essence, Ericsson decided on a “shot gun-approach” to future 
markets, i.e. in any future scenario, to do everything for everyone. Another reason that has 
been suggested to explain the “shot gun-approach” (or the “no approach”) is that Ericsson’s 
CEO, at the time Mr. Lars Ramqvist, could not accept where the market was taking Ericsson. 
The market pushed Ericsson towards IP telephony, meaning that Ericsson’s most “traditional” 
product, the AXE, had to eventually be phased-out [2:07/010, 2:07/011]. 
 

“The strategy process led by Lennart Grabe was called Ericsson 2005…it came to the conclusion that our 
AXE should be put in what we called “harvest-mode”…and that we needed to focus on open 
architectures, IP telephony…when this was presented on a strategy conference…Lars Ramqvist with his 
closest staff…killed this idea…sometimes the media calls this conference “the Södertuna 
Massacre”…why…we need to go back to what I just mentioned…the AXE was still the “bread and 
butter” of the local companies and the local managers around the world…the ones that were present at the 
conference…they made a lot of money out of the AXE…but these people didn’t understand what the 
future was all about…Ericsson’s corporate management at the time lack strategic touch…so when this 
came up everybody laughed…they said “we shall continue to live on the AXE, this is our source of 
revenues, we cannot put the AXE in harvest-mode…” Harvest mode only means that you don’t invest in 
further development…of course you should continue to take advantage of it…and profit from it…AXE 
will live for at least some 20 more years [2:07/010]… So the entire work presented by Lennart Grabe, 
Ericsson 2005, was changed…Ericsson’s main strategy during the next 10 years was to focus on 
proprietary systems…but…further down in the same [strategy] document it said that we also should focus 
on open standards and architectures…this should go to Swedish history of mismanagement…Ramqvist 
said…”well, well, I don’t understand this Internet thing…my successor will have to deal with 
it”…unfortunately it took 3 years before someone else came in…we lost three years…of course I have 
comments on Grabe’s strategy paper…but had we followed it…the main strategy as suggested by 
him…Ericsson would be somewhat better of today…the development efforts would have been better 
organized already from start so to speak…the entire supply chain is a disaster within Ericsson…many of 
these things could have been avoided [2:07/010]… About the “scenarios”…of course reality would not 
turn-out to be as in the scenarios, reality will be a combination of Service Mania, Grand Traditione 
and…but all in all it was pretty good…interesting thoughts to build on… But everything was just thrown 
away…after this we had a shot-gun approach… Since we still were supposed to focus on developing the 
AXE, people got frustrated…important R&D was done as skunk works…since people felt that this was 
the wrong direction [2:07/011, S-C Nilsson]…” 

 
In order to reposition for the emergent infocom industry and the “futurenet” Ericsson came to 
the conclusion that it had to deal with ten critical issues. Because the needs of end-users, 
rather than technology, would drive future developments Ericsson needed to better understand 
end-users and develop customer-driven solutions. With regard to R&D and business 
development, Ericsson would concentrate on developing systems and businesses exclusively 
in areas where world class could be achieved. Other systems and businesses would be 
developed through establishing cooperative agreements with world class partners. Because 
regional diversity was expected to increase, Ericsson would deploy resources and competence 
in closer proximity to its customers in all parts of the world. As a consequence, Ericsson 
would have to develop efficient mass market logistics. Due to increased competition and cost 
pressure as well as more heterogeneous customer demands, Ericsson would have to develop 
more modularized volume products and to rationalize and improve its supply chain and 
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marketing management skills. The data paradigm meant that Ericsson would have to 
understand and adapt to the manner in which data companies operated, including low-cost 
operations. Thus, Ericsson would achieve cost leadership in all areas where value leadership 
could not be achieved. In addition, Ericsson would have to adapt to open software systems 
and to re-orient its thinking to create a culture viable in a software-oriented business. With 
regard to microelectronics and costs, Ericsson aimed at increasing the amount of standard 
components in its products and systems. Ericsson, thus, needed to review its design and 
production of components carefully [2:05/005]. Finally, Ericsson needed to develop a suitable 
organization and corporate culture in order to support the development of all the above. 
 
Based on its strategy Ericsson formulated its “Wanted Position Year 2000” in three different 
areas (i) business, e.g. preferred supplier status, industry leader and prime innovator in terms 
of setting new standards, introducing new systems, and creating a strong brand name and 
generating competitive return for shareholders, (ii) employees, e.g. creating an environment 
for life-long learning and offering, support the entrepreneurial spirit in order to create an 
effective link between innovation and rapid commercialization and (iii) structure, e.g. creating 
a customer-focused and networked organization and developing the organization and 
processes to achieve world class execution, i.e. qualitative and cost-effective solution. 

Marketing, sales and distribution channel strategy 
Ericsson Radio Communications signed contracts with e.g. PacBell and AT&T Wireless 
Systems for the delivery of PCS cellular systems. With an estimated 28% of the world 
market, Ericsson Microwave Systems became in 1996 the dominant company in the market 
for microwave links. 

Product strategy and product portfolio 
Proprietary development, acquisitions and divestments: At the time, Ericsson estimated 
that one fourth of all investments in telecommunication equipment were being made to 
expand transport networks. This development was driven, in particular, by the growth of the 
Internet. SDH development dominated these new investments. As a consequence strategic 
decisions were taken to further strengthen the area of transmission equipment and allowing 
the BA Public Telecommunications to continue to invest in the area of broadband and IP-
based communications, e.g. Ericsson acquired remaining 50% in Ericsson-Raynet from 
American Raychem (eventually renamed to Ericsson Fiber Access). In addition, Ericsson 
introduced two products for the internet market, the “Phone Doubler”, i.e. a new feature of the 
AXE exchange that allowed end-users to receive or place telephone calls while connected to 
the Internet, and the “Internet Access Service”, i.e. an adaptation of the AXE exchange that 
facilitated data communications via the Internet, and supported access via ISDN or on a 
regular telephone line [2:06/018]. 
 
Ericsson continued to develop its service portfolio. The services offered to customers now 
also included support in business planning and development, e.g. calculating profitability for 
new services, and planning network operations, e.g. surveillance and maintenance [2:06/010]. 
 
Ericsson Radio Communications continued to ramp up its development organization of 
mobile phones. In addition to its existing R&D facilities in Lund, Sweden and Raleigh, USA, 
Nuremberg, Germany, Ericsson established one additional R&D facility in Tokyo, Japan for 
mobile phones developed for the Japanese PDC standard. With regard to mobile systems, the 
voice quality offered by digital telephones/systems improved substantially during the year due 
to the introduction of a much improved speech encoder, the “Enhanced Full-Rate” speech 
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encoder. Ericsson was the first manufacturer to launch this technology. Ericsson and Ascom 
Tateco formed a 70/30 joint venture to which Ericsson sold its On Site Paging operations.  
 
Ericsson Business Networks developed a strong market position as the DECT standard 
(Digital Enhanced Cordless Telecommunications) on which the Ericsson Freeset system was 
based on was approved as standard in more than 40 countries. Like the GSM standard, it had 
advanced from being a European standard to become the de facto world standard. 
 
Ericsson Components began to develop what eventually came to be known as “Bluetooth” 
[2:05/012]. 

Supply and manufacturing 
Ericsson Radio Communications continued to ramp up its manufacturing organization of 
mobile phones and systems. In addition to its existing manufacturing facilities of mobile 
phones in Kumla, Sweden, Lynchburg, USA, and Linköping, Sweden, Ericsson established 
local manufacturing in Beijing, China (through a JV-company), Bilbao, Spain, and Carlton, 
UK (through acquiring all the operations of Orbitel, a British development and manufacturing 
company of mobile phones). Ericsson Business Networks signed an agreement whereby 
production of business exchanges and system telephones in Karlskrona was sold to the 
American company Flextronics. 

Corporate and ownership structure 
Probably the most difficult strategic issue at the time, and one of the most important as 
concluded during the strategic review, was how to manage Ericsson’s rapid growth and 
adaptation to the rapid changes in the market (e.g. different customer requirements emerged 
as monopoly markets were being liberalized, state owned operators privatized, etc.). One 
problem in keeping the organization together was the cultural diversity spread across the 
organization, e.g. between national cultures, the HQ and the local companies, technology and 
marketing departments (and even between sales and marketing), and between product areas, 
e.g. fixed and cellular telephony [2:07/009]. 
 

“You need to understand the dynamics of this industry…legacy, culture and other things play a major role 
in the development… You need to remember that Ericsson until the beginning of the 90’s had one 
customer in each country they were present… When mobile telephony began to grow, Ericsson started to 
get several customers in one country…this was problematic in the beginning because customers were 
reluctant to share the same supplier…even to get a proposal from a supplier that was delivering 
equipment to one of its competitors…Sometimes the [Ericsson’s] local office in a country and the local 
management made things even worse because these [local] companies had developed like “a mirror 
company” to the one customer they had had for so many years…this happened all over the world…and 
this was a big issue within Ericsson… In addition, in the “traditional” Ericsson company, there existed no 
sales reps, all the sales reps were called “Marketing Managers”… strange…we had to change this culture 
and encourage sales…we called the position Jan Wäreby had “Vice President of Sales”…like a protest to 
this mentality…Why this had happened wasn’t difficult to understand…our legacy…during many years 
we had been receiving orders and delivering equipment to government owned PTTs through high level 
clerks…with a background within social sciences, politics, law…but in the U.S. what did we find…a very 
decentralized company like AT&T…the ones we met over there were people like “John Smith” who 
began as a construction worker, studied, got his engineering degree…maybe an MBA…advanced to 
middle management…well you know…a good backslapping and beer drinking guy…unfortunately this 
didn’t go well with the “sophisticated” Ericsson people…they were not prepared to go out and entertain 
Americans… Then came mobile telephony, and this was quite different…our people from the mobile side 
were more like entrepreneurs…they came from Kista not Telefonplan…they worked directly with the 
people that had started the whole thing…Craig McCaw and the others…we got to know each-other… The 
organization, the way of thinking…these are important things when it comes to managing the whole 
thing… Åke Lundqvist and others have had an important role in Ericsson’s mobile success, they were 
very entrepreneurial just like the people running the new operators…our new customers…like 
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McCaw…among entrepreneurs we all understood each other…this was completely different compared 
with “one country, one customer, one office”…it took a long time before we could get rid of that 
mentality… The mobile division within Ericsson had to break with this old mentality and it took a lot of 
effort…in a matrix organization like Ericsson’s at that time [products and markets] of course everybody is 
equal…but sometimes when I was managing the organization for Cellular Systems American 
Standards… I had to take control over local management in our local companies…and their old mid-set, I 
had to argue that since I owned the product, I was slightly more equal than they were [2:07/009, S-C 
Nilsson]…” 

 
Ericsson acquired the voting majority in Brazilian Ericsson Telecomunicações (EDB), 
whereby EDB was consolidated as a subsidiary. During the year Ericsson strengthened its 
local presence in Bolivia, Bosnia-Herzegovina, Yugoslavia, Ghana, Israel, and Syria by 
establishing Local Companies. 

Other important events 
During 1996, it became obvious to Ericsson that project financing had become an increasingly 
important source of competitive advantage. The need of export- and project financing 
increased primarily for customers in the US, Brazil and China. It became necessary for 
Ericsson to create refinancing and to lift risks from Ericsson’s balance sheet. As a 
consequence, Ericsson Project Finance (EFP) was established in 1996 in addition to LM 
Ericsson Finans (EFS). The operations of EFP were concentrated on lifting risks from 
Ericsson’s balance sheet and to create refinancing by selling as much of the risk as may be 
appropriate, taking into account the terms offered. The largest potential buyers of such risks 
were banks and government guarantee institutions like the Exports Credit Guarantee Board in 
Sweden. 
 

Ericsson’s strategic focus included to concentrate its distribution channels for 
Mobile Systems into five geographical areas. Infocom Systems focused on 

services [2:06/010], broad band applications and IP based telephony, through a continued 
development of the AXE [2:06/018] and acquisitions, e.g. of Juniper Networks. Efficient 
manufacturing was to be achieved through outsourcing its manufacturing activities to, among 
others, Flextronics, SCI and Solectron [2:06/005]. 

Marketing, sales and distribution channels 
General Electric (GE) notified Ericsson its intention to exercise its contractual put option for 
the shares in the joint venture company between GE and Ericsson [2:05/011, 2:06/020]. 
 

“The cooperation with GE [General Electric] had to do with systems, land mobile radio and the 
telephones…that cooperation didn’t end…we bought it…this was according to GE’s strategy, either they 
were number one or two or they would exit the market… It was a good fit…we got a good base in the 
U.S.…we could take advantage of their good name… We had a solid business base in the U.S. but no 
industrial operations…which was important at the time…we had no telephone in the American market or 
manufacturing prior to our cooperation…after we had manufacturing of radio base stations and mobile 
phones… Pretty early, I don’t remember exactly…maybe in –91 or –92 we took over operationally, prior 
to that, they had been very involved, more like a 50/50 thing [2:05/011, J. Wäreby]…” 

 
In addition to Ericsson’s marketing and sales organization of mobile terminals in Lund, 
Sweden and Raleigh, USA, a similar office was established in Singapore. 
 
Ericsson Mobile Systems competence and resources were concentrated to a limited number of 
locations in the world, to which the total responsibility for customer deliveries was 
transferred. These centers were located in Australia, France, Mexico, Spain and Sweden and 
each was assigned responsibility for a certain geographical region. In the US, a number of 

1997 
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networks were deployed applying IS-95 CDMA technology, a standard that Ericsson chose 
not to develop and deliver. On the other hand, the Japanese operators NTT DoCoMo and 
Japan Telecom awarded Ericsson, among four other suppliers, a contract to develop the first 
pilot systems for broadband mobile telephony based on WCDMA [2:06/015]. Upgrades and 
system build-outs now accounted for nearly 70% of the business area Mobile Systems’ 
business. Ericsson estimated the market for satellite-based mobile telephony to emerge as a 
new market segment with a strong growth potential in future years. The MiniLink product 
family reached a worldwide market share of 30%, more than twice as large compared to the 
closest competitor. 
 
Ericsson Infocom Systems continued to increasingly expanding its service sales. During 1997, 
this type of sales amounted to more than SEK 7 billion. Italy, Australia, Brazil, Mexico and 
Great Britain and Germany were countries in which Ericsson performed successfully in this 
area. During 1997, a global marketing campaign was carried out to promote Ericsson’s 
services [2:06/010, 2:06/012]. 
 

“We have tried for a long time to sell services, professional services, business consulting… This has to do 
where in the value chain you are…and how you would like to change your position… We have always 
known that we have the know-how in building, optimizing and expanding telecom systems…that goes 
beyond what an operator could possibly know simply because we do this in a lot of different places… It’s 
once again a matter of outsourcing… The largest resistance always comes from the inside… Let’s say we 
go to Telia and say that we can manage your network, we can build it, operate it, maintain it, and we will 
deliver this amount of Erlangs with a certain service quality, grade of service, for instance… and you will 
pay us a fixed amount over a period of time… Who do you think you will be against… the operations and 
maintenance department of Telia, the technical departments… During the 90’s…outsourcing has become 
more common…people understand that you may allow others to do part of the job [2:06/010]… I have so 
many examples of this…British Telecom…we are not yet through with this… there are so many people 
involved…”can we really depend on this company [Ericsson]” they [BT] ask… In Holland we managed 
to do this with one of British Telecom’s subsidiaries because they hadn’t established that much of an 
operation there…and it works truly fine [2:06/010]… And then consulting…we have many experts… It’s 
hard to have Ericsson’s people walking in and saying “you need Ericsson” and “Ericsson is the solution to 
everything”…of course people [customers] get afraid… Nonetheless, we have people that do work with 
operators and other companies that work with operators and their business strategies…of course the 
selection [of equipment and systems] may fall on Ericsson, but not necessarily… I say like IBM, 
sometimes these [Ericsson] consultants in order to show too much independence avoid promoting 
Ericsson…it’s not forbidden to promote Ericsson…this is difficult to balance…are you too loyal to 
Ericsson you may lose credibility [towards the customer/operator], are you too independent you may even 
become disloyal to the company [Ericsson]…you need always to think what’s the best for the one 
[company] you are working for [2:06/012, K. Hellström]… 
 
“This [forward integration through service offerings such as O&M, Business Consulting, etc.] does not 
mean that we will compete with our customers…in this we are still very clear… We will still never 
compete for obtaining a license and serve the end-user… For example, Nokia club is a potential problem 
with the operators because they [the operators] feel threatened that they [Nokia] now have the possibility 
to bypass the operators… We saw during the 80’s and the beginning of the 90’s that Motorola actually 
entered the operator’s market and we thought that this could be a good idea… We actually got a few 
licenses before we understood that we were on a collision course with our customers… But you have to 
understand Motorola; they come from the private radio side… Motorola owns a lot of licenses in the 
U.S.… They probably thought that the same could be done in cellular… They also soon discovered that 
this was not feasible… Another example is AT&T Network Systems…and Phillips that established a joint 
venture during the 80’s for the manufacturing and sales of international gateways to telecom operators in 
Europe… At the same time AT&T was competing with the operators on the international traffic… this 
equation was too difficult to solve…they never got that many orders because the telecom operators 
decided to punish this joint venture company… They had to close down [2:06/013, K. Hellström]…” 
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Product strategy and product portfolio 
Proprietary development, acquisitions and divestments: Ericsson Infocom Systems 
introduced a number of new products and systems targeted at the market for IP-based 
communications systems. Such product and systems were developed by using the AXE 
platform for Internet applications. The “Internet Access Server”, launched during 1997, was 
an adaptation of the AXE exchange to facilitate data communications via the Internet. At the 
time, the AXE supported access via an ISDN or ordinary telephone line and access by means 
of ADSL, a technology that increased bandwidth in a conventional copper line. Ericsson also 
developed the “Virtual Private Intranet” through which operators were able to offer to its 
customers an IP-based multimedia solution in a secure intranet environment. Development 
work was also under way to further develop AXE for broadband traffic with ATM technology 
[2:06/018]. In the broad band area, Ericsson sold its 40% holding in Ascom Ericsson 
Transmission to Ascom Holding. In addition, Ericsson acquired a minority interest Juniper 
Networks, an American company that specialized in the development of products for large IP 
networks, e.g. advanced routers, a type of switch used in data networks. Services were 
considered to offer substantial business opportunities in the future as more than 90% of a 
telecom operator’s total costs could be related to operations and maintenance, administration, 
development of new services, training programs, and the like. Ericsson continued to develop 
its service portfolio now called Ericsson’s “professional services”. Professional services 
covered all aspects of a telecom operators business, from business planning, through network 
planning, installation, operating support and network improvements to invoicing subscribers. 
Customized training of the operators’ personnel was also an important component of 
Ericsson’s service offering [2:06/010]. 
 
In the cellular phone and terminal business, Ericsson Mobile Phones and Terminals began 
increasingly to target different customer segments with different telephones. Ericsson 
introduced the MC12, a mobile data communications system in the form of a mobile terminal 
and a small separate handheld computer. Ericsson launched the first mobile phone that could 
handle AMPS and D-AMPS systems in three different frequency bands 800, 850 and 1900 
MHz. In February, Ericsson acquired 41% of the shares of AU-System Invest from Telia. AU-
System was active in the segment of so-called smart cards for mobile phone applications. 

Supply and manufacturing 
The program to improve operations efficiency within Ericsson Infocom Systems and to lower 
operational costs and adapt the BA to market and technical requirements was accelerated 
sharply. A number of outsourcing arrangements involving the transfer of manufacturing 
activities to suppliers and external partners in order to obtain benefits of scale while 
streamlining Ericsson’s operations were implemented in Sweden and other countries, e.g. 
Brazil, Croatia, Malaysia, Norway, Spain and the UK. The guiding principle for the business 
area was to retain only those operations which were of major strategic significance or which 
could not be carried out more efficiently by external partners. Because of the growing number 
of standardized software and components (e.g. Central and Regional Processors) in the AXE 
system cost effective manufacturing solutions could be found externally by outsourcing. Two 
of the largest outsourcing arrangements in Sweden included the sale of Ericsson’s plastics 
factory in Kristianstad to Nolato AB, and the sale of the circuit board assembly operations in 
Karlskrona to Flextronics. Through global cooperation agreements with two American 
companies, SCI and Solectron, Infocom Systems found more cost-efficient alternatives for the 
key circuit board production. Consequently, Ericsson transferred its manufacturing of printed 
circuit production in Norrköping, Sweden to SCI Systems, Solectron Corporation and Viacom 
Systems. In addition, a large portion of the manufacturing within the Ericsson Microwave 
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Communications, e.g. the new generation of MiniLinks, were also outsourced to partners and 
sub-suppliers [2:06/005, 2:07/014, 2:07/015]. 
 

“Ericsson manufactured processors, both CPs and RPs…that is the central and regional processors in the 
AXE…over time other manufacturers had developed faster processors…during –95 at the Radio division 
we began to work in order to replace Ericsson’s own developed processors with purchased and better 
ones…and if you do this what happens…the Norrköping factory needed to be closed down…together 
with other manufacturing facilities…there were a lot of things that could be purchased instead… Anders 
Igel, today the CEO of Telia Sonera made a tremendous work in this respect during –96 and –97 [015]… 
When it comes to outsourcing I think Ericsson has been right in using companies like Flextronics…I 
think outsourcing is OK when it relates to a product that has reached its peak in the product life 
cycle…what’s difficult is the transfer of this product to your partner, the product specification so to 
speak…its hard to do this internally…much harder with an external company, because you have to be 
very precise…if you look at the AXE I think this [outsourcing] is right… Flextronics, Solectron and 
others take responsibility for managing all the suppliers… They also take responsibility for systems 
integration… When it comes to radio base stations…is more complicated… the product life cycles is 
shorter…and there is more research and development work related to it…development needs to be close 
to manufacturing… I spoke to Jan Wäreby last week…they have been successful in using ODMs [for 
mobile phones]…they have managed to specify exactly what they need…the man-machine interface and 
so on…the rest is up to the manufacturer…if you outsource manufacturing while you’re still responsible 
for development…and the product life cycle may be shorter…then it’s more difficult…I am not saying 
Ericsson is wrong…but I am not entirely convinced that they will be able to profit from this…my idea is 
to integrate development and manufacturing for this kind of products…that’s how I would do it 
[2:07/015, S-C Nilsson]…” 

 
Ericsson Mobile Phones and Terminals continued to ramp up its manufacturing organization 
of mobile phones by establishing manufacturing in São Paulo, Brazil and in Kuala Lumpur, 
Malaysia. 

Corporate and ownership structure 
As a consequence of the “2005” project, a new product/market matrix business area 
organization within Ericsson became effective on January 1, 1997. The number of business 
areas was reduced from five to three. Business area Mobile Systems focused on private and 
public operators of cellular networks and Infocom Systems targeted private and public 
operators of fixed-wire communications networks. Mobile Phones and Terminals targeted 
end-users directly. Each business area included a number of Business Units responsible for a 
specific product portfolio. The creation Infocom Systems was Ericsson’s response to the 
emerging data and telecommunication industry to the multimedia industry [2:06/003]. The 
logic behind the creation of Mobile Phones and Terminals was to respond to the growing 
market of end-user devices. In all three BAs, Ericsson claimed to be committed to expand its 
operations as they related to customer services and IP access. The market organization 
remained virtually unchanged except for the appointment of so-called Corporate Officers for 
each local company. The main task of the Corporate Officer was to create a stronger link 
between corporate management and the local company. In addition, Ericsson strengthened its 
local presence in Ethiopia, Kazakhstan, Puerto Rico, and Uzbekistan, by establishing local 
companies. 

Other important events 
The need for export and project financing related primarily to customers in the US, Brazil and 
China, continued to increase at the same rate as sales during the year. Significant amounts of 
customer credits were, however, sold gradually to third parties. 
 

Ericsson’s strategic focus included to focus on IP telephony. In order to obtain 
know-how in the area of IP technology, an acquisitions strategy named “string 1998 
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of pearls” was developed [2:06/004, 2:07/001]. 
 

“Ericsson’s “string of pearls”-strategy meant that we bought time rather than competence…the 
competence we had… but we hadn’t focused on developing IP-products with the competence we had 
[2:07/001, S-C Nilsson]…” 

 
This strategy can be detected in the moderate negative cash-flow (i.e. investments) in shares 
and participations between 1998 and 1999 (see Figure 4:8). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 4:8 Ericsson cash-flow (MSEK) in shares and participations 1994-2000 (source: Ericsson) 
 
In the area of mobile terminals, Ericsson experiences a 30% price decrease across the entire 
product portfolio and the development was expected to continue in 1999. 

Strategic focus 
On the initiative of Ericsson’s new CEO, Mr. Sven-Christer Nilsson, in the spring of 1998, 
Ericsson conducted a technology review, i.e. a review of its technical expertise and research 
programs. The technology review was followed by a review of the entire business operations, 
which in turn resulted in Ericsson adopting a new corporate strategy and organizational 
structure [2:07/011]. 
 

“Two weeks after I became CEO I called for a 2-3 day seminar…we went through how future networks 
would look like, what we had at the time and what we needed to develop [2:07/011]… We simply 
constructed a network…together with Håkan Eriksson who today is responsible for R&D within 
Ericsson…we developed a new strategy…Ericsson was totally out of control when it came to IP, there 
was no coordination in what we were developing…we had ongoing development work and IP products in 
16 different places around Ericsson…we had a lot of know-how…but only skunk work….because 
officially this [IP development] was banned…AXE was what we had previously decided to focus on… I 
also found out that we never got paid for 90% of the development work with the AXE, the local managers 
at the local companies thought that this development work was a local adaptation or smaller enhancement 
that should be delivered free of charge to our customers…the margins weren’t that high as people 
thought…I quickly decided to cut the AXE development staff by half [2:07/011] and required local 
management to start charging for all enhancements, local adaptations and so on…we used all our R&D 
money to maintain old products rather than to develop new ones [2:07/010, S-C Nilsson]…” 

 
Strategically, Ericsson decided to focus on wireless communication and IP-based technology 
and taking the lead in promoting telephony over IP. According to Ericsson, wireless 
communication based on the IP would constitute the nucleus of the third-generation systems 
enabling completely new services and transmission speeds of more than 100 times faster than 
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the systems deployed at the time. Ericsson believed that the transition would begin with long-
distance traffic and continue toward access networks [2:06/018, 2:07/011]. 
 
In order to obtain know-how in the area of data-communications and IP technology, Ericsson 
developed a strategy that eventually came to be known as “string of pearls”. In its essence, it 
meant that Ericsson would supplement its existing skills, expertise and products with critical 
know-how, products or components in the areas of data-communications and IP technology 
through acquisitions of small and medium-sized companies with state-of-the-art technologies 
or through strategic alliances with major industry players [2:06/004, 2:07/001]. 
 

“String of pears” was a strategy to obtain new technology instead of developing it ourselves… This was 
one way of explaining to the world how we worked during the end of the 90’s……it was a hysterical 
time… The stupidity that was shown during the end of the 90’s…well…it’s unprecedented…so many 
people that allowed themselves to be hypnotized…a mass suggestive trick of illusions…it’s amazing… 
How is it possible that companies that spend more than their total revenues in marketing are valued at 
billions… If it’s not stupidity it’s an enormous speculation…probably a combination of both, it’s hard to 
understand, people allowed themselves to be fooled…people thought that they didn’t understand 
something that everybody else had understood… The new economy, what does it mean…this was a 
gigantic pyramid game… Well…”string of pearls”… in order to be someone in this industry you had to 
do major acquisitions… People thought we should have bought Bay Networks and asked why we didn’t 
buy a whole bunch of other companies… Cheered by the capital markets…we were “coward” and we got 
punished through our share price… At that time we coined the expression “string of pearls”… in order to 
explain that we planned to acquire exactly what we needed… This has been an extremely successful 
strategy…we don’t talk about this [“string of pearls”] today… We could not buy with our shares and had 
to buy with real money. Had we done that it would have been a disaster… Today we may say that we 
were able to foresee the future and that we made wise decisions, or we may say that we simply were not 
allowed to make major acquisitions and pay with our shares… One must always find a reason for one’s 
actions… I need to say that there were people within Ericsson’s board, Tom Hedelius was one of 
them…he understood that this way of doing business was completely unreasonable… Things are quite 
funny…after they have happened one walks around rationalizing…many things happen out of chance… I 
have probably done this myself on occasions [2:06/004, K. Hellström]…” 

 
Another important reason for launching “string of pearls” was to satisfy the (capital) market 
demand for rapid growth through acquisitions. This did not necessarily mean that Ericsson 
was going to acquire other companies for substantial amounts. Rather it enabled Ericsson to 
show the capital market which competence areas it intended to develop (or in fact had 
developed) and consequently in which business segments it intended to grow [2:07/001, 
2:07/002, 2:07/004, 2:07/005]. 
 

“Now look at Lucent for a moment…they had the ambition to be like Cisco, so they bought a lot of these 
computer companies…and bought an ATM company…for 19.6 billion dollars…this company’s sales 
totaled some 1.9 billion dollars and had never showed profitability…and this went on…just like Cisco 
did…people told Lucent “buy companies and your share price will go up”… Lucent tried and failed…and 
so did Alcatel, as did Nortel [2:07/002, 2:07/005]… What did Ericsson…we had our strategy…“string of 
pearls”…we had the competence so we said we would carefully select those companies that complement 
our product portfolio and assist us to reach this critical point [2:07/001]…today Ericsson is there through 
ENGINE…they have been able to bridge between narrow band circuit switched data and broad band, 
packed switched data…there other companies like Utfors that are there too…so its possible both for 
suppliers and operators [Utfors] to get there [2:07/004]… Cisco and Motorola joined forces in order to 
develop these nodes for GPRS…they put 1 billion dollar each during -98 or -99…this didn’t work and 
nobody wants to talk about it…Motorola never had any switching know-how…only radio know-
how…and the share price went up…both for Motorola and Cisco… I wonder why our share price didn’t 
go up…we had all this know-how in-house already…nobody thought about this…this is the background 
to the selective acquisitions strategy in “string of pearls” [2:07/005]… Carrier One, Global Crossing, 
Pangea…they all went bankruptcy…they all had a wrong business plan…the wrong mindset…many of 
these companies have been driven by the stock market…by some stockbrokers in New York…it was 
doomed to fail [2:07/006, S-C Nilsson]…” 
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It seemed that Ericsson’s strategy, mostly targeted at the capital market, worked. Less than a 
year after Ericsson launched “string of pearls”, in 1999, the B-share reached all time high (see 
Figure 4:9). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 4:9 Ericsson adjusted share price (B-share in SEK) 1994-2002 (source: Stockholmsbörsen) 
 
Ericsson’s policy from 1996 (“to generate a competitive return for shareholders”), however, 
was never fulfilled in terms of dividends. Between 1994 and 2002 the direct return of 
Ericsson’s B-share never exceeded 1.4%, and in 1999 it reached all time low (see Figure 
4:10). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 4:10 Ericsson direct return on B-share (%) 1994-2002 (source: Ericsson) 

Marketing, sales and distribution channels 
February marked the start of Ericsson Mobile Phones and Terminal’s global brand name 
campaign, “Make Yourself Heard” which was aimed at the consumer market. The main idea 
of the message was to emphasize Ericsson’s contribution to social interaction, or 
communication between people, rather than its contribution in technology development 
[2:06/002]. 
 

“I always hear that this is a technology driven industry, as if we were some crazy engineers developing 
this for the sake of ourselves, everything has been driven by a vision that communications takes place 
between people, not rooms…people should be able to see each other and interact, just like we are doing 
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right now in this conversation. This is where we are heading right now…this is the third phase in 
telecommunication…it’s actually happening right now… It has been called 3G, WAP and many other 
things… Media and investors they just don’t have a clue what they are talking about… They get stuck 
with these abbreviations and unfortunately we are pretty good at delivering those [2:06/002, K. 
Hellström]…” 

 
During the year, GE exercised an option to sell its 20% minority interest in the jointly owned 
company Ericsson Holding in the US [2:05/011, 2:06/020]. 
 

“When we terminated the cooperation with GE it suited us and them well… We had an agreement that we 
followed… They [GE] had to be the number one, or at least the second largest player in the market, which 
they weren’t so they wanted out…We got a strong position through GE when we initially challenged our 
competitors in the U.S. market and changed-out Motorola in New York and so on… We needed 
credibility in the U.S. market, which we didn’t have… I mean, it has to do with high level politics… 
Cooperating with GE meant that Jack Welsh could call [an operator for instance] and says “this is 
American too you know”… This had to do with market strategy, nothing to do with technology 
[2:06/020, K. Hellström]…” 

 
Ericsson closed a contract with Globalstar, an American satellite operator, for the supply of 
telephones supporting satellite communications as well as GSM. 
 
The prices for optical cables declined sharply during the year. However, the decline was 
offset by a strong increase in volume sales. As a consequence, Ericsson Components 
established Ericsson Cable Contracting, a subsidiary for engineering and constructions of 
optical fiber cable networks. 

Product strategy and product portfolio 
Proprietary development, acquisitions and divestments: Product development in the new 
organization took place in more than 50 Product Units. A new development unit, Ericsson 
Research, was created for advanced early research. 
 
During the spring Ericsson Infocom Systems launched the new ATM switch, the AXD 301, 
for wide-area networks. The new switch was designed for public networks and Internet 
service providers and was able to serve as a platform for their telecom, datacom and IP 
services [2:06/018]. The new switch featured an open architecture which enabled fast 
enhancements of functionality. During the autumn Ericsson Infocom Systems won a first, 
strategically important, reference contract for the AXD 301 in China in competition with 
traditional datacom suppliers. 
 
The “string of pearls” strategy was launched. Ericsson acquired Advanced Computer 
Communications (ACC), an American company experience in IP technology, developing 
Internet switches and remote access (a technology used for linkup with the internet) and data 
network products, as well as routers. In addition, Ericsson purchased an interest in U.S.-based 
Mariposa Technology, a company that developed access systems for the transfer of voice and 
data via ATM, and in Juniper, an American router start-up [2:06/004, 2:07/001]. Discussions 
also took place between Ericsson and Cisco. The idea was to cooperate to some degree in the 
area of IP technology. These ideas however never materialized due to different views, or 
“mind-sets” in many different areas, e.g. technology [2:07/001]. 
 

“I had discussions with John Chambers from Cisco…I saw that Ericsson and Cisco together had a great 
potential to take care of the whole world…but the cultural differences were so enormous…we had several 
discussions…the last time he repeated with emphasis.. “Well, Chris…I would love to work with 
Ericsson…you take care of the legacy and we take care of the future…” It’s sad we couldn’t reach each-
other…that they couldn’t understand that we, in terms of competence, were at least as competent as Cisco 
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when it comes to IP telephony, routers…the know-how around the whole thing…but Ericsson had never 
allowed itself to work with it…this was skunk works within Ericsson [2:07/001, S-C Nilsson]…” 

 
With regard to technological differences between the telecom industry and the datacom 
industry it should be mentioned that the Internet had not initially been created to handle voice 
traffic. Nonetheless, it had become possible to use the Internet for such purposes with so-
called gateways. Gateways were able to bridge the gap between Internet services and 
traditional telephony. Ericsson developed a platform for IP telephony called Telephony 
Solution for Carriers (IPTC). This technology made it possible to make calls, send faxes, etc. 
through the Internet. The IPTC handled calls received via traditional networks and moved 
them over to the Internet [2:06/018]. The ITU’s H.323 standard was used for IP telephony. 
Due to quality issues however, Ericsson, among other suppliers, was developing a new 
standard in a project known as Typhoon. This was one of the driving forces for the 
convergence of the telecom and datacom industies. 
 

“…the “old” telecommunication industry…what characterized it…well…the systems are very 
robust…they deliver high quality services, that means that every time you pick up the telephone you will 
have a dialing tone…you also have a guaranteed delivery, because you will always get through to the 
other end…nowadays it’s once in a lifetime that this doesn’t work…it’s also a matter of…“real time”…in 
this industry we have companies like Telia, Deutsche Telecom, France Telecom…NTT, AT&T…only to 
mention a few…these companies are served by Ericsson, Nokia, Lucent, Siemens, Alcatel, NEC and so 
on… The computer industry is diametrically opposed to this…it’s optimized for data of course…but what 
is it that characterize it…if it works it’s great…but it’s only a best effort…if it doesn’t work today let’s 
try tomorrow…then of course “tomorrow” may be a millisecond later… I dare to say that IP is far more 
cost effective…so you would like to have the best of both worlds… reach where these to meet…this is 
what I call carrier class, real time, IP-networks [2:07/003]… So the question is who will reach this 
point… many U.S. based computer companies like Cisco say that they will be the ones…I say Cisco have 
been trying for 10 years and they haven’t succeeded yet…and that they will never get there…as a main 
supplier so to speak… The reason is that the computer industry is a “technology”, the telecom industry is 
a “mindset” [2:07/004]… The telecom industry is not a modern industry, it has been going on for 125 
years, the computer industry during the last 25 years [2:07/003, 2:07/004]… This mindset has to do with 
taking care of the total solution…and delivering something that you know will work and that you are able 
to take responsibility for…what happens when you order something from Cisco…they deliver a box to 
your desk…then it’s up to you to take care of it, install it and so on…your computer department 
maybe…or somebody from down-town…They don’t do it… Cisco had a huge agreement with Telia 
worth hundreds of millions…and after one year both had to recognize that it had been a failure…it was 
pretty obvious that Cisco couldn’t cope with this… It’s easier for a mindset to adopt a new technology 
than a new technology to adopt a new mindset…therefore I am convinced that the winners will be the 
telecom companies [2:07/004]… Cisco has certain nodes but they never take responsibility for the entire 
network…like Ericsson does [2:07/004, S-C Nilsson]…” 

 
In an effort to expand its service business, Ericsson acquired Edgecom, a Swedish consultant 
company with more than 30 employees and operators in the telecommunication industry. 
 
In December, Ericsson Mobile Systems decided to terminate development and manufacturing 
of personal pagers. The decision was based on the fact that profitability in the segment was 
weak and that corporate management believed that there was no future for this product as 
more and more data functions were developed into the cellular phones. 
 
Ericsson’s business area Mobile Phones and Terminals introduced more than 20 new 
products, including the T28. In addition, Ericsson launched the MC16 system, an enhanced 
version of the MC12. 
 
Cooperation and joint ventures: In 1998 a consortium, Bluetooth Special Interest Group 
(SIG), consisting of Ericsson Components, IBM, Intel, Nokia and Toshiba was formed to 
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support Bluetooth. The specifications were open, and by the end of 1998 some 400 companies 
in the telecom industry and the datacom industry had joined SIG. By 1998, Bluetooth had 
become the de facto global standard for radio communications between different devices over 
short distances. During the year Ericsson Components/Microelectronics focused on 
developing radio components for the new Bluetooth standard in order to broaden its 
application [2:05/012]. Ericsson (with a minority interest of 23.1%), Motorola, Nokia and 
British Psion, a developer and manufacturer of handheld computers and mini-calculators since 
the 1980s, formed the Symbian Ltd. a JV company established to develop and market the 
EPOC system, an open standard, operating system for use in future mobile telephones and 
other communications equipment [2:06/015, 2:05/010]. 
 

“The purpose with Symbian was to develop an operating system, optimized for mobile internet…to 
integrate the data paradigm into the mobile phone…this is of course something Microsoft would like to 
do…but Symbian versus Microsoft…it had nothing to do with each other…or that this cooperation didn’t 
continue [between Ericsson and Microsoft]…these were two completely different things…the 
cooperation with Microsoft was never affected because of Symbian… The EPOC system is the one that 
works best…this is the base also for Nokia, right now Symbian is the strongest with Nokia, Motorola, 
ourselves, Siemens, and now lately Samsung…are co-owners in Symbian…You can say that Samsung 
and Siemens have been…well…Nokia and ourselves are truly focused on Symbian and we make it 
work…of course Microsoft is doing all they can to enter this market… There is no doubt that Symbian is 
better…you only need to take one of Microsoft’s products and compare with this [points at his 
phone]…everything from speed to how integrated all the features are in the phone… Both Ericsson and 
we [Sony-Ericsson] have made an investment in this, but we still need to evaluate it on its own 
merits…we can not deliver low quality products only because we happen to be co-owners of a 
company… The drive behind the cooperation with Microsoft was to enable the integration of the mobile 
phone with business networks…I mean, Microsoft are in here [points at his PC]…in every PC, in every 
office… This is a key thing for the future…you may have seen what we have done with IBM…it’s the 
same thing… they shall integrate the mobile phone with business networks…and it works… Symbian is 
not just an enabler, it’s providing revenues…just like Ericsson’s Mobile Platform… We drive the 
industry…we license it to other manufacturers…we get what we want and the others…well they get what 
we provide them…We cannot abandon Symbian…it’s evolving continuously…it’s not static…new 
demands emerge all the time…now the video phone is coming, video players…all that need to be 
integrated…the music thing…digital protection so that you cannot copy music…I mean if you get music 
into this [pointing at his phone] you are able to broadcast it so everyone can have it…This will not be 
finished within one or two years [2:05/010, J. Wäreby]…” 

 
In addition, Ericsson, Motorola, Nokia and American Unwired Planet, presented a license-free 
protocol the Wireless Application Protocol (WAP), enabling more advanced cellular services 
such as to read Internet pages. 

Supply and manufacturing 
In 1998, Ericsson initiated the development of business model called Ericsson Global 
Business Model (EGBM). EGBM’s objective was to increase efficiency and reduce lead-
times through standardized processes and procedures. A section of EGBM was related to the 
TTC (Time-to-Customer) project. 
 
A number of factors, primarily related to supply and manufacturing, contributed to the weak 
financial performance of Ericsson Mobile Phones and Terminals, e.g. design problems were 
reported regarding the battery contact for some of Ericsson’s mobile phones. In addition, there 
was a general shortage of components in the market and Ericsson experienced difficulties in 
ramping up manufacturing of mobile phones to larger scale [2:05/005]. 
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Corporate and ownership structure 
Mr. Sven-Christer Nilsson assumed the post of Ericsson’s new CEO March, 1998 [2:07/011]. 
Ericsson consolidated its participation in Ericsson Telecomunicações acquiring shares in the 
Brazilian subsidiary totaling 97.8% of the voting rights. 
 

The business segment Consumer Products showed unsatisfactory results during 
the year. Ericsson’s strategic focus included to implement a restructuring 

program cutting cost and number of employees. 

Strategic focus 
In January 1999, a decision was made to implement a restructuring program, in order to 
reduce the number of employees by approximately 11,000 over a two year period. Supported 
by Ericsson, ITU established WCMA and EDGE as 3G standard. 

Marketing, sales and distribution channels 
The work with the “Global TTC (Time To Customer)-project” continued during the year. The 
purpose of “Global TTC” was to reduce delivery lead-times (i.e. the time from the customer 
placing an order to the ordered product ready to be put into commercial operation), by making 
the ordering procedure significantly easier and more reliable. The target for “TTC Global” 
was to reduce delivery lead-times in the supply chain by a minimum of 50%. Ericsson 
planned to achieve such target by increasingly delivering what was called “high level 
deliverables” (a radio base station, for example, should have all software installed and be 
ready to take into commercial operation) and direct the ordering procedure towards the 
Internet. Ericsson estimated at the time that the transition to direct ordering through the 
Internet would enable substantial rationalizations and cost savings across the supply chain, 
e.g. it would be possible to reduce personnel requirements in the supply chain by 25%, in 
monetary terms corresponding to at least 3% of invoiced sales for all products that could be 
handled in this manner. The Electronic Distribution BU, as it was called, continued to grow in 
terms of sales and geographically into Germany and the UK. Ericsson’s former Distribution 
Center in Huddinge was sold to Caterpillar Logistics of the U.S. 
 
Ericsson Network Operators and Service Providers launched the “Power Mobility” marketing 
campaign for promoting its business directed towards network operators and enterprises. 
Ericsson achieved major successes with its ENGINE concept signing agreements with BT in 
the U.K., KPN in the Netherlands, Telia in Denmark and Telefónica in Spain. In addition, 
Ericsson signed an agreement with the German mobile operator T-Mobil (Deutsche Telekom 
MobilNet) in which Ericsson agreed to deliver equipment and implement GPRS into T-
Mobil’s nationwide GSM network. 

Product strategy and product portfolio 
Proprietary development, acquisitions and divestments: Ericsson Network Operators and 
Service Providers’ offering in the area of packed-switched data and IP for fixed operators was 
presented under the ENGINE concept, an AXE solution (AXD 301) for migrating circuit-
switched telecommunication to the next generation network by handling circuit-switched, 
packet-switched/ATM and IP-based traffic. Existing AXE switches, for example, could be 
expanded with AXD 301 in order to handle a growing volume of data traffic in the same 
network. For the third-generation mobile systems, Ericsson developed a new platform able to 
handle ATM and IP traffic, an access router called RXI 820. The RXI 820 was specifically 
developed for wireless networks through which the access network is switched to the 
transport network [2:06/018]. 
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“Narrow band networks are not being deployed anymore with the exception of China and some few 
markets in Latin America… This product will eventually die…and we will not continue to develop our 
classical AXE any further… What’s coming now and in the future is IP-based networks… Everybody has 
been promising telephony over IP networks for some time now… I would think that it will take an 
additional 3 to 4 year before we have a stable system… We will still have a business with our AXE, in 
maintenance… The datacom industry is of course driving this…on a “best effort” basis…you send data 
and sometimes have to try again and again… But this is not possible with voice… The telecom industry is 
a real-time application…the datacom industry never understood this…Cisco still doesn’t understand 
this… It’s a tremendous difference in the technological requirements you need to face in order to deliver 
quality voice communications compared to data packages… We have an interim solution to this problem 
by utilizing ATM transmission and ATM switches for voice communication over IP…this is 
stable…however we do not have the same cost advantages as in pure voice over IP…we are not there yet 
[2:06/018, K. Hellström]…” 
 
“Engine, that is New Generation Network, is a market concept…it’s our way to migrate narrow band 
networks to IP networks…through ATM… We can guarantee the “grade of service”, something you 
cannot do with pure IP technology… We have 170 million narrow band lines to upgrade…and of course 
we can also upgrade narrow band networks from other suppliers… It’s basically the same building blocks 
we use for ENGINE, UMTS and GPRS and so on…the same components [2:06/018, K. Hellström]…” 

 
During the year, Ericsson Services was established as a new business unit under Business 
Segment Network Operators and Service Providers [2:06/010]. 
 
Business Segment Enterprise Solutions focused on establishing and expanding its business 
consulting activities and business solutions and services for mobile Internet through 
establishing the business unit Ericsson Business Consulting. Approximately 2,700 of the 
4,000 employees within Business Segment Enterprise Solutions worked as business 
consultants, IT, telecom and WAP consultants. Other employees of the business segment 
worked with the O&M of Ericsson’s IT activities. The development of business solutions 
through mobile Internet focused on the banking and finance, transport, travel, media and the 
entertainment segment [2:06/010]. 
 
Ericsson Consumer Products introduced some 20 new mobile phones of which several were 
based on an entirely new technological platform. The first mobile phones and terminals using 
EPOC were introduced during the year, e.g. the MC2l8, an enhanced version of the MC18. In 
addition, three different WAP terminals were introduced (MC218, R320 and the R380). 
During the year, Ericsson introduced the PipeRider product. PipeRider was a cable-TV 
modem used to provide voice and Internet access through the cable TV network. 
 
Ericsson established a strategy for its access products. Development efforts were to be 
focused on three areas: ADSL, LMDS (Local Multipoint Distribution Services) and IP via 
cable networks. ADSL offered broadband access over ordinary copper cable, LMDS offered 
broad band access over radio, and PipeRider offered broadband communication trough cable 
TV network. 
 
A number of important strategic acquisitions were carried out during the year to further 
strengthen Ericsson’s position in the market for IP and data-communications solutions, e.g. 
Ericsson acquired the American companies Torrent Networking Technologies, renamed 
Ericsson IP Infrastructure, developing IP routers (through Torrent Networking Technologies 
Ericsson gained access to a gigabit router called AXI 540 in Ericsson’s product portfolio), and 
TouchWave, renamed Ericsson WebCom, developing and manufacturing IP telephony for 
enterprise communications (e.g. WebSwitch2000 which was an IP-based switch that could 
handle conventional analog and IP-based telephony). In addition, Ericsson acquired a majority 
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interest in the Danish company Telebit, a company engaged in developing the next generation 
of the Internet protocol, Internet Protocol Version 6 (IPv6). 
 
The single largest acquisition during the year, however, by number of employees, was the 
infrastructure division of American Qualcomm. The acquisition was part of a larger 
agreement between Ericsson and Qualcomm, whereby all patent disputes between the two 
companies were resolved. As a consequence, the acquisition had a favorable effect on the 
standardization of CDMA technology. Both companies now backed a common global 
WCDMA standard [2:06/015, 2:07/012]. 
 

“I was the one actually buying Qualcomm…I never doubted that CDMA would work…I know I tried to 
tell you guys out in the field not to tell that CDMA would never work…because I knew it would 
eventually work…the problem was that Qualcomm’s CDMA could not offer anything that we couldn’t 
with D-AMPS and GSM…they were more expensive…and complex…this I often argued… CDMA 
technology was disruptive…analog operators would have to change their entire system…switches and 
everything… in order to implement it… TDMA [D-AMPS], on the other hand, was an evolutionary 
process…a transition… operators could enhance there existing analog system with D-AMPS and launch 
digital… We knew that CDMA technology was the future…what we turned against was that CDMA 
shattered the American market…don’t forget that the Americans had through their AMPS system the 
world’s largest cellular standard…it [AMPS] had been implemented in 104 different countries…and in 
many countries they managed to reach this magical figure of 5% penetration [2:07/012, S-C Nilsson]…” 
 
“In order to be a credible supplier in North and South America at least…I understood that we eventually 
had to develop a CDMA system…and that Qualcomm were to small to be able to do this…so in the 
agreement we made with regard to the patents we agreed that Ericsson would take over their development 
and manufacturing of radio base stations…at the time we were 2-3 years behind…we made a good 
deal…We knew that Qualcomm were interested in selling their CDMA division…so I met with Irvine 
Jacobs in a hotel just outside Lisbon when we both visited a conference…we both have always been able 
to separate between business and personal matters…so we sat down…and afterwards he accepted 
Ericsson making an offer…and at the same time we solved the patent issue… This division is till located 
in San Diego… Now…Lucent and Motorola…they still continue to argue that Ericsson don’t put their 
soul into this [CDMA]…and that their customers should buy from a company that is truly focused on 
CDMA…who sees CDMA as their main business…it’s still hard for Ericsson [2:07/012, S-C Nilsson]…” 

 
In addition, the mobile network planning and field measurement division of LCC 
International was acquired and renamed Ericsson NetQual. 
 
Cooperation and joint ventures: During the year, Ericsson’s entered into several strategic 
alliances, e.g. with Sonera SmartTrust for the world’s first digital and secure signature for e-
commerce using WAP phones. In addition, a joint venture company was established with 
Electrolux for R&D and marketing of products with access to the Internet in private homes. 
Symbian, which developed the EPOC operating system, was joined by Matsushita 
Communication, the fourth largest manufacturer of mobile phones at the time [2:05/010]. In 
addition, Ericsson established a JV with US based company Symbol Technologies for 
developing and marketing wireless LAN-based telephony and datacom solutions. The alliance 
focused on the market for local mobility within business enterprises on network for voice and 
data. The Bluetooth Special Interest Group (SIG) launched the first Bluetooth product, a 
cordless hands-free headset. SIG grew from 400 to almost 2,000 companies during the year 
[2:05/012]. 
 

“Bluetooth is another interesting cooperation, we created the same structure as in Mobile Platforms…well 
that was actually just prior to Mobile Platforms…we established a separate company for Bluetooth…the 
R&D people that used to work for us [Ericsson Mobile Phones] were separated and put to work in a 
business oriented operations…in order to develop the core technology to be put into the phones… Blue 
Tooth has taken longer than we initially expected…just like most things…but it’s growing…mobile 
phones are still the driving force for Bluetooth…but during last year you could see that it shifted from 
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mobile phones to a lot of other things…there you have Sony that’s the leader in the consumer electronics 
industry…they have their cameras…its coming into the TV more and more…we work closely with Sony 
with regard to connectivity, through Bluetooth but also through so called memory sticks…this is one of 
the reasons why telephones are so strategically important to Sony…they see no consumer product that 
there are so many of around the world…its an important parameter in their strategy…anything shall be 
connected to everything… I agree when you say that it’s easy to revolutionize technology…quite more 
difficult to revolutionize peoples mind, that’s and evolutionary process…you need to build critical 
mass…it takes some time…today only about 10% of all the PCs have Bluetooth integrated…it takes a 
number of years before all the PCs have been changed-out…but if you consider last year…more than one 
Bluetooth device per day was approved…the Special Interest Group have an approval process…they look 
at things and say “OK”…their task is to promote Bluetooth and to make sure that everything works…that 
the protocol looks alright and so on…it’s like a standardization organization…Remember that the Special 
Interest Group rests on the principle that everybody that joins need to put their patents to the disposal of 
others… Of course the members compete with each-other within their specific segments of software, 
components, consumer products and so on… Some people might say “Bluetooth is dead”…it’s 
coming…partly because cost is coming down…one year ago it cost around 20 dollars to put Bluetooth 
into a device today this figure is below 5…an in two years 1 dollar…then it doesn’t matter…you will 
through it in to the telephone…head-sets are coming down in price…most important however is that you 
log-in, so to speak, and it works… After a while you will have cross functionality…you will have a phone 
with a game…connect it to your Play Station and begin to play…there are so many things that are 
possible [2:05/012, J. Wäreby]…” 

 
Ericsson Components signed a partnership agreement with Chartered Semiconductor for joint 
development and production of integrated circuits for next-generation radio technology 
[2:05/005]. 

Supply and manufacturing 
In January 1999, Ericsson Network Operators and Service Providers announced an aggressive 
program to reduce costs in the Business Unit Wireline Systems through reducing the number 
of production units [2:07/014]. 
 

“What Ericsson started to do, despite there being many the internal problems, was to make sure that 
everything wasn’t manufactured everywhere…to slowly centralize and rationalize… as the AXE became 
more digitized local managers traded with Ericsson’s corporate management in Sweden…some of the 
local manufacturing was closed…but the local software development increased…the rationale from their 
point of view was to be able to deliver local adaptations…sometimes due to market standard sometimes 
due to customer requirements…This came hand-in-hand with governments beginning to require 
competence enhancement activities rather than pure, low-skilled manufacturing…This came during end 
of the 80’s or the beginning of the 90’s… A turning point came in -96…-97… I believe…Ericsson closed 
down in Norrköping; it should have been done much earlier [2:07/014, S-C Nilsson]…” 

 
Several areas of Ericsson’s operations in Sweden and abroad were outsourced during 1999, 
whereby activities were transferred to independent suppliers. The rationale was to benefit 
from scale economies on behalf of the outsourcing partners. Outsourcing activities outside 
Sweden affected Ericsson’s operations in Australia, Brazil, Croatia, Italy, Mexico and Spain 
[2:06/005, 2:07/014]. 
 

“We have been criticized for our outsourcing strategy…but nobody has ever told me how we are to 
handle the price and cost pressure on the market… this is a problem for the western world, all 
manufacturing is moving to China…therefore outsourcing began at ETX, it became to expensive to make 
these…printed circuit boards in the switches…to manufacture them…it was outsourced… [2:06/005, K. 
Hellström]” 

 
Ericsson Components began volume production of radio modules for the Bluetooth standard 
[2:05/012]. Ericsson Consumer Products experienced delays in the process of increasing 
volume production of the new phones including new technological platforms. These phones 
were targeted at the lower price segment and were also expected to dominate sales during the 
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year. In order to cope with the increased demand and consequently manufacturing volumes of 
mobile phones, Ericsson took a new production plant into operations in Malaysia and 
expanded its production capacity elsewhere. 

Corporate and ownership structure 
In July 1999, Mr. Kurt Hellström was appointed president of Ericsson and Mr. Lars Ramqvist, 
CEO. The new organizational structure (approved in September 1998) became effective on 
January 1, 1999 including three Business Segments, based on customer categories, and four 
market areas. The previous business areas were replaced by three customer-focused Business 
Segments, i.e. Network Operators and Service Providers, Consumer Products (in which the 
mobile phones were the predominant product) and Enterprise Solutions. Every Business 
Segment included a large number of Business Units and Product Units. Activities in the four 
market areas were to be managed from four new corporate offices located in 
Stockholm/London for market area Europe, Middle East and Africa, Richardson, USA for 
market area North America, Hong Kong for market area Asia Pacific and Miami for market 
area Latin America. Each market area was headed by an Executive Vice President, who was a 
member of the Corporate Executive Team. The role of a market area was to concentrate on 
strengthening the marketing organization and to provide better service to customers by 
providing customers with direct contact with representatives of corporate management. A new 
corporate function for Supply and Information Technology was introduced for handling issues 
related to e.g. IT, production, purchasing, logistics and implementation. Ericsson’s new 
organization also involved the establishment of a new corporate function for technology in 
order to coordinate R&D activities and deal with standardization matters, parents and issues 
related to strategic partnerships as well as to establish strategies for introduction of new 
products and technologies. 

Other important events 
Through the Competence Shift program the intention was that all of the approximately 
100,000 employees would gain an understanding of how the new telecom industry would 
function. The Competence Shift focused on new technology, new business logic and the new 
market situation that Ericsson was facing. 
 
Ericsson signed a letter of intent with Compaq to outsource IT support, starting in the Nordic 
region and involving more than 40,000 work stations [2:06/011]. 
 

Ericsson’s strategic focus included the launch of an action program, named the 
“Back to Profits”, including restructuring activities, partnering and the complete 

outsourcing of manufacturing. The goal was to have the handset business back to profit in the 
second half of 2001 [2:06/005, 2:05/014]. 
 

“We saw last year [2002] a good example of our outsourcing strategy…Sony-Ericsson…we had a budget 
of 40 million phones and we got out 23 or 24 million, and…it’s sad…the result of 2 billion or 2.5 billion 
loss we have shared between Sony and Ericsson. Had we owned these manufacturing facilities we would 
have made a 10 billion dollar loss each…there you got the flexibility in the whole thing… To outsource 
to Flextronics has also been one way of selling and closing down manufacturing facilities…I mean to 
close down a manufacturing facility is always hard…it deals with people and it involves large capital 
amounts…can you have someone to take over it’s good… When outsourcing was at its peak…Flextronics 
and Solectron and others…these people are not stupid…I mean…they understand that “if Ericsson can’t 
make cheap telephones in Kumla, neither will we”… Their strategy was to manufacture not only 
telephones…telephones and other things that could be manufactured in China would be moved to 
China… If you can make it in China you cannot compete in Sweden, unless transportation and other 
things have greater influence [2:06/005, K. Hellström]…” 

2000 
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Marketing, sales and distribution channels 
Ericsson initiated a world-wide marketing promotion campaign called “The Mobile Internet 
Revolution. It’s an everyday thing.” [2:06/002]. Despite the fact that the market continued to 
grow, Ericsson’s Consumer Product Division lost market share down to approximately 10%, 
however maintained its number three position among handset vendors (see Figure 4:11). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 4:11 Global market share by supplier (% of cellular phones sold) 1994-2002 (source: Ericsson) 
 
Despite Ericsson being able to increase unit sales by 38% and revenues by 21%, Ericsson’s 
Consumer Product Division reported a loss of more than SEK 24 billion for the year. Sales of 
the traditional AXE product line through the ENGINE concept rose sharply, making year 
2000 yet another record year for Ericsson’s AXE. Ericsson won one important contract with 
the US operator WorldCom who selected the ENGINE platform. The ENGINE orders were 
won in competition with traditional datacom and telecom suppliers, reaffirming the 
convergence between the datacom and telecommunication industry [2:06/003]. Due to the 
weak financial performance of the PBX and data networks business, the distribution of such 
products and systems was outsourced to third parties. 

Product strategy and Product portfolio 
Proprietary development, acquisitions and divestments: Within the frame of the “String-
of-pearls” acquisition strategy in datacom and router companies, Ericsson continued during 
the year to make some direct investments in companies to support the development of mobile 
Internet applications, content and technology, such as Red Jade, Merrimac Industries, Littauer 
Technologies and Mediatude. Ericsson acquired Microwave Power Devices (MPD), 
eventually renamed Ericsson Amplifier Technology with important competence in developing 
multi-carrier power amplifiers, essential for the next generation of mobile networks [2:06/004, 
2:07:001]. Ericsson began to phase out a number of products in order to concentrate and adapt 
its product portfolio to future markets. Private Radio Systems Unit was sold to American 
ComNet Critical Communications and the Energy Systems part of Ericsson Components was 
sold to American Emerson. Due to cash-flow problems, Ericsson divested of part its 
shareholding in Juniper Networks in the USA [2:07/011]. 
 

“Juniper had to be sold in order to save Ericsson’s cash-flow [2:07/011, S-C Nilsson]…” 
 
Cooperation and joint ventures: The substantial costs and risk in product development 
made Ericsson to emphasize cooperative arrangements in the area of R&D [2:06/007]. 
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“The most important decisions we make have nothing to do with if we are going into a new market…it 
has to do with technology…the financial market does not understand this… We learn 3 or 4 years after 
the decision is made [with regard to technology development efforts] if the decision was right…and it can 
be a disaster [2:06/007, K. Hellström]…” 
 
“…we have spent hundreds of millions every time we have developed theses ASIC circuits…and if this 
[the development of ASIC circuits] goes wrong you will be delayed for six months…you have lost all the 
money spent and you have to start all over again [2:06/007, K. Hellström].” 

 
During the year, Ericsson Network Operators and Service Providers entered into several 
strategic alliances, e.g. with Juniper Networks for an extended partnership including the 
developing of the next-generation multi-service IP networks including new solutions for voice 
and IP communications (in addition Ericsson obtained the right to marker Juniper’s routers 
under its own brand, e.g. a gigabit router for data called AXI 520 in Ericsson’s product 
portfolio). In preparing for an expected massive roll-out of 3G networks, Ericsson entered into 
a number of cooperation agreements with some major construction companies such as ABB, 
SKANSKA, NCC and Spectrasite. The objective was to safeguard sufficient capacity and 
competence to satisfy rapid network build-out. 
 
Network Operators and Service Providers increased its focus on developing Mobile Internet 
applications, an area considered key for the market development of 3G. Consequently, 
Ericsson established a more focused strategy with regard to what kind of Mobile Internet 
services it was to engage in and develop. Those areas were (i) location services, i.e. to deliver 
specific information to end-users about their immediate vicinity (e.g. a tourist guide for the 
street the end-user was visiting), (ii) infotainment, i.e. everything from news bulletins to live 
games, (iii) transactions, i.e. banking, shopping, trading and ticketing services, and (iv) 
messaging, i.e. e-mail, SMS, voice mail and the transfer of video and images [2:06/014]. 
 
The “Ericsson Microsoft Mobile Venture”, was launched in September 2000, in order to 
develop and market Mobile Internet applications, e.g. wireless e-mail, targeted at operators. 
“Ericsson Microsoft Mobile Venture” was a JV company between Ericsson Consumer 
Products and Microsoft in which Ericsson had the majority interest. The agreement provided 
Microsoft access to Ericsson’s WAP software, while Ericsson, in turn was entitled to use 
Microsoft Mobile Explorer for wireless terminals [2:06/014, 2:05/010]. 
 

“I remember when we announced the joint venture with Microsoft… I had never thought that our market 
capitalization would jump a couple of billions in one day…really, for us it wasn’t that important 
[2:06/014]… We have seen how the applications part of our business has been growing…and from our 
point of view the logic behind entering this segment has been to stimulate the development and growth of 
this segment… We have Ericsson Mobility World and other things…this is to stimulate the development 
of applications… This isn’t really our business but we realized that this can stimulate and increase traffic 
and consequently increase demand for our systems and services…our main business… This was the idea 
behind the joint venture with Microsoft…we have Windows in our homes and our offices… We thought 
that people by recognizing this environment would possibly increase their use of mobile phones and 
service applications… But then it’s difficult to cooperate with a company like Microsoft…they have a 
very clear dominant strategy…and we come from this relatively open world of telecommunication, with 
open interfaces and standards… The Americans they have this little “TM” [Trade Mark]… They are 
always looking for proprietary solutions and we, from the telecommunication world, are looking for a 
standard that is available for everyone… Therefore we have had a terrible journey with regard to patents 
and this kind of things [2:06/014, K. Hellström]…” 

 
The Symbian JV for the development of EPOC operating system, the WAP forum and the 3G 
Partnership Program (3GPP) continued to play a key role in establishing de facto standards 
and a base for application development. 
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In order to support the development of Mobile Internet applications, products and services, 
Ericsson initiated and participated in a number of venture capital initiatives during the year in 
cooperation with other companies, e.g. Ericsson Venture Partners together with Investor, 
Industrivärden and Merrill Lynch, and imGO with Investor and Hutchinson Whampoa. 
Ericsson, Investor and Hutchinson Whampoa acquired a controlling interest in Guoco Land 
Limited and created a venture capital operation to focus on Mobile Internet in Asia. Ericsson 
created a USD 300 million Ericsson Venture Partners fund together with Industrivärden, 
Investor and Merrill Lynch. 

Supply and manufacturing 
Ericsson Consumer Products’ handset business incurred severe setbacks. According to 
Ericsson, four important factors contributed to the negative result of Consumer Products 
despite increasing demand for mobile terminals; components shortage and quality deficiencies 
in sourced key components (effecting volumes and repair costs), the development of foreign 
currencies and an unfavorable product mix in the entry level segment [2:05/005]. The 
component shortages related to a fire in a key components supplier’s plant, components for 
which an alternative sourcing was not immediate available [2:06/006, 2:05/005]. 
 

“This is something we again learned when…we had one or two telephones…I think one…that had a very 
advanced component that we had single-sourced from Phillips… The advantages were very clear…the 
disadvantage was single-sourcing…the manufacturing facility [of Phillips] burned down… Single 
sourcing is actually against our policy, but no one had discovered that someone had done this… This is 
something that the press exposed to ridicule…however we actually lost 7 or 8 million phones because of 
this [2:06/006, K. Hellström]…” 

 
An action program, named “Back to Profits”, including restructuring activities, partnering and 
the complete outsourcing of manufacturing, was immediately launched, with the goal to have 
the handset business back to profit in the second half of 2001 [2:05/006, 2:06/005, 2:05/014, 
2:05/017]. 
 

“In general, mobile phones have a life cycle of one year…if it’s a really good product maybe two years… 
Some people think that shorter life cycles means that you need to have development and manufacturing 
in-house in order to ramp up manufacturing quickly…I don’t buy that…of course the entire process needs 
to be integrated but you can still outsource manufacturing if you think that this will mean better and 
cheaper products…I mean…nothing in outsourcing implies that it’s slower…Outsourcing is based on 
having a partner that is an expert in manufacturing…this means that your partner should be able to ramp-
up manufacturing faster than you… Of course you need things to work smoothly and effectively…but 
that’s another issues, it doesn’t have to do with outsourcing itself… You will have both pros and 
cons…when you have it outsourced you will have clearer interfaces and specifications of your 
requirements…across this border…just like between us and [Ericsson] Mobile Platforms…When you are 
dealing with this kind of complex products it’s pretty healthy to have a clear specification, time lines and 
so on…if you don’t comply you don’t get paid [2:05/006, J. Wäreby]…” 
 
“Quality and design, problems, delays due to lack of components…all these issues cannot be solved 
through outsourcing…some problems arise just because a lack of focus… Look at quality…the only thing 
you need to do is to focus on quality…we began this work some three years ago…before Sony…but with 
Sony we have increased our requirements even further… If you go out today and ask…most retailers will 
tell you that Sony-Ericsson is one of the best products in terms of quality… That [quality] you don’t 
outsource, but you can say that through outsourcing you are able to focus on the things that matters to 
you…quality in our case…so it’s a matter of allowing management to focus [2:05/017, J. Wäreby]…” 

 
In 2000, Ericsson created the foundation for this strategy. First Ericsson rationalized its 
product portfolio. Secondly, ARIMA of Taiwan was contracted to develop and manufacture 
ODM (Outsourced Development and Manufacturing) entry level mobile phones in accordance 
with Ericsson’s specification [2:06/007]. 
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“In the center of all telephones, how cheap they might be, there is a technology so advanced that few 
industries can’t even imagine… The platform is so advanced that few companies can do this… If you 
consider companies like Arima…they don’t have this [technology and know-how], they buy this…in their 
bill of material there is the platform, the intelligence so to speak… Entry level telephones are cheaper 
because they have simpler applications, cheaper display and all the things around it…the motor is just as 
complex [2:06/007, K. Hellström]…” 

 
Ericsson further reinforced this approach through an agreement with Flextronics who assumed 
responsibility for the complete supply chain and the manufacturing of consumer products in 
the facilities located in Brazil, Malaysia, Sweden and UK as well as parts of the US plant in 
Lynchburg, Virginia [2:05/007, 2:05/008, 2:05/009, 2:06/005, 2:05/014, 2:06/006]. 
 

“What happened was that Ericsson outsourced everything to Flextronics, except for the factories in China 
[2:05/007, 2:05/008]…for legal reasons we had to keep them [2:05/008]… In addition, these factories in 
China were very cost effective for many reasons…salaries were at competitive levels [2:05/007]… When 
we transferred some of the manufacturing from Flextronics to Sony’s factories it didn’t mean that we 
changed our mind in this respect…Sony is also an outsourcing solution… You can look upon Sony’s 
manufacturing division as another Flextronics, they just happen to be Sony… Still, Sony is not Sony-
Ericsson…they bid for work in competition with Flextronics… This is not to be seen as a strategic 
shift…we still have manufacturing at Flextronics, Sony and Ericsson in China…which we also use as a 
benchmark…we know from previous experiences how good we have done it…it’s good to have an in-
house point of reference with regard to costs…to know how cheap you are able to manufacture…this of 
course is something we can play when discussing with other manufacturers…this is an important 
parameter [2:05/009, J. Wäreby]…” 
 
“But we actually still have manufacturing facilities in China… we have a huge manufacturing facility in 
Neijiang with very high quality, very low turn-over in human resources…this is our most efficient 
manufacturing facility and we will not have anybody taking over this facility, we don’t need to…because 
if anything would go wrong…the outsourcing companies would go bankruptcy, of course they will not all 
go bankruptcy simultaneously, then we can increase the capacity of this facility [2:06/006, K. 
Hellström]…” 

 
The rationale was to improve economies of scale quickly as well as to reduce capital 
exposure, and consequently lower its business risk. In addition, Ericsson expected the “Back 
to Profits” program to enable the company to increase its focus on core areas of consumer 
products and mobile phones, i.e. R&D, design, branding, sales and marketing [2:05/018]. 
 

“Design…well there isn’t much to discuss… we were too focused on the technology, during a very long 
time…but then…the whole “design” discussion…sometimes I get the impression that people think that 
everything Nokia does is so “designed”… I don’t think so…the most important is that the device is small 
and easy-to-use…then of course it needs to look nice…those are the most important parameters 
[2:05/018]… Both we and Allgon realized quite late that built-in antennas was to become standard in 
mobile phones…I mean…there are very good engineering reasons to have external antennas…coverage 
for instance…but this goes back to what I said…the phone gets bigger and it doesn’t look nice…these are 
more important factors… This has been entirely driven by consumer requirements [2:05/018, J. 
Wäreby]…” 

 
Its strategy also included to retain engineering design in-house and design features out-side 
the company [2:05/014]. In November, Ericsson appointed a new Head of Industrial Design 
to further strengthen its product development for the next generation of mobile phones. 
 
Outsourcing production continued during the entire of year 2000 within both mobile phones 
and infrastructure, reflecting Ericsson’s strategic focus on more value adding areas such as 
development and systems integration. At the end of the year, Ericsson decided to outsource all 
manufacturing of mobile phones. Outsourcing activities also included manufacturing and 
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software design operations in Longuenesse, France, and Östersund, Sweden, to Solectron and 
in Visby and Katrineholm, Sweden, to Flextronics. A software development unit in 
Östersund, Sweden, was transferred to AU-system AB. Manufacturing plants within Business 
Segment Enterprise Solutions in Austria and China were transferred to external partners 
through outsourcing arrangements [2:06/005]. 

Corporate and ownership structure 
A new organizational structure was decided upon (implemented January 1, 2001) through the 
creation of five divisions. The five divisions were Mobile Systems, Multi-service Networks, 
Consumer Products and two additional divisions focused mainly on the development and 
supply of products and services in core areas of infrastructure business. Global Services 
focused on systems implementation and integration in addition to other key services such as 
network management and optimization [2:06/010]. In addition, within the division Global 
Services, Ericsson created Ericsson Internet Applications and Solutions as a wholly owned 
company dedicated at developing Internet services in mobile and multi-service networks. 
Data Backbone and Optical Networks focused on packed-switching and IP telephony to 
support multi-service networks as well as mobile networks with data traffic capabilities. Other 
separate business operations included Cables, Defense systems, Enterprise Networks, i.e. 
activities related to PBX, business phones and data networks, and Microelectronics. 

Other important events 
During the year, Ericsson divested the majority of its real-estate holdings in order to further 
focus on its core business activities. Real-estate management and services in Sweden were 
outsourced to Skanska. Also activities for internal computer and local area network support in 
Sweden and other European countries were outsourced [2:06/011]. 
 

“When I was managing Radio, the central computer department within Ericsson, that was working 
exclusively for ETX at the time, approached me and suggested to take over the operations and 
maintenance of our computer systems…they could do it 30-40% cheaper… I thought this could be a good 
idea…what a rising… It took a long time before we did this and I had to put up with people calling me 
names for doing this… Some of the operations and maintenance of our computer systems went to the 
central department and some was eventually outsourced outside the group…and we got the cost 
reduction… If it was 35% rather than 40% I don’t remember [2:06/011, K. Hellström]…” 

 
Ericsson’s strategic focus included to launch the so called ”Efficiency Program”. 
The rationale was primarily to reduce to costs within Mobile Systems. 

Ericsson’s focus was on profitability by strict cost control and cost cuts through reducing 
operating expenses [2:06/021]. 
 

“End of 2000, we launched the Efficiency Program in order to restructure Ericsson and to downsize the 
telephone business as we uncovered all the problems and realized that they had totally lost control over 
the situation and that we could not entirely save this business…we needed to find a partner [2:06/021, K. 
Hellström]…” 

 

2001 
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Ericsson presented a weak income statement (net profit, margin) and balance sheet (ROA). In 
fact, this was a record year (all-time low) considering the period 1994-2001 (see Figure 4:12 
and Figure 4:13). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 4:12 Ericsson net profit and net margin 1994-2002 (source: Ericsson)  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 4:13 Ericsson ROA (%) 1994-2002 (source: Ericsson)  

Strategic focus 
The “Efficiency Program” was launched in March 2001 primarily to reduce to costs within 
Mobile Systems. Ericsson’s focus was on profitability by strict cost control and cost cuts 
through reducing operating expenses. The Efficiency Program was designed to deliver cost 
cuts in the range of SEK 20 billion. The program included to create more efficient design 
centers, reduce the number of offices and manufacturing facilities, reduce inventory levels 
and actively chase accounts receivable. Only during the last quarter of 2001 the “Efficiency 
Program” had delivered a total savings of SEK 7 billion and lowered operating expenses by 
20% [2:06/021]. 
 

“We had had this thing in New Mexico [a fire in a manufacturing plant of components], we had the 
wrong product portfolio; we were entirely focused on the high-end segment… It takes a year to a year and 
a half, at least, to refocus the product portfolio and also to target the low-end segment… It was not an 
easy task… When we had launched this program we saw that the telecom industry in general was entering 
into a new phase with a more moderate pace of development… Then this enormous and brutal fall 
came… it has almost crushed the entire industry… Now we have implemented it [the efficiency 
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program]…and I am not sure if we can see the end of it…we have got a grip of this…and of our costs… 
This has been a devastating thing one has been forced to do…we have gone from 107,000 employees to 
below 65,000, and we need to reach below 60,000 before the mid of this year… Only this quarter many 
people will still have to leave Ericsson… this is painful…I get disappointed when we get all the 
blame…look at the industry as a whole, we are not performing good but are better off compared to many 
of our competitors …and on the systems side, look at Nokia…we haven’t done the cuts that they have 
been forced to do…I don’t tell this to the market…we have nothing to be ashamed of [2:06/021, K. 
Hellström]…” 

 
The results of such efforts could also bee seen in the drastic reduction of total number of 
employees and total assets during 2001-2002 (see Figure 4:14 and Figure 4:15). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 4:14 Ericsson number of employees 1994-2002 (source: Ericsson) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 4:15 Ericsson total assets (MSEK) 1994-2002 (source: Ericsson) 

Marketing, sales and distribution channels 
As mentioned, Ericsson reported a major loss in Consumer Products and a sharp decline for 
systems. Important reasons were increased investments in R&D for 3G, unfavorable product 
mix, and reduced gross margins due to price pressure, lower volumes and excess capacity 
costs. Ericsson won its first global contract to supply Multimedia Messaging Services (MMS) 
software to Vodafone in the UK. Ericsson Mobile Platform signed a licensing agreement for 
mobile phone technology for 2.5G and 3G with LG Electronics in Korea [2:06/007]. 
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Product strategy and product portfolio 
Cooperation and joint ventures: Several new mobile phones were launched, e.g. the R520 
(the world’s first commercially available GPRS handset) and the high-end T68m (the first 
GSM mobile with full color screen and internal antenna). Ericsson launched additional five 
different GPRS phones during the year. Ericsson formed a joint venture with Sony for design, 
marketing and sales of multi-media terminals. Most of Ericsson’s handset operations were 
transferred to the JV. The JV was launched operational on October 2001 and incorporated as a 
50/50 joint owned company, Sony-Ericsson Mobile Communications [2:05/013, 2:06/021, 
2:05/016]. 
 

“When we started to look for potential partners, we instantly turned to Asia…having a western partner 
would only result in “more of the same”…all the large consumer product giants are from Asia… We 
looked at some different options…Sony suited us perfectly because of a number of parameters…number 
one, they are the largest and the best within consumer electronics…they were established on the 
telephone market and although they were not the largest they had a presence in Japan…that’s another 
important parameter…third, they were not competing with Ericsson…if you look at Panasonic and NEC 
they have certain business on the systems side…then you need to decide what systems you will support 
and so on…with Sony it was easier to see how we complemented each-other without having to consider 
other businesses in the portfolio…it was a clear cut…the last part was that Sony had an entire portfolio of 
content…gaming, movies and music…they are one of the world’s largest content providers…Sony was 
definitely our first option… I usually say that we have two value chains, technology and content, and we 
are in the middle…we cooperate for instance with Ericsson Mobility World in order to develop content 
[2:05/016, J. Wäreby]…” 
 
“In the mobile telephone business you have one possible strategy…to be a big player and to be relatively 
broad…a minimum requirement is to have presence in all GSM markets and to have a product range that 
targets all consumer segments…but I doubt that this is enough…looking at the future…CDMA will have 
20-25% of the world market…the question is if you can be a major player and not have this technology in 
your portfolio…It’s not enough to focus on, let’s say, the high-end products…70% of sales is in the low-
end range, if you are not there you will not be on the shelf…then you begin to lose volumes, presence, 
brand…you will lose the underlying “machine” that everybody notice…so… When we were in the last 
phase of consolidating our telephone business we asked ourselves if we could have this level of 
ambition…and the conclusion was “Yes, provided we find a partner”…and when we found Sony we said 
“Let’s go for it”… Together with Sony we can put it all together [2:05/013, J. Wäreby]…” 

 
Ericsson contributed with its expertise in telephony and radio technology and Sony’s with its 
strength in consumer electronics, multimedia and entertainment. Market-wise, Ericsson 
contributed with strong relationships with telecom operators and Sony’s with its distribution 
and customer service network and consumer sales and marketing experience. Both companies 
contributed with strong brand names. It employed 4,000 people at year-end 2001 and sold 6.8 
million phones in three months of operations reporting a loss of SEK 1.4 billion [2:06/021, 
2:05/016]. 
 

“The bulk of what we sell go through the retailers, we don’t sell that much through the operators…they 
are of course important because they promote and assist in various different ways…there we have 
Sony…they have a long history with the retailers and know how to manage this [2:05/016, J. Wäreby]…” 

 
Further analysis of the JV between Ericsson and Sony suggests that their combined strength in 
communications and computing technology provided a good opportunity for developing a 
strong position in the segment of smart phones [2:07/007, 2:07/008]. 
 

“If you look at the terminals… in principle they will follow the same development as in 
systems…now…you have voice and data…in ten years from today the bulk will be closer to today’s 
mobile phones…will those be a Nokia with “cam” or a Nikon with “com”…both will exist…Nikon will 
of course focus on cameras with excellent lenses and other photo features… but of course they will offer 
the possibility to send pictures instantly over 3G or wireless LAN…but Nokia on the other hand…just 
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like my Ericsson here with a camera [pointing at his Ericsson phone], will offer the possibility to take a 
simple photo…their focus will of course be on the communications features… PDAs are closer to 
computers…I expect to see a pretty large segment of smart phones…I argue that in 5 years or so there 
will no longer exist any PDAs…they are on their way out…why is this…well…when you need to 
communicate with a PDA you need to add a modem, just like any PC…a smart-phone on the other hand 
is built around the communications…it's a great difference if you are manufacturing computers or 
communications systems…Not even if it costs half to manufacture a PDA compared with a mobile phone 
they will survive… This is happening already…Microsoft has developed an operating system called 
Pocket PC 2002…this is an operating system for mobiles…PDAs will have to move towards the mobile 
phones… A smart phone uses manufacturing technologies and components that have been developed 
having in mind sales volumes of 400 million devices per year…with regard to PDAs, this figure is 
somewhere between 10-15 millions per year…so even though it’s much more difficult to develop a smart-
phone, volumes and economies of scale will off-set the difference… In the future I expect to see a blend 
of Communication, Computing and Content…3C… in the world of telecommunication… Some 
companies will push the communications part of it, like Ericsson, others will push Computing…I expect 
to see Sony or Microsoft in this segment…and a third group of companies will push Content…this could 
be companies like MTV and many others… All manufacturers of devices need to think about this…in this 
respect I see that Nokia is already loosing the grip [2:07/007]… This is why the combination between 
Sony and Ericsson is superb…I am not saying that good companies like Cisco will disappear…no…but 
as long as they continue to have the wrong mindset they will remain a supplier of components to telecom 
systems…compare this to Ericsson…their mission is not only to deliver and install networks, they offer to 
operate and maintain telecommunication networks…it’s a matter of survival, if they don’t do it somebody 
else will…IBM, Accenture or any other company…then Ericsson becomes a supplier of components…for 
Ericsson this would mean disaster…you need to think and understand your culture…Ericsson is an 
engineering company…Cisco used to be, but is no longer an engineering company…their culture is more 
market oriented, they have a different focus…logistics and other things [2:07/008, S-C Nilsson]…” 

 
Sony-Ericsson entered the Symbian cooperation by acquiring a minority interest [2:05/010]. 
Ericsson continued to hold a 19.4 interest in the company. Ericsson and Microsoft continued 
to work together regarding mobile Internet applications. However, the jointly owned company 
was dissolved. Instead Ericsson and Microsoft entered into a cooperation agreement 
[2:06/014, 2:05/010]. 
 
In order to bring down costs in R&D Ericsson emphasized cooperation and networking, thus, 
enabling cost and risk sharing with partners. One of Ericsson’s networking efforts was called 
“Ericsson Mobility World” gathering some 100,000 people around the world. Ericsson 
established ”Ericsson Mobility World” in 26 centers worldwide in order to support and 
cooperate with third party developers of applications and devices, operators, content providers 
and enterprises [2:06/014, 2:06/019]. 
 

“We have an organization under Göran Hoff where we try to stimulate new ideas and new products to the 
market… We started when we had lots of money and could experiment a little… I have had the 
opportunity to follow some of these projects…and of course it is fascinating when you see these people 
all existed about their sometimes very interesting ideas… But what we can see today is that few ideas 
have reached the market as products…that the money that we make from all these interesting and 
fascinating ideas is peanuts… The innovation chain is long and it takes a lot of effort, not only fanatical 
enthusiasm… In order to drive the market you have to be first…but it doesn’t necessarily cost a lot… 
Look upon Ericsson Mobility World…we have maybe 100,000 people that are working with 
us…developing applications and so on…it doesn’t cost much…but we don’t try to control the 
development…only to stimulate it… We need to do this… Look upon Ericsson research…they don’t 
always have a product in mind…we need to do this kind of work if we want to participate in the 
standardization work…we must be able to say “we have tried that, and it doesn’t work”… Also we need it 
for competence development…for times when we need to develop a new product… This doesn’t cost 
much either, we have approximately 700 people working with this kind of work [2:06/019, K. 
Hellström]…” 

 
Several other initiatives for cooperation were launched by Ericsson during the year, e.g., 
”Mobile Games Interoperability Forum”, with Ericsson, Motorola, Nokia and Siemens 
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working together to enable game developers to produce and deploy mobile games that can 
work across all servers, networks and devices, ”Wireless Village interoperability group”, with 
Ericsson, Motorola, and Nokia working together to define and promote a set of universal 
specifications for mobile instant messaging and position-based services [2:06/015]. 
 
Proprietary development, acquisitions and divestments: In order to be able to focus its 
management as well as financial resources, Ericsson closed down its D-AMPS development 
and manufacturing before entering into the partnership with Sony [2:05/015]. 
 

“Before [entering into the partnership with] Sony we decided to close down our TDMA [D-AMPS] 
operations and to focus on GSM…this was during the summer of 2000…the last pure TDMA [D-AMPS] 
product came out on the market at the end of 2001 or the beginning of 2002…from a mobile phone 
perspective we could not be involved in all standards [2:05/013, 2:05/015]… Of course you could argue 
that this has hurt our relationship with our customer on the systems side…nevertheless, we had no 
option… at that time many AMPS/D-AMPS operators were changing to GSM or at least considering it 
anyway… We told our customers on the systems side that we could either continue to do old things or 
assist them in changing to the new [2:05/015, J. Wäreby]…” 

 
Ericsson Consumer Products’ perhaps most important strategic decision had to do with their 
assets in intellectual property rights. Until then, Ericsson, like most other companies, had 
been carefully protecting such assets against infringement through patents. Ericsson 
increasingly realized that their importance lied in potential license revenues and cross-
licensing opportunities. Ericsson signed some major license agreements, e.g. with Samsung, 
Korea and Sony-Ericsson, for mobile telephony technology platform developed in-house. 
Ericsson continued to develop and license such technology platforms. 
 
Ericsson Technology Licensing began to work to turn Ericsson’s patents into license revenue, 
with particular focus on Bluetooth and Ericsson Mobile Platforms, developing the technology 
required inside the mobile communication devices and supplying such platforms to Sony-
Ericsson among other manufacturers and service providers. According to Ericsson, the 
structure of the handset market began shifting from a few complete suppliers to a chain of 
specialized companies. Ericsson positioned themselves to reach consumers and serve 
operators through the Sony-Ericsson joint venture and to provide platforms to other 
manufacturers and equipment providers [2:05/012, 2:06/007]. 
 
Ericsson also established two product-related licensing businesses Ericsson Mobile Platforms 
and Ericsson Technology Licensing. Ericsson Mobile Platforms offered complete 2.5G and 
3G technology platforms to manufacturers of mobile phones and other mobile devices. The 
platforms consisted of complete component specifications, printed circuit board layouts and 
software. In addition, Ericsson offered support and customization services [2:05/005, 
2:06/007]. 
 

“The mobile platform as specified by Ericsson Mobile Platform is in principle a software platform that is 
associated with a certain hardware…in the case of Ericsson Mobile Platform they work closely with 
Texas Instruments [2:05/005, J. Wäreby]…” 
 
“We still keep the chassis of the telephone, the mobile platform, and let others to manufacture the body… 
A platform is “rules”, “tools”, “key components”, and “reference design”, this we sell…just like in the car 
industry [2:06/007, K. Hellström]…” 

 
Creating wireless products built on Ericsson mobile platforms was offered as a fast and low 
cost option for manufacturers to launch competitive wireless products without making large 
and unpredictable investment in R&D. The manufacturers are able to concentrate their time 
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and effort on product differentiation, such as applications, industrial design, distribution and 
branding. In exchange, Ericsson receives a license fee, and a royalty for each platform 
produced. An agreement was signed with LG Electronics for 3G handset platforms 
[2:06/007]. 
 
At the time Ericsson Technology Licensing was focused on the short-range wireless 
technology Bluetooth. The company created licensing agreements with semiconductor and 
original electronic equipment manufacturers, enabling them to use Ericsson’s solution in their 
products in return for fees and royalties. Some of Ericsson’s key customers for Bluetooth in 
2001 were Intel, Philips, ST Microelectronics and Samsung [2:05/012]. 
 
During the year, Ericsson made no material acquisitions, except for its equity stake of SEK 
2.8 billion in the joint venture Sony-Ericsson Mobile Communications [2:05/016] and the 
acquisition of the remaining 19% holding in Ericsson Hewlett-Packard (EHPT). The 
development of the operational support systems was transferred to Mobile Systems and the 
development of billing products remained with Hewlett-Packard. 
 
Ericsson Mobile Systems continued to make progress in industrialization, verification and 
interoperability tests of 3G equipment. The first 3G roaming call between Japan and UK was 
executed during the year [2:06/015, 2:07/002]. One of the reasons Ericsson had been able to 
launch such a system earlier than its competitors were the investments made in developing the 
AXE-N switch; a switch which in the general opinion had been one of Ericsson’s largest 
failures ever [2:07/002]. 
 

“The AXE-N project…I tried Ramqvist to let go of this and to do a real business case out of it…internally 
within Ericsson, people said that this was one of the greatest failures ever… I always asked “failure, in 
what sense?” This had been Sweden’s largest competence development project ever… I would estimate 
that less than 10% of all R&D expenditure within Ericsson went to this project…and I mean…what is 
10% in competence development…it’s peanuts…in Sweden we spend to little in competence 
development…because the time perspective is too short…and Ramqvist, he told me…”you shouldn’t be 
saying this”…he wasn’t comfortable with it… Ericsson wouldn’t have been able to manage 3G without 
this development effort…This is why Ericsson, all by itself, has been able to become number one in 
developing both 3G telephones and systems…the infrastructure side…Lucent had to buy this because 
they didn’t develop this competence in-house, Nortel the same…they hadn’t had the AXE-N-project… I 
believe people forget this…or they don’t think about it this way…the only know it [the AXE-N-project] 
as a failure [2:07/002, S-C Nilsson]…” 

 
A new generation of the AXE was introduced, the AXE 810, an open architecture switch able 
to integrate Ericsson’s own and third party equipment. Through ENGINE Labs, launched in 
2001, Ericsson was able to focus on providing each customer with a dedicated team 
supporting in the creation of business models, the design of customized applications, analysis 
of systems efficiency, network management and other value adding services. Certain assets 
were divested, e.g. the remaining shares in Juniper Networks, in order to cope with the weak 
financial performance of Consumer Products. 
 
The rationale for establishing the business unit Ericsson Global Services, with approximately 
20,000 employees, was that Ericsson believed the service business to be a profitable one with 
a strong growth potential. In addition, services supported and extended Ericsson’s customer 
relationships. Through learning from interacting with its customers Ericsson aimed at 
enhancing every business unit within the corporation by developing new solutions that would 
meet the operators’ future needs. Ericsson Global Services organized into several business 
lines, i.e. network roll-out, customer services, competence development, telecom management 
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and professional services. Approximately 20% of Ericsson’s total infrastructure sales were 
generated by Global Services [2:06/010]. 

Supply and manufacturing 
In January 2001, Ericsson Consumer Products signed a memorandum of understanding with 
Flextronics for the manufacturing of mobile phones. During the year Ericsson Consumer 
Products entered into an outsourcing agreement with Taiwan-based ARIMA, for development 
and production of mobile phones according to Ericsson’s specifications. A similar agreement 
was entered with Taiwanese company, GVC, in January 2001 for development and 
manufacturing of entry-level mobile phones [2:06/005, 2:05/014]. 
 

“We had to bring down the number of factories…had to consolidate…we did this also within 
R&D…prior to partnering with Sony…we still have outsourced some of the R&D…so today we have 
R&D primarily in Japan, Northern Europe and the U.S. [2:05/014, J. Wäreby]…” 

 
The rationale was to reinforce the “Back-to-Profit” program, enabling Ericsson to concentrate 
on R&D, design, marketing, branding and sales, as well as to increase flexibility and 
economies of scale. One example of how Ericsson improved was the way in which Ericsson 
now managed the supply chain process, from receiving an order to invoicing. Ericsson 
managed to decrease the time from invoicing to receiving payments from on average 102 days 
to 88 days. 

Corporate and ownership structure 
During 2001, the previous divisional structure was modified to include five business units 
responsible for product management, supported by a number of core units for development 
and supply. The previous five market areas were combined to three, and special Global 
Customer Units were formed to serve better and more cost effectively certain large, global 
customers operating in multiple countries. In the context of the efficiency program, the 
number of market units was consolidated from more than 100 to 35. In addition, Ericsson 
streamlined the organizational structure removing one layer of management and appointing a 
chief operating officer (COO) to achieve ongoing operational efficiency [2:06/021]. 
 
In the beginning of 2001 Ericsson had 105,000 employees and 107,000 when the Efficiency 
Program was launched. The Efficiency Program reduced the number of employees by 22,000 
to 85,000 by year-end. In addition, the number of consultants and temporary workers was 
reduced from around 15,000 to less than 7,000 by year-end [2:06/021]. 

Other important events 
Assets that were not consistent with Ericsson’s core business were sold or outsourced, e.g. 
computers, servers and manufacturing of test equipment. Real-estate assets, including its 
London offices, were sold and leased-back. Real-estate operations were outsourced. 
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LLGON was established in 1946 as a manufacturer of car mounted antennas. During the 
80’s Allgon began to focus on radio base station (RBS) antennas. The Allgon B-share 

was introduced on the OTC list of the OM Stockholm Exchange in 1988 and has been quoted 
on the A-list since 1994. 
 

Allgon’s strategic focus included to develop a complete product portfolio for 
RBS equipment, mobile equipment (e.g. car and boat mounted antennas, 

batteries, chargers, hands-free sets and other accessories) and terminal antennas including 
digital and analog mobile communications products supporting all cellular standards. The 
customers of Allgon were system suppliers (e.g. Ericsson, Nokia, Hughes Network Systems, 
Northern Telecom, OKI, Samsung and Siemens) and cellular operators (e.g. McCaw/Cellular 
One and Celcom). In addition, and in particular to its consumer products, Allgon’s customers 
included car manufacturer and retail stores. Allgon’s competitors could be found 
internationally, e.g. The Allen Group, Celwave and Centurion from the USA, Kathrein, 
Hirschman, Hama and Telebox from Germany, Andrew from the UK, MAT Equipment from 
France, Nippon Antennas, Harada and Yokowo from Japan and Galtronics from Israel. 

Strategic focus 
Allgon’s mission was to develop, manufacture and market products for radio signal 
transmission within the area of mobile and personal telephony. 

Marketing, sales and distribution channels 
In 1994, 69% of total sales was in foreign currency, considered at the time to result in a 
substantial currency risk and risk attributed to fluctuating interest rates, primarily in the 
European market (i.e. the Nordic Countries, including Sweden, France, Germany, UK and 
Eastern countries). International sales was executed through exports, primarily through own 
subsidiaries (i.e. subsidiaries in which Allgon held a majority interest) or joint ventures (e.g. 
subsidiaries in which Allgon held a minority interest) as well as through distributors and 
agents (in countries where no local presence had been established). Major export markets 
were the Nordic countries (excluding Sweden) and the Baltic States [2:08/002]. In order to 
improve distribution and sales Allgon established “The Mobile Academy”, i.e. a marketing 
channel program including a new design of its physical product packaging, training program 
to retailers, merchandizing efforts, internal sales training in consumer products, i.e. “B2C” 
business, etc. 

Product strategy and product portfolio 
Allgon focused on digital and analog mobile communication products (all cellular standard) 
within three product areas, i.e. (i) radio base station (RBS) equipment, e.g. combiners, 
multicouplers, duplex filters, repeaters and RBS antennas, (ii) mobile equipment, e.g. car and 
boat mounted antennas, batteries, chargers, hands-free sets and other accessories and (iii) 
terminal antennas, e.g. antennas for mobile terminals. Within such product areas Allgon 
engaged in product development, design, and manufacturing. All the design and 
manufacturing work was executed in Sweden [2:08/002]. One of the new products developed 
during 1994 was a hands-free set as Allgon expected legislative changes in many western 
European markets to prohibit driving while communicating through a mobile device. 

Supply and manufacturing 
Components were sourced from suppliers, primarily based in Sweden, according to Allgon’s 
design and specification. The quality control of such sourced components, however, remained 
within Allgon. In order to avoid potential disturbances in manufacturing its sourcing strategy 
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included a multi-supplier sourcing strategy for each standard component. The logic behind its 
sourcing strategy was primarily to have flexibility in terms of volumes as well to keep 
investment in manufacturing equipment and facilities low. The cost structure of Allgon’s 
products was intimately related to the price of purchased components [2:08/022]. 
 

“We do actually the same as Ericsson…we outsource most of our manufacturing…like components and 
so on…all the components we use we design…we make ourselves responsible for the final assembly of 
the antenna near product…The rationale has been to maintain flexibility and not to get stuck with a 
specific technology…the technological development is too quick [2:08/022, M. Tannfelt]…” 

Corporate and ownership structure 
The parent company of Allgon was Allgon AB. The CEO was Mr. Per Weijke [2:08/024]. In 
Sweden, Allgon AB organized in three Business Units (BUs) reflecting its product portfolio; 
Allgon System AB, Allgon Mobile AB and Allgon Terminal Antennas AB [2:08/027]. 
 
Allgon’s sales organization had a product/market focus. Allgon had developed a global sales 
organization through 100% ownership of sales companies in the USA, Germany, UK, France, 
and Austria. In addition, Allgon had a minority interest in sales companies located in Hong 
Kong, Singapore, and Turkey [2:08/002]. Allgon System had a majority interest in Allgon 
Innovation, a company established solely for product development. 
 
The ten largest shareholders as of December 31, 2001 owned 52.1% of the votes and 29.6% of 
the capital. Over the years 1994-2002 this figure did not change much (see Figure 5:1). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 5:1 Allgon largest shareholders 1994-2002 (source: Allgon) 
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Swedish (foreign) investors owned 65.5% (34.5%) of the votes and 49% (51.0%) of the 
capital (see Figure 5:2). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 5:2 Allgon domestic and foreign shareholders 1994-2002 (source: Allgon) 
 
The members of the board owned 36.1% of the votes. Some have argued that this may, in 
part, explain why certain strategic decisions were made (or not made). Strategic decisions 
were often made to satisfy the short-term needs of shareholders’ and board members rather 
than the long-term strategic objectives of Allgon [2:08/024, 2:08/025]. 
 

“During the last couple of years…we like many others in this industry have focused on our 
shareholders…unfortunately…shareholders have had a very short time perspective lately…the annual 
report has not been particularly important compared to the next quarterly report…this has been bad for us 
and many other companies as well [2:08/024, 2:08/025, M. Tannfelt]…” 

 
“We used to make a whole lot of money…and I understand some people [the owners] think we could 
have done much more with the money we earned…I think we could have been more offensive both 
during those years when we expanded rapidly but also when the market went down…and you had the 
time to restructure…consolidate and possibly make some acquisitions…the reason why Allgon Mobile 
was sold was defensive… because our owners thought that this was the only way to save what could be 
saved…of course we say that the reason is to focus our efforts…in our case to focus on the infrastructure 
part of our business…but then…these are personal thoughts… Allgon actually had the possibility to buy 
Centurion a couple of years ago…this and many other structural businesses never 
happened…why…maybe because of corporate management…we have had many different CEOs in a 
relatively short time period…I don’t know…the board has also been to interested in the quarterly 
reports… I think the owners and how corporate management and the board have dealt with the owners 
have had an important role in Allgon’s development…maybe in an industry that isn’t as turbulent as this 
one…the owners are not that important… In order to be able to make quick decision in an industry that is 
changing very rapidly you need to be involved in the day-to-day business…there is no time for 
analysis…unfortunately the owners don’t have telecom for breakfast, lunch and dinner as we do…in a 
sense, owners should not be part of the decision making process…they simply don’t understand the 
business and this industry…the board and corporate management shouldn’t focus on the quarterly reports 
in order to provide the shareholders instant satisfaction…not in an industry as the telecom…the owners 
haven’t provided us the ability to do structural changes and acquisitions…this whole thing with Centurion 
began when we asked our shareholders if we could acquire companies…not if we could be sold…we 
needed to get hold of know-how…and to some extent get into new markets… The shareholders listened 
to us…but nothing happened…I think this has to do with Swedish mentality…“carefulness”…the board 
has been to passive…because they haven’t been able to understand the market, our business and our 
industry…that’s for sure [2:08/024]… The board and our shareholders have made us focus on things that 
they thought to be “safe” business…it has been disastrous [2:08/024, 2:08/025, M. Tannfelt]…” 
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Allgon’s alleged shareholder focus, however, never really materialized during the period 
1994-2002, at least not in terms of dividends. Between 1994 and 2002 the direct return of 
Allgon’s B-share never exceeded 1.1% (see Figure 5:3). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 5:3 Allgon direct return on B-share (%) 1994-2002 (source: Allgon) 
 
Excluding those lucky few that bought “cheap and sold expensive” and with the general 
exception of 1999, it is difficult to argue that Allgon’s B-share price performed well during 
the period 1994-2002 (see Figure 5:4). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 5:4 Allgon adjusted share price (B-share in SEK) 1994-2002 (source: Stockholmsbörsen) 

Other important events 
Allgon Mobile became ISO 9001 certified during 1994. Allgon established a policy to rent 
rather than acquire its premises. The rationale was to tie less capital. 
 

Allgon’s strategic focus included to continue to invest in product development, 
increase the efficiency of its distribution channels and to expand internationally 

[2:08/002]. Allgon’s international expansion was in part driven by the internationalization of 
their customers but also by the industry growth in general [2:08/002, 2:08/024, 2:08/006]. 
 

“Many things have changed during the last couple of years…costs pressure…product developments…like 
built-in antennas… I joined Allgon in 1994…at that time through to –98 we were focused on one thing 
only…to grow as quickly as possible…the only problem we had was to manufacture and deliver the 
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required volumes in order to satisfy the market demand…an entrepreneurial spirit ruled in the company at 
that time…we made unreasonable amounts of money…each year we doubled volumes and 
sales…nobody looked at the cost side of the business…it was fun…but some day it had to end… During 
this period [between 1994-1998] we expanded globally [2:08/002, M. Tannfelt]…” 
 
“I think operators and the system suppliers and phone manufacturers are the ones together that drive this 
industry…since 1994, however, the operators have increasingly taken this role [of driving the industry]… 
but then…in 1994 total chaos ruled in this industry…everybody could make a whole lot of money…there 
was no control in the industry…everybody focused on growth [2:08/024, M. Tannfelt]…” 
 
“We need to understand our customers and try to predict what they are about to do…we also need to 
understand that everything changes very quickly…from R&D to manufacturing…you have to adapt…this 
is what this is all about…who knows what will happen in the industry a year from now…unfortunately 
you cannot stop and wait until it happens, then it’s to late…we have been quick in adapting…I think this 
is key for us as a supplier, you don’t really have a strategy of your own, you follow the strategy of your 
big customers…you don’t know what strategies they have…you will not know until they have taken 
actions…the challenge is to understand how they think and what they are about to do…before they have 
actually done it [2:08/006, M. Tannfelt]…” 
 
“As I have mentioned before…as a supplier to these huge giants like Nokia and Ericsson we cannot 
afford to have our own strategy…we as a much smaller company need to be flexible and quick…be one 
step ahead…in making decisions so we can follow the bigger players…there is no time for rational 
decision making…you cannot wait for facts…you need to have gut feeling…you need to be open in 
evaluating what is your core business and if required to change it…I know you shouldn’t change your 
core business…but sometimes you have to… I think this is valid for the bigger players too…Nokia 
should ask themselves if they should focus on branding [2:08/006, M. Tannfelt]…” 

 
Allgon internationalized aggressively in 1995 as shown by the increased percentage of foreign 
sales of total net sales (see Figure 5:5). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 5:5 Allgon domestic and foreign sales of total sales (source: Allgon) 

Marketing, sales and distribution channels 
The distribution strategy of consumer products, primarily within Allgon Mobile began to 
focus on reducing the number of distributions channels and distributors, focusing on the larger 
ones. Several new and important customers were added to the customer portfolio, among 
others Sony. 

Product strategy and product portfolio 
Allgon continued to increase its investments in product development, primarily within digital 
technology. Several products were added to the product portfolio, e.g. base station antennas 
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for new digital systems such as PCN (GSM 1800) and PCS (D-AMPS 1900), and intelligent 
antennas and terminal antennas supporting the new CDMA/IS-95 digital standard. 
Cooperation with ArrayComm for the development of smart antennas was initiated. The 
rationale for investing heavily in R&D was Allgon’s intention to capitalize on proprietary and 
patented solutions. In addition, Allgon expected to be able to drive the industry in this 
particular segment and, thus, to capitalize on first mover advantages [2:08/026]. 
 

“Patents are very important if you aim at driving this industry…and to standardize different 
platforms…we have developed several patents and standardized a variety of antenna platforms….The 
downside to this is that customers sometimes get nervous and afraid to get stuck with one supplier 
only…you have to be careful in how you take advantage of your patents…I think we have been quite 
successful in this respect…we have been able to push the industry our way without clashing with our 
customers [2:08/026, M. Tannfelt]…” 

Supply and manufacturing 
Allgon Terminal Antennas initiated a project within its manufacturing organization in order to 
increase the degree of automation in order to be able to meet the increased demand. In 
addition, new facilities were established in the USA and Japan to provide customer support 
and to develop and make market adaptations of existing products [2:08/002]. 

Other important events 
Allgon System and Allgon Terminal Antennas were ISO 9001 certified. Allgon became a 
member of ETSI (European Telecommunications Standards Institute) and actively involved in 
the standardization work of future telecommunication standards. 
 

Allgon’s strategic focus included to continue to invest in product development 
and a new facility was established in Sweden for the development of microwave 

links [2:08/025]. 

Marketing, sales and distribution channels 
For the first year digital products totaled a larger portion of total sales compared to analog 
products. Allgon’s holdings in the sales companies located in Germany, UK, and Turkey were 
sold. These companies, however, continued to distribute Allgon’s products. 

Product strategy and product portfolio 
Several products were added to the product portfolio, e.g. operations and maintenance center 
(OMC), i.e. a software system for repeaters enabling remote monitoring and control, and 
antennas for dual band mobile phones. In addition, a new facility was established in Sweden 
for the development of microwave links, a new product family of transmission equipment 
[2:08/025]. 
 

“We established a business unit called Microwave…all the money we earned went into the development 
of microwave links…this was totally crazy…we were supposed to compete with Ericsson…among 
others…at a time when Ericsson themselves considered this segment to be very mature and 
competitive…and for us to start from scratch…we needed to make extremely heavy investments in 
product development…in this segment you cannot be a niche player…you need to have the entire product 
portfolio…this didn’t work out…we should have invested all this money in our core business in order to 
expand…rather than broadening our business…also in this business [microwave links] we needed to be 
big enough…like any other business in the telecom industry [2:08/025, M. Tannfelt]…” 

Supply and manufacturing 
Allgon began small scale manufacturing of radio base station antennas in the US in order to 
increase customer services, shorten delivery lead-times, as well as to lower currency risk 
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(sales and manufacturing cost were both incurred in USD) [2:08/002, 2:08/018]. 
Manufacturing of accessories with no requirements for know-how within “radio signal 
transmission” were divested. 
 

Allgon’s strategic focus included to continue to invest in product development 
and to reposition, moving upstream in the value chain and developing complete 

subsystems rather than components. This strategy can be detected in a moderate negative 
cash-flow (i.e. investments) in shares and participations between 1997 and 1999 (see Figure 
5:6). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 5:6 Allgon cash-flow (MSEK) in shares and participations 1994-2000 (source: Allgon) 

Strategic focus 
The mission statement was slightly changed in order to reflect the developments in the 
market. In 1997, Allgon’s mission statement was to develop, manufacture and market 
products for radio based solutions for wireless telephony and data-communication. 
 
A major driving force according to Allgon was the requirement among system suppliers, e.g. 
Ericsson, to demand its suppliers to develop and deliver complete subsystems. Consequently, 
system suppliers were selecting fewer but larger (in scope and scale) suppliers. Allgon 
decided to reposition accordingly; to move upstream in the value chain and develop complete 
subsystems rather than components [2:08/021]. By repositioning, Allgon managed to sign a 
global sourcing agreement with Ericsson for radio base station antennas. In addition, Allgon, 
among other industry players, experienced an increase demand for wireless data 
communications, e.g. SMS services, a development that was believed to accelerate in the 
future. 

Marketing, sales and distribution channels 
Allgon experienced that their customers had an increasingly difficulty in making accurate 
estimates about the future, e.g. in terms of expected demand, and planning in advance, e.g. 
order to be placed. As a consequence, Allgon’s customer increasingly began to place smaller 
orders more frequently [2:08/011]. This contributed to increasing sales and distribution costs 
for Allgon. 
 
Allgon’s holding in the sales company in France was sold. Nevertheless, its former subsidiary 
in France continued to distribute Allgon’s products. A representative office was established in 
Beijing, China and in London, UK [2:08/002]. 
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Product strategy and product portfolio 
Most of Allgon’s development costs were absorbed by Allgon’s effort to develop its product 
portfolio of microwave links. The development of microwave links was by far the largest 
development program ever launched by Allgon [2:08/025]. 
 
Several trends were identified in the market at the time, e.g. product convergence i.e. antennas 
that enabled cellular and satellite communications as well as GPS functions, and market 
convergence, i.e. convergence between the telecommunication (voice transmission) industry, 
data communications (data transmission) industry and consumer electronics industry 
[2:08/015, 2:08/019]. The development and growth of digital telecommunication enabled the 
convergence of voice and data communications. 

Supply and manufacturing 
A major portion of the labor intensive manufacturing of terminal antennas was relocated to 
Beijing [2:08/003, 2:08/004]. One of the reasons for relocating to Beijing was to be close to 
major customers such as Nokia and Ericsson. 
 

“…we have two factories in China, one in Beijing that we…established during last year…we have had 
another factory for some additional two years…that one is more focused on manufacturing infrastructure 
equipment, like base station antennas…we have separated our operations quite strongly between 
infrastructure equipment and mobile phones…the only thing we have had in common has been the IT 
function…I believe this has been good…it has enabled us to focus and to be flexible both when the 
market expanded rapidly as well as in these days… I believe that in a stable market one is able to find 
synergies and reduce costs…this [the separation between the BUs “infrastructure” and “mobile phones”] 
meant that we didn’t coordinate our global expansion between the business units…of course we discussed 
if we should locate or factory of mobile antennas with the one manufacturing infrastructure 
equipment…but other things were more important [2:08/003]… Our mobile antenna factory in Beijing is 
located very close to Nokia’s new manufacturing facility…the world’s largest factory of mobile 
phones…that’s basically how we ended-up in Beijing…when it comes to mobile phones the entire 
industry has located around the Beijing area…you also find Sony-Ericsson in that area…Motorola have 
their R&D in Beijing and manufacturing just an hour from Beijing…you have Siemens…it’s very 
concentrated…I think we have a good location…to be close to our customers is important [2:08/004, M. 
Tannfelt]…” 

 
Allgon realized that closeness to the customer in order to provide technical and customer 
support, local product adaptation, etc. increasingly became a source of competitive advantage. 
Consequently, a manufacturing facility for radio base station antennas was established in 
Dallas, USA [2:08/002]. Product development remained in Sweden. In order to enhance its 
filter competence, a Finish filter developing company, Fertron, was acquired. 

Corporate and ownership structure 
A new CEO, Mr. Torsten Körsell was appointed by the board of directors [2:08/024]. Allgon 
Mobile and Allgon Terminal Antennas merged into one business unit, i.e. Allgon Mobile 
Communications. In Sweden, Allgon kept its original product organization, however 
incorporated in two business units reflecting its product portfolio, Allgon System and Allgon 
Mobile Communications [2:08/027]. 
 

Allgon’s strategic focus included to continue to invest in product development, 
primarily microwave links, OMC, satellite antennas and internal terminal 

antennas [2:08/025]. In addition, consulting services was becoming an increasing source of 
revenues. Shorter lead-times and shorter PLC required Allgon to emphasize on logistics, 
distribution and supply management [2:08/011, 2:08/018]. As a consequence of the 
convergence between products (voice and data communications), Allgon realized it needed to 
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target a broader range of potential customers, including manufacturers of terminals or devices 
for voice and data communication. 

Marketing, sales and distribution channels 
Delivery lead-times became an increasingly important source of competitive advantage. 
Typical lead-times were from proposal request to order 6-12 months, and from order to 
delivery 2-4 weeks. Shortened PLCs made manufacturing towards stock virtually impossible 
[2:08/011, 2:08/018]. 
 
The sales company in Austria was sold and a sales office and manufacturing facility was 
established in São Paulo, Brazil [2:08/005]. 
 

When it comes to our infrastructure manufacturing in Brazil this had to do with local regulations…like 
customs and duties…and customer demands… I think we made a first attempt [to enter the Brazilian 
market] in –99…but we had to close down for many reasons…we mismanaged the entire project from the 
very beginning…local management was a big issue…as the market began to show signs of 
stagnation…we turned our focus to control costs…after a while we started the whole process again and 
now we are fully operational in Brazil…we have a sales office [2:08/005, M. Tannfelt]… 

Product strategy and product portfolio 
Allgon made explicit for the first time its M&A strategy. Companies that had the possibility 
to increase economies of scale and/or to enhance Allgon’s core competencies were subject to 
a potential acquisition. In other cases Allgon would make a best effort to establish a 
cooperative agreement. To increase its competence, primarily within filter technology, 
Swedish West Plating and British 3C Scotland were acquired [2:08/007, 2:08/024]. Being 
able to further develop economies of scale as well its manufacturing and delivery capabilities 
(larger volumes in shorter periods of time) was thought to be essential due to decreasing PLCs 
as well as increasing industry concentration among phone manufacturers (i.e. larger but fewer 
phones manufacturers) [2:08/017]. 
 

“I don’t hesitate to say that since 1994 we see a greater concentration in this industry due to mergers and 
acquisitions…and this will probably continue…from smaller suppliers to the big ones…cost is probably 
the most important factor driving this development…this is a global business and if you are to small you 
don’t have the strength to compete on a global scale…of course if you make a lot of money…but these 
times are gone…another factor is that you need a certain size in order to be flexible…it’s very different if 
you compare with other industries that are more stable or local…economies of scale in R&D and 
manufacturing has become increasingly important [2:08/007]… A couple of years ago I was worried 
about what the convergent trend in this industry would mean to us as an antenna manufacturer…if we 
would be facing competition from…let’s say radio antenna manufacturers…I am no longer 
worried…because I see that the antennas get more and more advanced…and the market is no longer as 
attractive as it used to be…there is no place for a new manufacturer unless you bring something truly 
innovative…many of our competitors got out of business and many others that have failed as they have 
tried to enter this business…competition is tremendous…I would guess that the number of antenna 
suppliers has been reduced by 60 or 70% only during the last 2-3 years…it’s hard today to go to Nokia or 
Motorola as a completely unknown antenna designer believing that you will get any business with 
them…I don’t think so [019]… There are actually not many competitors left…maybe three that compete 
with us head-to-head [2:08/017]… I expect to see the number of manufacturers to decrease…I am 
convinced that the ones that have a very small market share will disappear…few phone manufacturers are 
profitable today… Nonetheless, I also expect to see many different brands in the future…ODMs… We 
have seen the beginning of this in other countries where the operators brand their own phones 
manufactured by Nokia, Ericsson and so on…you have Sprint, AT&T and other operators in the U.S. 
doing this… But other companies will do this as well…Phillips is already doing this…and others… In 
this case the owner of the brand will only specify the market demands, functionality and so on … In 
conclusion, I see fewer manufacturers and more brands in the future…as an end-user you will have 
virtually an infinite number of different models and brands…among the manufacturers you will have only 
a few that will be responsible for the technology and R&D…the mobile platform as we have begun to call 
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it…look at Ericsson…they are responsible for the mobile platform that they sell to Sony-Ericsson among 
others…the traditional manufacturers will be responsible for “packaging” the phone…some software 
development, the plastic cover and so on [2:08/017, M. Tannfelt]…” 

 
The manufacturing facility in Dallas, USA was expanded to include the manufacturing of 
terminal antennas [2:08/004]. 
 

“We used to have a large manufacturing facility in Dallas…we really tried our best to establish ourselves 
in the U.S… We choose Dallas because it used to be a center for the telecom industry…Ericsson, 
Nokia…Nokia used to have two factories in Dallas, R&D and so on… When we got everything up and 
running in Dallas we were shocked when we heard that Nokia was going to close down more or less all 
manufacturing ASAP…Motorola also left the U.S. in terms of manufacturing and moved everything to 
Asia…so we had to push the emergency button…and close down everything in Dallas [2:08/004, M. 
Tannfelt]…” 

 
Most of Allgon’s development costs continued to be absorbed by Allgon’s effort to develop 
microwave links and satellite antennas. Most of the SEK 31 million, or approximately 14% of 
the corporation’s total product development costs, incurred by the microwave organization 
were related to product development [2:08/025]. 
 
The consulting and services business (e.g. installation of different product systems such as 
repeater systems) was increasingly becoming strategic to Allgon. Within Terminal Antennas, 
Allgon claimed to have a market share of above 40%. As a consequence of the convergence 
between voice and data communications products, Allgon identified manufacturers of 
terminals or devices for voice and/or data communication as potential customers. Different 
standards (e.g. air interface, frequency bands) and applications (cellular voice/data, satellite, 
multimedia e.g. radio, Bluetooth, etc.) made the design and development of antennas an 
increasingly complex task [2:08/015]. One of the reasons for such convergence was that the 
mobile phones were becoming much more than just a device for voice communications 
[2:08/023]. 
 

“The design is important when launching a new phone…another important aspect is to enhance the 
functionality of the phone…to offer different frequency bands and new services, like data services, 
image…and so on…this has a great impact on us…many new phones have FM radio…so we need an 
antenna that is able to receive FM radio…GPS is coming…blue tooth…and many other features that 
require new antenna solutions…imagine one phone that is supposed to work in four different frequency 
bands, with FM radio, GPS, blue-tooth…it’s a complicated issue to develop an antenna solution that is 
able to handle this…and every time we need to deliver a smaller and cheaper solution…competitors that 
lack competence in antenna technology cannot make this…of course [2:08/015, M. Tannfelt]…” 
 
“What is a mobile phone in five years time…a palm-top, a game gadget, a credit card…who knows…you 
have to be open for the development…this is what I like about this business…never knowing what’s 
gonna happen [2:08/023, M. Tannfelt]…” 

 
The design of mobile phones was becoming an increasing important competitive advantage 
for the phone manufacturers. Antennas that were built into the cellular phones were 
increasingly being requested by the manufacturers. This implied major challenges for the 
entire manufacturing process of antennas, from design to assembly, as well as the 
development of antenna systems [2:08/010]. 
 

“If you look at the external antenna, it used to be a well defined component in a mobile phone…the 
interface towards the radio transmitter and receiver was clear… when you move the antenna into the 
phone something interesting happens…the interface is no longer as tangible…the function and the 
product you are selling become separated… an antenna nowadays can be many different 
things…anything from a very simple and cheap component…nonetheless, the requirements on the 
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antennas are still very demanding with regard to functionality…we are still required to do a whole lot of 
complex design work in order to make it work with the rest of the phone…however…it’s more difficult to 
get paid for the work that we invest in this kind of antennas [internal antennas]…one way is to take 
responsibility for a larger part of the total manufacturing work of the entire mobile phone…and this is our 
ambition…we intend to take greater systems responsibility…from antenna manufacturing to the 
integration of components into antenna near systems…if we can do this in such a way that we bring down 
the total cost for the phone manufacturers…this is a tremendously interesting opportunity for us… 
[2:08/010, M. Tannfelt]” 

 
Allgon experienced the reversed challenge for its radio base station antennas as those antenna 
systems were required to be modularized. 

Supply and manufacturing 
5% of Allgon’s manufacturing had now been relocated into the U.S. while 95% remained in 
Sweden. Allgon introduced a “ship-to-line” policy among its suppliers, i.e. components were 
to be delivered directly to Allgon’s assembly line with no prior quality control made by 
Allgon. The quality control function of purchased components was now to be handled by its 
suppliers. 

Corporate and ownership structure 
A new CEO, Mr. Jan Edhäll, was appointed by the board of directors [2:08/024]. 
 

Allgon’s strategic focus included to continue to invest in product development, 
primarily microwave links, OMC and internal terminal antennas [2:08/025]. 

Marketing, sales and distribution channels 
Allgon’s first generation of microwave links and antennas for satellite telephones were 
launched. Microwave links were sold and delivered to the Swedish operator Tele2 and 
satellite antennas to Hughes Network Systems [2:08/025]. Allgon Antenna Systems signed a 
global agreement with Motorola. The Operating Maintenance System was further developed 
with enhanced capabilities and introduced to the market. 
 
A sales office was established in Tokyo, Japan in order to meet the demands of large 
manufacturers of mobile terminals. Allgon acquired an additional shareholding in its sales 
company in Hong Kong in order to establish a subsidiary. 

Product strategy and product portfolio 
Most of Allgon’s development costs continued to be absorbed by Allgon’s development of 
microwave links. Most of the SEK 50 million or approximately 22% of the corporation’s total 
product development costs, incurred by the microwave organization were related to product 
development [2:08/025]. 
 
Despite the fact that Allgon had implemented a multi-source strategy, Allgon was not able to 
meet the market demand primarily because of lack of components in the industry. As a 
consequence, manufacturing costs rose sharply. 
 
In order to diversify its product portfolio, Allgon acquired Wireless Solutions Sweden, a 
Swedish company engaged in the development of wireless applications and products, e.g. 
wireless Internet access, wireless LAN access and Bluetooth applications. 

1999 
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Supply and manufacturing 
Allgon began to ramp up its manufacturing and deliveries of antennas that were build into the 
cellular phones. In order to meet governmental regulations, the facilities in Brazil and China 
were expanded to include manufacturing. In these two countries local companies needed to 
have local R&D and manufacturing [2:08/018]. 
 

“Another trend in this business is a powerful concentration in Asia…both when it comes to the mobile 
phones and the infrastructure equipment…and this has not only to do with manufacturing…a couple of 
years ago manufacturing of mobile phones was concentrated in the U.S.…Nokia, Ericsson, Motorola, 
Siemens, Phillips everybody was there…everybody moved to Asia…now R&D is moving to Asia…we 
ourselves are establishing a large R&D facility in Beijing…as fast as we can…next year I expect to 
develop more antennas in China than in Sweden…I don’t expect R&D to move as quickly as 
manufacturing…I believe that this has to do with the decreasing lead-times…due to among other things 
shortened lead times and increased volumes…development needs to be close to manufacturing in order to 
be able to ramp-up manufacturing quickly…we clearly experience a benefit in being able to integrate 
development with manufacturing…development lead-times for a new phone is around six months and 
manufacturing needs to be ramped-up in a couple of weeks to its full capacity…after 12 months you need 
to close down the manufacturing of that particular phone model…this require that everything works 
together, the design and development work need to be done in parallel with the planning of 
manufacturing…you need to have the manufacturing process in mind at all the time… Another important 
factor for moving development to Asia and China is development costs…the cost for a Chinese engineer 
is around 1/5 of the cost for a Swedish engineer…maybe less…and Swedish engineers are not particularly 
expensive…it’s sad we have to move but business is business…of course Chinese engineers don’t have 
the same experience as Swedish…but they learn…we haven’t had any problems so far…we have had 
only good experiences in this respect [2:08/018, M. Tannfelt]…” 

Corporate and ownership structure 
As a response to the shorter lead-times, Allgon Antenna Systems created a separate 
organization, Global Product Supply, in order to coordinate the activities of the business unit 
related to procurement, logistics, manufacturing and distribution [2:08/011, 2:08/018, 
2:08/027]. 
 

“Another interesting issue today is the volumes that are being handled and sold…previously the large 
phone manufacturers released a couple of new phones per year…today the market has totally exploded… 
We make proposals for 2-3 projects [new phones to be released and new antenna solutions] each 
week…these phones have a life cycle of maybe 12 months, sometimes even lesser…every 
manufacturer…I don’t know…they probably have some 25 different models…and nobody knows which 
one will be their best selling product…two problems arise if you consider these huge volumes that are 
being handled…one is that nobody wants to end-up with a huge stock of phones that they are not capable 
of selling…the second is that you cannot afford not to deliver your best selling product…maybe you have 
been to cautious in your projections…sales estimates…or you face delivery problems of some sort…the 
customer doesn’t wait, he goes and buys another phone if you can’t deliver… This means that the 
requirements for improved logistics, lead-times and flexibility and the ability to ramp-up manufacturing 
are enormous…it’s a matter of hours, not weeks or months as it used to be…in addition you have the cost 
pressure…competition is just killing…this development is valid for the entire telecom industry but in 
particular cellular phones…the only solution, as I see it, is to be found in the design of the phones…an 
intelligent design may lower costs even further, decrease lead-times across the supply chain and increased 
flexibility…I believe we have been successful in these areas…and in design [2:08/011, M. Tannfelt]…” 

 
Allgon Academy (later renamed Allgon Knowledge Coaching) was created in order to 
develop new businesses as well as to develop the technical skills and know-how of the 
employees and to reduce the increasing employee turn-over. 
 

Allgon’s strategic focus included to continue to invest in product development, 
primarily microwave links, OMC and internal terminal antennas [2:08/025]. The 

increased demand for integrated antennas opened an opportunity for Allgon to develop a 
2000 
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larger module in which the antenna component was one of several integrated components. 
During the year Allgon initiated a program to develop a platform for electronic document 
handling and e-business solutions. Allgon presented a weak income statement (net profit, 
margin) and balance sheet (ROA). In fact, this was a record year (all-time low) considering 
the period 1994-2001 (see Figure 5:7 and Figure 5:8). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 5:7 Allgon net profit and net margin 1994-2002 (source: Allgon) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 5:8 Allgon ROA (%) 1994-2002 (source: Allgon)  

Marketing, sales and distribution channels 
A representative office was established in Korea. 
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Product strategy and product portfolio 
2000 represented a record year in absolute R&D investments (see Figure 5:9). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 5:9 Allgon investments in R&D 1994-2002 (source: Allgon) 
 
Most of Allgon’s development costs still continued to be absorbed by Allgon’s effort to 
develop its product portfolio within Allgon Microwave and Allgon Wireless Solutions. 
Development costs totaled SEK 97 million in these two areas, i.e. approximately 26% of the 
corporations total product development costs [2:08/025]. 
 
Demand for antennas that were built into the cellular phones increased. Allgon could, 
however, not meet such increased demand. On the other hand, Allgon experienced over-
capacity in the manufacturing of traditional external antennas. The increased demand for 
integrated antennas threatened Allgon’s business as well as opened new opportunities for 
Allgon to develop a larger module in which the antenna was only one integrated component 
[2:08/012, 2:08/013, 2:08/014]. 
 

“When selling external antennas the business model is simple…we deliver a number of antennas based on 
a unit price… we sold a product… However, when we started to sell internal antennas we were actually 
selling functionality… we were more like selling the design…seldom however, we charge only for the 
design…we are not a consulting company…and this is actually not what our customer are looking 
for…they buy our know-how in the field of antenna technology in combination with our ability to 
manufacture and deliver the solution that we designed in a cost effective manner… What we deliver 
today, the antenna element, is like a piece of metal that is integrated within the phone…it is still 
physically separated from the rest of the phone, but the interface is no longer standardized…it used to be 
a quite standardized mechanical interface…how you connected the antenna to the phone…the electrical 
interface is still basically the same…when I refer to interface I mean how to 
physically…mechanically…attach the antenna to the phone…traditionally there weren’t many different 
ways of doing this…today, in the integrated or internal antennas there are numerous solutions… We see 
that it makes sense for us to design an integrated solution and take responsibility for a larger part of the 
phone…to integrate the antenna with the speaker…or with a larger plastic component…like the frame… 
In order to be able to sell this to our customer we need to take a look at the entire supply chain… logistics 
and so on…you can no longer focus solely on the antenna… Suddenly you also find yourself competing 
with a number of new competitors…like many contract manufacturers…Flextronics and so on…the 
whole thing is much more complex…it’s much easier to make a good external antenna…with regard to 
design, manufacturing and logistics…we actually have to think on how to manage the supply chain rather 
than how to handle our logistics… In the first phase we need to take greater responsibility for 
manufacturing [2:08/012]… Today, although we do business with the phone manufacturers we make 
most of our deliveries to the contract manufacturers…the phone manufacturers have outsourced…this 
means that most of the design work and discussions regarding prices we still do with the phone 
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manufacturers…this may change in the future [2:08/013]… We see that we have some strengths that our 
“new” competitors lack…despite our size…if you would compare us with Flextronics for instance…our 
solutions with regard to design, manufacturing, logistics and so forth are tailor-made for this 
industry…we have technical know-how…remember that our core is not only manufacturing…we have 
development…and to some extend research… I know that some phone manufacturers are not entirely 
satisfied with their contract manufacturers…they [the contract manufacturers] are so focused on costs that 
cannot afford flexibility or to offer a good service level [2:08/014]… We see that there is a great risk that 
we are pushed upstream in the value chain…we don’t focus on integrating forward but to keep our 
position…and the relationship with the phone manufacturers [2:08/013]… We expect to have a niche 
segment in this respect and compete with the contract manufacturers…Flextronics will continue to 
exist…again we aim at working close…both technically and commercially…with the phone and contract 
manufacturers…if we make deliveries to the contract manufacturers, that’s fine with us…it’s fine if they 
take responsibility to assemble the entire phone…as long as we manage to increase our 
contribution…from antennas to antenna systems or even more…we think that this way of working makes 
sense from a cost and quality perspective [2:08/012, M. Tannfelt]…” 

 
Allgon Systems began to refocus its product development efforts to the third generation radio 
base station antenna systems. During the year Allgon initiated a program to develop a 
platform for electronic document handling and e-business solutions. 

Supply and manufacturing 
Allgon’s in-house product development of microwave links and wireless applications, 
Bluetooth, etc. through the acquisition Wireless Solutions Sweden continued to drain the 
companies’ financial resources. During the year the two business units Microwave and 
Wireless Solutions delivered a result of SEK –45 million and SEK –76 million respectively. 
As a consequence, Allgon began to search for partners in these two areas [2:08/001, 2:08/009, 
2:08/015]. 
 

“A former competitor of ours, Centurion Wireless Technologies from Lincoln, Nebraska in the U.S., 
acquired Allgon Mobile Communications on November 7, 2003… We [Allgon] have been actively 
looking for a new partner to Allgon Mobile during the last two years… We realized a few years ago that 
this industry was changing radically… rapidly becoming a mature market… We realized that we [Allgon 
Mobile Communications] were to small to be able to compete effectively…much of a niche player I 
would say…we only make mobile phone antennas and some applications [2:08/001]… As we joined 
Centurion, I believe we will be able to have the size we need to have…we will become the largest 
manufacturer of antenna systems in terms of market share…antennas and antenna near products 
[2:08/009]… Allgon and Centurion complement each-other well…in this regards…technology…they are 
good in blue-tooth and we when it comes to internal antennas [2:08/015]…with regard to our customer 
portfolio…their [Centurion] largest customer is Motorola…where we are big they are small, and vice 
versa [2:08/009, M. Tannfelt]…” 

 
Despite the fact that Wireless Solutions’ financial performance was poor, Allgon continued to 
invest in this new business area and acquired RF Integration Sweden for the development of 
the next generation of wireless LAN (Hiper LAN 2). A letter of intent with Motorola 
Semiconductor was signed for the joint development of antennas for high speed data 
transmission. Allgon’s business of car mounted antennas was sold. 

Corporate and ownership structure 
A new CEO, Mr. Lars Spångberg, was appointed by the board of directors [2:08/024]. A new 
corporate structure was implemented including four business units, Allgon System, Allgon 
Mobile Communication, Allgon Microwave (incorporating the microwave link product 
family) and Allgon Wireless Solutions (incorporating products for wireless Internet access, 
wireless LAN access and Bluetooth applications). Emphasis was put on finding an 
organizational structure according to Allgon’s processes, projects and customers [2:08/027]. 
 



Allgon 

 

134

“In terms of organization we have moved, like many others, from a product and market oriented 
organization to a customer focused organization…today we talk about customer share and have an 
organization based on key accounts… On the paper we have the traditional line organization…but we 
really work in projects…a project organization…or rather, a process oriented organization… Our 
experience is that customers like Nokia are very project and process oriented…while others, like 
Ericsson, have a more “traditional” way of working and organizing themselves…and they [Ericsson] are 
always late [2:08/027, M. Tannfelt]…” 

 
Allgon reached all time high in terms of number of employees. At the end of the year Allgon 
employed 1,335 employees. 

Other important events 
Two companies made an offer to acquire Allgon during the year, American REMEC and 
Swedish LGP Telecom Holding. The former offer was rejected by the shareholder of REMEC 
in January 2001 (the offer was subject to the approval of REMEC’s shareholders) and the 
latter offer was rejected by the shareholders of Allgon. 
 

Allgon’s strategic focus included to further develop it service portfolio. 
Investments in product development declined for the first time since 1994. 

Strategic focus 
The increased competition and price pressure in general and the phone manufacturers’ (e.g. 
Nokia and Ericsson) strategy to source larger quantities from fewer suppliers in particular 
contributed to Allgon’s substantial loss of market share since its peak in 1997. In addition, 
one of Allgon’s major customers, Ericsson, had lost substantial market share in the mobile 
phone business [2:08/020, 2:08/021, 2:08/023]. 
 

“Filtronics LK or FLK from the UK…they used to be called LK Products and had Finnish 
owners…actually Nokia…but Filtronics bought them…during the mid or the end of the 90’s…at that 
time they didn’t engage very much in antenna design or manufacturing…but filters an other products…at 
that time they were quite small and didn’t present any threat to us…as soon as they were sold they 
succeeded to capture a substantial market share in the antenna market, primarily with Nokia…it seems to 
me that this could have been part of the deal between Nokia and Filtronics…if this is true I have no idea 
but the whole thing went too fast…today they are our main competitor…we [Allgon and Centurion] and 
Filtronics have around 60% of the global market share…when we were at our peak…around 
1997…Allgon alone had around 40% of the global market share…but markets are usually “self-
regulating”…we were just to strong at the time… We [Allgon ] have lost substantial market share since 
our peak…our market share has dropped to around 17 or 18%… The reasons are several… When we 
were at our peak our main customer was Nokia…around 80 to 85% of our market share was attributable 
to business with Nokia…I think Nokia believed that we had too much of their antenna business…then LK 
was sold to Filtronics… I don’t think they [Nokia] were happy about having such a dominant antenna 
supplier [2:08/020]… In addition to Nokia, we had substantial business with Ericsson…but we all know 
what has happened to Ericsson and their mobile phone business…in addition, a couple of years ago 
Ericsson decided to reduce the number of suppliers…the criteria they used for selecting their suppliers 
were not entirely based on “logic”…they looked at it from a very short time perspective and looked at the 
number of different projects each suppliers was engaged in with Ericsson…they didn’t look at quality, 
price, the possibilities of the suppliers to increase future performance…and so on… Ericsson used to have 
one major supplier…Moteco, a Swedish supplier that had 80-85% of its sales with Ericsson…so at the 
time Moteco had most ongoing projects with Ericsson and was consequently selected…in my opinion 
Moteco had no superior know-how…we lost virtually all of our business with Ericsson over one 
night…short thereafter Moteco was acquired by a Finnish plastic component company, Perlos, that had 
Nokia as their main supplier…I don’t know what happened, it seems that the acquisition of Moteco 
didn’t’ work out well, we have never competed with them [Moteco/Perlos] for any antenna projects since 
then [2:08/021, M. Tannfelt]…” 
 
“Allgon Mobile’s largest customer is by far Nokia…its no secret that they [Nokia] are bigger than the rest 
of our customers…all together… Nokia is the largest manufacturer of mobile phones…so this is good… 

2001 
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After Nokia we have Korean Samsung, LG and Hyundai…or Curitel as they are called nowadays… I 
believe these telephone manufacturers [Samsung, LG and Hyundai/Curitel] will become really strong in 
the future…I believe that they will become a huge threat to Nokia and others…they will begin in Asia but 
will spread all over the world, Europe and North America…they are very aggressive, quick, cost 
effective…they know the business of consumer electronics, they have marketing, logistics…you will 
see…I think we are well positioned with these guys [2:08/023, M. Tannfelt]…” 

 
As a consequence, Allgon began to focus on cutting costs (e.g. in R&D and in HR) and to 
narrow its product portfolio through divestments (e.g. to focus on antenna solutions for 
systems rather than mobile phones). As the market declined, long-term strategic planning 
replaced what seems to have been short-term operational planning in previous growth years 
[2:08/028]. 
 

“During the entrepreneurial phase of this industry…I truly don’t think we had any goals whatsoever…we 
just tried to comply with our daily deliveries…during a second phase…when the industry began to 
stagnate…bureaucracy increased…our goals were to far ahead…our goals were useless…the industry 
changed too fast…maybe they [the goals] hindered us more than assisted us…today our goals are clear 
and easy to focus on…the time perspective is very short though…I don’t think we are alone in this 
development [2:08/028, M. Tannfelt]…” 

 
The results of such efforts could also bee seen in the drastic reduction of total number of 
employees and total assets during 2001-2002 (see Figure 5:10 and Figure 5:11). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 5:10 Allgon number of employees 1994-2002 (source: Allgon) 
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Figure 5:11 Allgon total assets (MSEK) 1994-2002 (source: Allgon) 

Marketing, sales and distribution channels 
As the market had demonstrated a downturn Allgon experienced much tougher demands from 
their customers with regard to prices, delivery lead-times, terms of payments, quality, as well 
as other contractual terms and conditions [2:08/029]. 
 

“…our lead-times are pushed…and they require us to be able to terminate any agreement that we may 
have without any liabilities on their behalf…we deliver more from our warehouse…direct orders…than 
from contracts…so far they pay on delivery…now customers are increasingly requesting to pay when 
they use our products…in 1994 our discussion with the customers were very much focused on securing 
deliveries…to be able to guarantee volumes…there were not much discussions about prices…we never 
met with the customer’s purchasing or logistics department…today these are the people we 
meet…purchasing, logistics, quality managers…quality is far more important today…specially when you 
consider our lead-times…there is no time for any quality disturbances… Today we need to negotiate with 
open books…of course our customers argue that this is a matter of cooperation to assist each-other in 
lowering total cost…really what they are looking for is to squeeze our prices and margins even 
further…the concept is copied from the car industry [2:08/029, M. Tannfelt]…” 

Product strategy and product portfolio 
Investments in R&D declined for the first time since 1994. The reason was primarily to 
reduce costs by focusing on development (rather than research) of e.g. customer specific 
product adaptations [2:08/008]. 
 

“We don’t have any standardized products, all our products are adapted to specific customer 
requirements…we have product platforms from which we are able to develop a product according to 
customer requirements, but we don’t have any products in a warehouse… we used to have huge 
expenditure in R&D…today however we focused more on the “D” [development]…rather than investing 
in research aiming at new product platforms we develop our existing platforms according to customer 
requirements…today we have two different organizations, a smaller one working with research and a 
much larger one working with development…the latter we call “Customer Engineering”…we no longer 
have a corporate function that we call R&D…if you are to small you are not able to do all the 
development work…and I would guess that this is valid for the big ones too…the phone 
manufacturers…they need to be relatively big in comparison with their competitors…you need a big 
market share…I think we’ll continue to see the industry concentrate and consolidate [2:08/008, M. 
Tannfelt]…” 

 
Within Allgon some perceived “customer engineering” or customer specific adaptations as 
their customers’ intention to transfer R&D as well a risk to Allgon without actually paying for 
such services nor for such risk reduction [2:08/029]. 
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“…all this talk about cooperation…risk sharing, profit sharing and so on…it doesn’t exist in the real 
world…our customers used to be prepared to discuss different innovative business solutions…they were 
more flexible from our perspective…unfortunately they are no longer…today they are not prepared to 
take any risks…they shovel everything on us…at the same time prices are pushed down…so we cannot 
charge a premium for the additional risk… Why am I saying that our customers shovel the risk on us… 
our customers are not prepared to pay for R&D that we do on their behalf… [2:08/029, M. Tannfelt]” 

 
Within Allgon Microwave Allgon expanded its business to include turn-key deliveries, i.e. 
including a full service portfolio. Allgon’s full service portfolio included R&D, process and 
applications consulting, installation, commissioning, test, training, technical support and 
network optimization. 

Supply and manufacturing 
The manufacturing within Mobile Communications in the US was relocated to Sweden. Due 
to poor financial performance of the new business unit Allgon Wireless Solutions, Allgon 
decided to refocus its business to its traditional core competencies within antennas and 
antenna near part products. Consequently, the business unit Allgon Wireless Solutions was 
sold. 

Corporate and ownership structure 
A new CEO, Mr. Jeff Bork, was appointed by the board of directors [2:08/024]. For the first 
time since 1994, Allgon reduced the number of employees. Allgon reorganized its corporate 
structure to include five business units, i.e. (i) Coverage Systems, i.e. coverage solutions and 
repeater systems, (ii) Antenna Systems, i.e. base station antennas and tower top equipment, 
(iii) Telecom Equipment, i.e. customized base station products and solution, (iv) Microwave, 
i.e. radio link solutions for data and telecommunication networks and (v) Mobile 
Communications, i.e. mobile terminal antenna solutions [2:08/027]. The term “solution” was 
to emphasize the service component offered in addition to the system hardware and software 
[2:08/016, 2:08/012]. 
 

“I think that few companies in this industry will be able to make money from hardware development and 
sales…I think that most system components will become more and more standardized and competition 
will continue to increase…end-user service development will continue to be profitable however… On the 
systems side we used to work with coverage solutions…we tried to move away from antenna sales and 
sales of repeaters to selling complete coverage solution…we were quite successful in selling function…in 
this case coverage…rather than the hardware…this contributed to enhancing the services offered to the 
end-users…In the future we might see a further development of “coverage solutions” in the 
industry…operators may want to lease coverage rather than purchasing a system…a trend towards the 
focused virtual operator…covering airports…and so on [2:08/016]… A similar development [moving 
from components through systems to solutions] would be possible for the telephone antennas…we could 
focus on the selling solely the solution…if we would find ourselves acting as a design house…or in other 
words a consulting company…in that case we would only be able to charge on a per hour base…and this 
is not a development I would like to see…this is not an option for us…we can only compete in what we 
call the “combi-segment”…design and manufacturing…we can’t compete in either or…we need to be 
able to combine both…this is what we do best [2:08/012, M. Tannfelt]…” 

 
Perhaps too much emphasis was put on the organizational structure and too little on the 
organizational culture in order to enable a strategic change, or an adaptation to the declining 
market [2:08/030]. 
 

To be successful in this industry you need to have the right personality…to be able to adapt and 
change…it’s important to have a corporate culture that simulates this…this is more valuable than having 
the knowledge of the industry simply because this industry is changing by the day…what used to be the 
truth yesterday will probably not be today…look at Nokia…from rubber boots to the world’s leading 
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supplier of mobile phones… I don’t think this is pure luck…I think that a company like Nokia have 
fostered a good corporate culture by organizing without prestige…by focusing on processes rather than 
the line organization…many other things are important as well…positive thinking is a 
prerequisite…corporate culture is more a feeling that you have to be able to create…top managers need to 
understand all the details…not in order to control the organization…but in order to make decisions and to 
be credible towards the organization [2:08/030, M. Tannfelt]… 
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MPORTANT legislative changes on a national level, effective just prior to 1994, affecting 
the competitive environment within the construction industry were “Lagen om 

byggfelsförsäkring” effective on July 1, 1993, “Boverkets Byggregler – BBR 94” effective on 
January 1, 1993, “Boverkets Konstruktionsregler – BKR 94”, effective on January 1, 1993, 
and the legislation on real-estate financing, the so called “Danell-system”, effective on 
January 1, 1993 [2:09/013, 2:12/015]. The “institutional frame” was also given by industry 
standards that had developed over time, including “rules” for competitive bidding and 
contracting [2:14/017, 2:09/013]. 
 

“We don’t have any problems is receiving less interest subsidies…according to the so called “Danell-
system”…the cut in these subsidies follow a plan that we are well aware of… it’s just a matter of 
planning ahead and adapting…these changes are already considered in the appraisal value of our 
properties [2:09/013, C. Linné]…” 
 
“In 1993-94 when the mortgage loan system was redrafted…and the “Danell-system” was 
introduced…this industry changed…costs became suddenly an important issue [2:12/015, J. Byfors]…” 
 
“Most contracts are based on standard terms and conditions…in this industry we have frame agreements 
that most companies follow…ABT for instance, that’s “Allmänna Bestämmelser för Totalentrepenad” or 
ABN, “Allmänna Bestämmelser för Materialleverans”…you always make reference to these standard 
terms and conditions in a contract [2:14/017, P. Carlsson]…” 

 
The building construction and the civil engineering segments of the construction industry 
were intimately related as the development of one required the development of the other. The 
building construction segment was however often privately financed while civil engineering 
segment often publicly financed [2:13/005, 2:09/013, 2:13/020]. 

 
“…we work closely with public authorities and municipalities in order to identify potential areas for 
property development as well as how we will be able to assist their [municipalities and local authorities] 
regional development efforts [2:13/005, S. Holmlund]…” 
 
“In cooperation with the municipalities we can develop new regions…they need to take care of the 
infrastructure and we can develop new property projects…the infrastructure and property development 
projects need to be developed in parallel… I don’t see that this is a major problem…we need to work in 
close cooperation with the municipalities…media talks about a catch-22 situation…I don’t think 
so…There are regions, however, where things can get quite complicated… If you take Kista…Kista 
belongs to four different municipalities Stockholm, Sundbyberg, Sollentuna and Järfälla…four political 
organizations need to agree with the land-lords on how to construct the highway to and from Kista…this 
can take very long time [2:09/013]… To be able to offer the right location is also very 
important…properties close to public transportation, railway stations, airports…and so on… We believe 
that the value of our project in Värtahamnen will increase as soon as transportation is in place…the 
location is good…it’s close to Stockholm city… I believe that we still have good opportunities in 
Kista…many things can sill be improved in Kista…like transportation [2:09/013, C. Linné]…” 
 
“Today we sometimes end-up in a catch 22 situation…when nobody takes the initiative…the project 
development and construction companies will not build private homes, apartments, office buildings…in 
areas where there are no communications…roads…telecommunication and so on…and these 
communications will not be deployed unless somebody takes the initiative to construct private homes, 
office buildings… As a property development company we cannot solve this…however we need to think 
how we can support the municipalities in solving this issue…this is a regional development issue…here 
we draw the line with regard to being creative and taking initiative [2:13/020, S. Holmlund]…” 

 
Global and regional (Sweden) market development: Demand for civil 
engineering and construction work was largely dependent on the general 

economic trend (NCC AR). One of the most important factors affecting volumes in the 
construction industry was the interest rates (Skanska AR). In 1994 interest rates played a 
negative role as they were relatively high, primarily due to increasing rates in the U.S. 

I 

1994 
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combined with the Swedish budget deficit (Skanska AR). Sweden’s decision to join the EU 
affected the financial markets positively (Skanska AR). One potential effect was that that the 
otherwise so “conservative” labor unions and the cost of labor could be challenged through 
international competition [2:14/020]. 
 

“Other important players in this industry…and a very conservative one…are the labor unions [2:14/020, 
P. Carlsson]…” 

 
Nevertheless, EU was not considered entirely positive for the Swedish construction 
companies. As Sweden planned to enter the EU, the Swedish construction industry believed 
that project exports could decrease. Its concern in this respect was based on the assumption 
that around 10% of Sweden’s development assistance budget would go through EU, thereby 
decreasing Swedish bilateral assistance to developing countries and the possibility for 
Swedish construction companies to develop export projects to such regions and countries 
around the world. Swedish demand was also influenced by public-sector investment, which 
sometimes tended to increase when the economic activity in other areas declined (NCC AR). 
Historically, the Swedish government had used the construction industry as an instrument for 
stabilizing Swedish economy and minimizing the volatility of economic cycles [2:12/025]. 
Within the construction industry this was not entirely positive because policy changes 
represented an increased risk, e.g. in projects spanning over one or several different 
government offices [2:13/007, 2:12/025]. 
 

“This a long process…from 5 to 10 years from idea to selling the facility…construction takes 
maybe…two years… Kista Science Tower...in 1995 we got the idea…we began to work with the local 
authorities…in the spring or summer of 2000 we got the building permit…Kista Science Tower was 
estimated to be built in two and a half years…now we have estimated that it will be completed by 
2004…so the entire project will take us 9 years…from idea to completion [2:13/007, S. Holmlund]…” 
 
“It’s a big dilemma in this industry that we have lead-times that are 4 to 5 years…a business cycle is 
normally shorter…it’s very difficult to make decisions based on the current business cycle…it’s hard to 
make future projections irrespective of whether you are dealing with the public or the private sector…you 
might think that it’s easier to do business with the public sector since they traditionally make their 
investment plans with a longer time perspective…however, you need a simple policy change or that the 
politicians change their mind and you have a completely different scenario…of course Vägverket and 
Banverket plan ahead…but they are controlled by politics and politicians…another problem is that the 
construction industry have been used by politicians to control business cycles…they [the politicians] have 
never succeeded…they always come in too late…when politicians finally decide to increase investments 
the economy has usually turned up and the result is the opposite…you get a superheated 
economy…during the 80’s the government invested in apartment buildings in order to lower the 
unemployment rates…we also got a superheated economy short thereafter…Politicians need to think 
long-term…not to invest in this industry to win a short-term political battle…the lead-times in this 
industry are too long…it’s a different thing to create a good economic field and a legislative frame that 
enables this industry and our society to prosper…they need to understand the driving forces…why we 
don’t build apartment buildings for instance…you cannot regulate and create the driving forces…only 
understand them in order to stimulate them [2:12/025, J. Byfors]…” 

 
It was expected however that government interventions would decrease over time and that 
market forces would play a greater role in the development of the industry (Skanska AR). 
Nonetheless, among the expected driving forces in the construction industry were major 
investments such as the Öresund bridge and the Arlanda link, and economic packages such as 
the so called Dennis package in Stockholm, and a similar package in Gothenburg called 
“Göterborgsöverenskommelsen” (the Gothenburg agreement) (Skanska AR). 
 
With regard to the real-estate segment, in addition to interest subsidies, there were two 
political policies that had a direct impact on the residential market, the level of property tax 
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and the Swedish ”utility value-based” system for setting residential rents (Drott, AR 1999). 
Interest subsidies were granted by the Swedish government through the Board of Housing, 
Building and Planning (Drott, AR 1998) [2:11/001, 2:09/013]. 
 

“This industry is rigid…there are many regulations that we need to follow…I believe this is fine…the 
regulations are in general reasonable…we need to make sure we have an organization that is able to 
handle this…and to make sure we have good relationships with the government authorities [2:09/013, C. 
Linné]…” 

 
In 1994, for the first time in the 90’s and after nearly four years of recession, sales in the 
construction industry, including civil engineering and industrial and other buildings 
construction (e.g. offices, public buildings) however excluding residential buildings, increased 
(NCC AR, Skanska AR). The total Swedish construction industry (i.e. civil engineering, 
industrial buildings, residential buildings and other buildings) totaled SEK 110 billion in 
1994. Compared to 1993, civil engineering increased by 11%, industrial buildings by 6% and 
other buildings by 3%. Housing constructions decreased, however, by 25% (NCC AR). 
 
Residential construction in Sweden remained at a low level during 1994, with approximately 
10,000 new apartments starts reported (NCC AR, Skanska AR, see Figure 6:1 and Figure 
6:2). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 6:1 Housing starts in Sweden (x 1,000) 1994-2002 (source: NCC, SCB) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 6:2 Housing completed in Sweden (x 1,000) 1994-2002 (source: SCB) 
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In 1993, around 30% of all the construction investments related to private homes, apartments 
and apartment buildings. In 1994 this figure was 19% (Skanska AR) [2:13/002, 2:14/008, 
2:11/001]. 
 

“…we all know that the beginning of the 90’s, and also during –94, was a tough time for the entire 
industry…the levels of new housing starts were, and still are, at very low levels [2:14/008, P. 
Carlsson]…” 
 
“One of the most important changes within the business of apartment building constructions since –94 is 
that government subsidies were terminated…this implied that the market went from approximately 
60,000 apartments constructed per year down to around 12,000… In the asphalt business…I believe that 
the Competition Act had a major impact on the industry [2:11/001, M. Williamson]…” 

 
Refurbishment projects, so called ROT-projects (Reparation, Om- och Tillbyggnad), in the 
residential segment also decreased despite the fact that a total of 275,000 apartments had not 
been refurbished in over 40 years. This area was however expected to increase during the next 
few years (NCC AR, Skanska AR). Demand in some very specific sub-segments and 
geographical locations, however, increased, e.g. housing for students (in university towns) 
and elderly homes (NCC AR). 
 
The largest European construction companies in terms of sales were French Bouygues S.A., 
German Philipp Holzmann AG, French SGE, British BICC, French EIFFAGE, British 
Trafalgar House, French GTM-Entrepose, German Hochtief AG, German Bilfinger & Berger, 
Swedish Skanska AB, and British Tarmac (Skanska AR). 
 
Measured in sales, the five largest construction companies in Sweden were Skanska 
(excluding JM), NCC, SIAB, PEAB, JM, Lundbergs and Platzer (NCC AR, Skanska AR, see 
Figure 6:3). Most construction projects in Sweden were considered small from an 
international perspective. This meant that many small competitors were able to compete with 
the larger construction companies (Skanska AR). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 6:3 Market share by construction company (% of sales) 1994-2002 (source: NCC, Skanska) 
 
The development of the commercial real-estate market was relatively favorable as shown by 
the decreasing vacancy rates (NCC AR, Skanska AR) [2:13/010]. Demand increased in 
central urban areas which led to some increases in rental levels in some major cities, e.g. in 
Stockholm (Skanska AR). A general trend in the commercial real-estate segment was the 
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increasing environmental requirements among customers and stakeholders to the construction 
companies. In addition, tenants increasingly demanded “space efficiency” looking at the cost 
per employee when negotiating lease contracts (Skanska AR). In terms of rental apartments 
the supply decreased during the year, particularly in the major cities and in university cities. 
Lack of rental apartments were estimated to increase as construction remained at low levels 
(Skanska AR). 
 
Counted in rentable space the largest real-estate owners were Vasakronan (4,215,000 sq. m.) 
[2:11/001], Skanska (including JM) (3,095,000 sq. m.), Castellum/Sucurum (2,850,000 sq. 
m.), Diligentia/SE-Banken (2,200,000 sq. m.), Nordisk Renting (2,165,000 sq. m.), Skandia 
(2,000,000 sq. m.), SPP (1,889,000 sq. m.), Fastighets AB Tornet/Sparbanken Sverige 
(1,362,000 sq. m.), Lundbergsföretagen (1,287,000 sq. m.), AP-Fonden (1,018,000 sq. m.) 
and NCC (969,000 sq. m.) (NCC AR, Skanska AR). These companies dominated the segment 
of property management, by far the largest segment in the Swedish real-estate market both in 
terms of turn-over and the number of industry players (see Figure 6:4 and Figure 6:5). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 6:4 Turn-over (BSEK) in Swedish real-estate by type of company 1994-1998 (source: SCB) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 6:5 Number of real-estate companies in Sweden 1994-1998 (source: SCB) 
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Both segments of constructions and real-estates experienced growth from 1994-2002 (see 
Figure 6:6 and Figure 6:7). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 6:6 Turn-over (BSEK) in Swedish construction industry 1994-2002 (source: NCC, SCB) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 6:7 Turn-over (BSEK) in Swedish real-estate 1994-1998 (source: SCB) 
 
Note that some of the turn-over in the construction segment are included in the real-estate 
segment and vice versa. Thus, the figures cannot add up to represent anything relevant. 
 
Government regulations between KKV and suppliers: Effective in July 1994 new 
provisions became effective under the Swedish Competition Act. Among other things, 
economic associations in industries such as the agriculture and forestry were exempted from 
the Competition Act (KKV, AR 1994/1995). 
 
KKV regulation/intervention between suppliers: Within the construction industry, KKV 
prohibited and Skanska to cooperate with SIAB by entering into a consortium to joint build a 
new hospital in Luleå (KKV, AR 1993/1994). 
 

Global and regional (Sweden) market development: In Sweden and 
internationally, interest rates showed a falling trend toward the year-end. After 

having weakened during the first half of 1995, the Swedish SEK gradually regained strength 
later in the year (NCC AR). In general, margins in the construction segment decreased due to 
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over-capacity in the construction industry and relatively low demand (Skanska AR). As a 
whole, Swedish construction activities were weak in 1995 (NCC AR, Skanska AR). 
According to Boverket around 10% of all the Swedish apartments needed to be refurbished. 
Measures were taken by the Swedish government to stimulate the refurbishment of older 
apartment building (Skanska AR). 
 
Starting from a low level, construction investments and housing starts in Sweden rose only 
marginally during 1995 and remained at a low level (Skanska AR). Residential construction 
in Sweden totaled approximately 12,000 new housing starts (NCC AR, Skanska AR, see 
Figure 6:1 and Figure 6:2). Sweden was thus among the four or five countries in the world 
with the lowest residential construction per capita (Skanska AR) [2:11/001]. Industrial 
investments, however, rose sharply by approximately 50% compared with 1994 (NCC AR). 
Construction of other buildings, including commercial and public buildings remained very 
limited (Skanska AR). The market for other buildings, including commercial premises and 
public buildings, increased by approximately 3% in 1995 (NCC AR). According to the 
Swedish Construction Federation, investments in the Swedish building market during 1995 
amounted approximately SEK 58.8 billion, and investments in roadwork and civil engineering 
projects to approximately SEK 31.8 billion, the latter representing an increase of 
approximately 17% in production volume compared to 1994 (NCC AR). With regard to civil 
engineering, there were further government delays in implementing previously approved 
investments in urban traffic systems (Skanska AR). In 1995, the total Swedish market for 
crushed products totaled SEK 3,384 million, asphalt SEK 1,769 million, concrete SEK 1,620 
million and machinery rental SEK 5,170 million (NCC AR). 
 
Demand for rented commercial and residential properties in the real-estate sector showed an 
increasing trend (NCC AR). In 1995, the Swedish real-estate market noticed an increased 
number of real-estate transactions and rising occupancy rates in major metropolitan areas, 
especially in Stockholm, and university cities (Skanska AR). In addition, the commencement 
of the Öresund Link between Sweden and Denmark had a favorable impact on the real-estate 
market in the Öresund region (Skanska AR). In Gothenburg, an increase demand for attractive 
commercial spaces in good locations was noticed (Skanska AR). Amended rules for 
residential financing led to a decline in new construction however (Skanska AR). The demand 
for existing housing stock thus increased, and the number of available apartments decreased 
(Skanska AR). The largest commercial property owners in Sweden by rentable space were 
Vasakronan (4,131,000 sq. m.) [2:11/001], Skanska including JM (3,700,00 sq. m.), SPP 
(2,780,000 sq. m.), Diligentia (2,701,000 sq. m.), Castellum (2,480,000 sq. m.), Skandia 
(2,380,000 sq. m.), Norsk Renting (2,100,000 sq. m.), Telaris (1,910,000 sq. m.), Fastighets 
AB Tornet (1,617,000 sq. m.), AP Fastigheter (1,380,000 sq. m.), NCC Fastigheter (1,105,000 
sq. m.), and Hufvudstaden (489 sq. m.) (Skanska AR). 
 
Interest subsidies, utility-value system, and property tax: Government subsidies to 
stimulate renovations led to the small increase in residential construction (Skanska AR). 
NCC, among other construction companies, openly expressed its negative view on 
government interventions and in particular the utility-value system. NCC argued that only free 
markets could ensure a healthy development in the residential construction and real-estate 
segment [2:12/016]. 
 

“Politicians are now frustrated because we don’t deliver the products they would like us to deliver…the 
reason is that politicians would like to see that we focused on constructing apartment buildings in the low-
end segment…unfortunately construction is too expensive…costs are too high…we are forced to target 
the high-end segment…naturally we build for the segment that we think will be able to pay…the rent 
regulations that are still in force have a strong impact on the construction industry…if somebody decides 



Construction industry 

 

150

“this is the maximum rental cost”, it doesn’t mean that markets behave in a way that the cost levels are 
exactly what politicians decide it to be… The municipalities and the politicians are in fact the ones that 
have created this situation… If we are to construct an apartment building for rental apartments and be 
able to offer low rental levels…let’s say around 700 [Swedish] crowns per square meter [and year] we 
need to be able to purchase land that enables such rental levels…land price cannot exceed around 500 to 
1,000 [Swedish] crowns per square meter [and year]…if land costs around 3,000 [Swedish] crowns per 
square meter [and year] I am only able to build for the high-end segment…or to build apartments for sale 
also targeted at the high-end segment…municipalities make land available for exploitation at market 
prices or above…rents however, are not set according to market price…they are regulated…this is 
nothing new…this is the reason why we don’t build cheap rental apartments…we build apartments for 
sale and target the high-end segment [2:12/016]… The municipalities set rental levels based on the value 
system and through the real-estate companies owned by the municipalities…in a sense, the municipalities 
regulate the market and are an active player in the market…they compete with other privately owned real-
estate companies…the real-estate companies owned by the municipalities are today, in general, a 
purchaser…the proprietor of a building…they don’t build themselves… HSB have had their own 
construction…it gets even more complicated when the government says that they will start to construct in 
order to increase construction…this is what Annika Billström is saying today…in that case the 
government takes responsibility for regulating the market and acting both as purchaser and buyer…this 
hampers competition, innovation and destroys the market… I have taken apartment buildings as an 
example…unfortunately you have the same situation in other segments…in civil engineering…in road 
and railway construction you have the same issue…Vägverket is the government authority responsible for 
among other things to follow-up on legislation, Vägverket Produktion is a construction company in this 
segment…the same thing goes for Banverket…this should be changed immediately [2:12/016, J. 
Byfors]…” 

 
In addition, NCC argued that with respect to costs, the Swedish government had already 
decided to liberalize the market by removing interest subsidies. On the revenues side, 
however, rent levels were still regulated through the utility value system (NCC AR). Industry 
associations played a major role in lobbying activities for at least changing the interpretation 
of the utility value system [2:11/001, 2:12/016, 2:14/025]. 
 

“There are some major issues that this industry is not able to control…like the “utility value system” 
when it comes to apartments buildings and rental levels…it’s not the market that decides the value and 
rental levels…laws and legislation does…the utility value system means that you are allowed to charge 
rents that are at the same level, or slightly above, as the most recent construction project…this of course 
hinders new project development because there is simply no economic incentive to construct…during 
many, many years, major companies and industry associations have been engaged in lobbying activities 
in order to change this [2:14/025, P. Carlsson]…” 

 
At least two factors could explain the increased tension between the private and public sector; 
the criticism towards the government and local authorities as a result from interventions and 
deteriorating personal relationships [2:12/019]. 
 

“There are many reasons why I think the developments in civil engineering [e.g. road] and the building 
construction has been different…why the government authorities have developed to the better and to the 
worse…and our relationships with them as well…I think I have mentioned a few…but one should never 
forget that despite regulations, know-how and all that…there people behind it…personal relationships 
need to be good… During some years Vägverket had a very dynamic general manager, I guess he went 
too far…then a bureaucrat entered the stage…everything had to be regulated…Vasakronan have had two 
very dynamic general managers… these things are important…the personality of the top managers…the 
relationships between people…these factors I believe are much more important than the external 
factors… OK one really important external factor is that they [the general managers] have been given free 
scope to act as they pleased… Don’t forget that business is a personal matter [2:12/019, J. Byfors]…” 

 
Global and regional (Sweden) market development: During 1996, overall 
construction turned slightly upwards (NCC AR). It was estimated that the 

increase was due to continued high industry investments, as well as government subsidies for 
investments, and repairs and renovations in the housing sector (NCC AR) as well as the a 

1996 
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positive general trend in the Swedish economy, e.g. low inflation, relatively low interest rates, 
and an increasingly strong SEK (Skanska AR). Investments for repairs and renovations also 
stimulated the segment for industrial building components and systems. A general trend in the 
construction industry was the increasing worth of industrial building components and systems 
(Skanska AR). Some estimates indicated that such components and systems totaled on 
average approximately 1/3 of the total construction cost (Skanska AR). The segment for 
industrial building components was considered more stable than the building construction 
market in general (Skanska AR). The reason was that sales of industrial building components 
could rely not only on new construction projects but on ROT-projects (Reparation, Om- och 
Tillbyggnad) as well, i.e. maintenance, repair and renovation projects (Skanska AR) 
[2:10/028]. 
 
Investments in industrial building were considered to have culminated during 1996, and were 
still on a favorable level end-of-year (NCC AR). In the market for other buildings, including 
commercial premises and public buildings, the favorable trend continued and a slight increase 
was noted in 1996 (NCC AR). The commercial real-estate market conditions were strongest 
in major cities, where demand increased and concentrated on modern premises primarily in 
inner-city locations and the periphery of city centers (NCC AR, Skanska AR). Rental levels 
were rising in major cities as a result of excess demand, while remaining relatively stable in 
other regions (NCC AR). Demand for residential housing continued to be strong in major 
cities, i.e. Stockholm, Gothenburg, and Malmö, and towns with universities or colleges (NCC 
AR, Skanska AR). In general, however, demand for residential buildings, and the construction 
thereof in Sweden continued at a low level and showed even a decreasing trend, primarily due 
to uncertainty regarding future political policy in this sector (NCC AR, Skanska AR). During 
1996, there were 13,000 housing starts reported (NCC AR, see Figure 6:1 and Figure 6:2) 
[2:11/001]. In the real-estate segment, decreasing interest rates in Sweden contributed to 
increasing investments of real-estates (Skanska AR). An increasing demand for rental 
facilities was also noted (Skanska AR). 
 
The largest Swedish real-estate companies, including their international portfolio, were 
Skanska incl. JM, Vasakronan [2:11/001], Diligentia, Nordisk Renting, Tornet, Telaris/Telia, 
Castellum, Skandia, AP Fastigheter, Lundbergs, Mandamus and NCC (Skanska AR). 
 
Road, civil engineering and infrastructure investments, including public investments, 
culminated in 1995, however, remained at a low level and even began declined slightly by the 
end of the year (NCC AR, Skanska AR). Some of the previously government plans for 
infrastructure projects were delayed or postponed, e.g. Norra Länken highway in Stockholm 
(Skanska AR). According to the Swedish Construction Federation, investments in roadwork 
and civil engineering projects decreased by approximately 2%, amounting SEK 34.8 billion in 
1996 (NCC AR). The road-surfacing segment declined sharply during 1996 to the lowest 
level since 1950s and 1960s to approximately 5.7 million tons. The decrease was primarily 
due to reduced expenditure in infrastructure expansion and cuts in the National Road 
Administration’s public tenders for road maintenance. Forecasts indicated a further decline in 
1997 and 1998 as the new infrastructure bill, presented by the Swedish Government in 1996, 
represented cuts, in comparison with the previous plan, of appropriations for investment in 
roads by 40% and investments in railroads by 30%. NCC, among others, estimated that the 
long-term trend depended on the Communications Committee’s final report, which was to be 
presented in March 1997, forming the basis for investments during the period 1998-2007. 
Nevertheless, already in 1996, the Swedish government had reduced the total budget for 
investments between 1998 and 2007 from SEK 206 billion to SEK 188 billion (NCC AR). 
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The largest European construction companies in terms of sales were (in order of size) French 
Bouygues S.A., German Philipp Holzmann AG, French SGE, British BICC, French GTM-
Entrepose, German Hochtief AG, French EIFFAGE, German Bilfinger & Berger, British 
Trafalgar House, Swedish Skanska AB, and German Strabag (Skanska AR). 
 
The largest Swedish construction companies in terms of sales were Skanska incl. JM (SEK 
47.5 billion), NCC (SEK 23.0 billion), PEAB (SEK 10.6 billion), SIAB (SEK 9.6 billion) and 
JM (SEK 4.8 billion) (Skanska AR). 
 
KKV regulation/intervention between suppliers: In June 1996 KKV ordered Södra to end 
price cooperations, i.e. the establishment of fixed prices for timber sold on behalf of its 
member companies. According to KKV this cooperation was too extensive to be exempted 
from the Competition Act as amended in July 1994. Södra appealed the decision to STR 
(KKV, AR 1995/1996 & 1999). 
 

Global and regional (Sweden) market development: In Western European 
markets outside the Nordic region, the construction industry was being 

consolidated into larger construction companies (Skanska AR). In addition, particularly major 
companies were increasing their use of subcontractors (Skanska AR). Many companies were 
expanding their traditional fields of operations, while moving outside their own national 
borders (Skanska AR). New construction represented a diminishing share the overall market, 
while the demand for repairs, renovations and maintenance was increasing (Skanska AR). In 
addition, there was an ongoing shift from public financing of major projects towards private 
financing through e.g. BOT-projects (Skanska AR) [2:11/002]. 
 

“…an other business unit is responsible for developing what we call “PPP solutions” which are solutions 
for privately financed roads and other facilities…we have implemented this kind of financial solutions in 
Finland…in the segment of roads…we are engaged in privately financed prisons and hospitals in 
England… In the future, we expect to implement similar financial solutions in Sweden [2:11/002]… The 
civil engineering segment, and roads in particular, in Sweden differs from many other country markets 
because there is a strong political pressure not to allow privately financing…This is not the case in 
building constructions… In BOT project the we usually agree with the customer to transfer ownership 
after…let’s say 30 years…during that period of time we are responsible for operations and 
maintenance…in a highway BOT project we may charge each vehicle a certain amount for driving on the 
highway…this fee we unusually need to agree with the customer…this market is very limited in Sweden 
[2:11002, M. Williamson]…” 

 
Total construction investments in the Nordic region, increased by 2% during 1997. In 
Sweden, however, construction investments dropped (NCC AR). Sweden represented the only 
country market in the Nordic region where construction investments decreased (NCC AR). 
The development in Sweden in contrast to the other Nordic country markets, provided 
evidence that the Nordic construction market, all together, functioned as an equalizer of 
cyclical conditions (NCC AR). 
 
The Swedish construction market remained weak (Skanska AR). Residential construction 
remained low but was however expected to increase from a very low level and mainly in 
regions with economic growth (Skanska AR). Because of high property taxes and 
unemployment the industry expected weakened prospects for new construction of rental 
apartments (NCC AR) [2:11/001]. Prices of detached houses and tenant-owned apartments, 
however, were increasing, particularly in prime locations (NCC AR). The population trend 
was favorable in a number of locations, primarily in large towns or in cities with universities. 
As a consequence, production of new housing was expected to increase and be dominated by 
single-family houses and tenant owner apartments in prime locations in growth areas, e.g. in 

1997 
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large towns or in cities with universities (NCC AR). A number of additional factors indicated 
that an upswing would occur in the aforementioned housing segment, e.g. low interest rates 
and lending propensity of banks and other financial institutions (NCC AR). The customers 
were expected to be people who were able to pay for a good location and standard (NCC AR). 
In general, in the housing segment there was a growing interest in packaged solutions and 
life-cycle thinking, quality, operation and maintenance as well as an increased environmental 
focus (Skanska AR). The demand for office, retail and industrial space was also expected to 
increase slightly. The segment for repair and maintenance work represented a growing share 
of the construction market (Skanska AR). The volume of tenders in the Swedish market for 
“other buildings”, e.g. schools, hospitals, cultural buildings, offices, laboratories, etc., 
increased slightly during 1997 (NCC AR). Public construction was expected to stagnate as a 
result of the weak budgets of the municipalities (NCC AR). 
 
After a few years of expansion in the roads and civil engineering segment, the volume of 
major infrastructure projects was now diminishing (Skanska AR). Investments in the Swedish 
civil engineering market declined 2% in total during 1997 (NCC AR). The segment of road-
surfacing declined by 15-20% (NCC AR). One of the reasons was probably that the industry 
awaited the Swedish Government to adopt a national plan for Sweden’s transport 
infrastructure (NCC AR). The plan was to be presented in 1998 and to be applied between 
1998 and 2007 (NCC AR). The after-market, in the form of maintenance and improvement 
work was, however, expected to grow (Skanska AR). This applied especially to central and 
local government road net works (Skanska AR). 
 
The Swedish rental and real-estate market for offices and retail stores developed in a 
generally positive direction in terms of rental (increasing) and vacancy (decreasing) levels 
(NCC AR, Skanska AR). Particularly the Stockholm, Gothenburg and the Öresund areas, 
showed strong improvements (Skanska AR). In the retail segment, the trend was towards a 
concentration in prime locations and newly established retail locations outside the city centers 
(NCC AR). In the housing segment, vacancy rates also decreased during the year (NCC AR). 
Demand for industrial space, however, declined (NCC AR). 
 
KKV regulation/intervention between suppliers: KKV’s decision against Södra on June 
25, 1996 with regard to the establishment of fixed prices for timber sold on behalf of its 
member companies was declared null and void on November, 1997 by STR. Nevertheless, 
KKV appealed such decision to MD (KKV, AR 1995/1996 & 1999). KKV considered NCC’s 
acquisition of SIAB to create a dominant position in the construction industry and the 
segment of ballast, concrete and asphalt in particular. The acquisition was however approved 
by KKV as NCC sold SIAB’s share in Swerock, Sweden’s largest producer of ballast and 
concrete (KKV, AR 1997 & 1999). In addition, NCC in cooperation with Skanska had at the 
time established numerous joint venture companies for producing e.g. ballast and asphalt, 
creating according to KKV a dominant position. After discussions held with KKV, NCC sold 
7 of these companies in addition to 5 proprietary companies in the asphalt segment (KKV, AR 
1997). STR fined NCC SEK 100 million. A similar resolution was found between Skanska 
and KKV as Skanska acquired Gatu och Väg. The acquisition was approved as Skanska sold 
3 of its production facilities of asphalt in Skåne, Saxdalen and Järpås similar to those acquired 
through Gatu och Väg (KKV, AR 1997 & 1999). STR fined Skanska SEK 15 million 
[2:11/009, 2:11/010]. 
 

“It’s a thin line between a cartel and cooperative agreement…to work together with open books 
[2:11/009, 2:11/010]… If you take the cartels uncovered in the asphalt business…it used to be permitted 
to cooperate and jointly own asphalt factories…asphalt is a perishable that you cannot transport very 
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far…you also have large investments…of course Skanska and NCC cooperated…we jointly owned 
factories and agreed to sell to each-other and deliver from different factories… Because we had 
something to offer to each other we sometimes agreed on lower prices than the prices offered to third 
parties that had nothing to offer in return… In 1994 we got the new Competitive Act which made all this 
illegal… In 1997 Skanska left this cooperation, others continued business as usual…of course one should 
not engage in illegal cartels…however, from a value chain perspective this type of cooperation may 
actually lead to lower prices…we should however not forget that there is a dark side to this…cartels may 
of course lead to higher prices…It is hard for an outside observer to know what’s beneficial to the end 
customers…this is a very delicate issue [2:11/010]… Standard price lists are not common in this 
industry…you can find it however in the business of electrical installations and similar businesses…once 
again it’s a thin line between having a standard price list, which is in principle forbidden, and to work 
with open books… We understand the difference…the question is if an outside observer can see the 
difference [2:11/010, M. Williamson]…” 

 
KKV in cooperation with EU-commission approved Skanska’s acquisition of a majority 
interest in the cement company Scancem after several concessions of behalf of Skanska 
(KKV, AR 1998). 
 

Global and regional (Sweden) market development: As competition 
increased, a general trend in the international construction business was 

decreasing profitability among medium sized construction companies, leading to a 
consolidation in the industry whereby the larger companies bough the smaller ones (Skanska 
AR) [2:10/027, 2:14/009, 2:12/020]. 
 

“NCC, PEAB and Skanska together have probably 50% of the Swedish construction market… If you 
compare the market for new buildings and the market for refurbishment of older buildings…the latter is 
very large…and here is where we have the strongest competition from the smaller, local construction 
companies… When it comes to refurbishment it’s hard to draw the line between our Service and FM 
[Facility Management] operations and our Constructions operations through Skanska 
Sverige…refurbishment is a very important segment [2:10/027, C. Larsson]…” 
 
“The largest players…like Skanska, NCC, PEAB, JM…are the ones that remained after the industry was 
restructured…today they dominate the entire construction market…also a number of very small 
companies remained or were actually created…you know…the carpenter that together with a couple of 
friends start their own business…they will always be around…the number of these smaller firms have 
increased…and that’s no surprise because these smaller firms have, in many cases, been established by 
those people that were dismissed from the major construction companies….my feeling is that there are 
not many mid-sized companies left in the Swedish construction industry…you just need to look at this 
region…the Växjö region…we used to have companies like Bygg Ek, a relatively large, local 
construction company…they disappeared [2:14/009, P. Carlsson]…” 
 
“In the beginning of the 90’s after the economic crises in Sweden only three major construction 
companies survived…Skanska, NCC and PEAB…maybe JM…JM is the only construction company that 
has been specialized…in housing construction…many component suppliers also disappeared…and the 
middle layer disappeared completely…they were bough by the three…maybe four…big ones or simply 
went bankruptcy…the industry concentration increased…there were fewer companies…among the 
smaller companies we have many local suppliers, sometimes but not always, very specialized [2:12/020, 
J. Byfors]…” 

 
Nonetheless, it is possible that industry concentration and lack of international competition 
(primarily among suppliers of components, etc.), in combination with an increasing demand, 
may have led to decreasing competition and, as a consequence, increasing costs in the 
construction industry [2:09/007, 2:12/002, 2:12/003]. 
 

“I believe that the Swedish construction industry is very concentrated and that competition may be to 
low…this could in part explain why construction prices are so high…another factor is that the demand, 
until some few years ago, has been tremendously [2:09/007, C. Linné]…” 
 

1998 
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“The construction industry differs from other industries because there is practically no international 
competition…this industry is very local [2:12/002]… we see that construction costs have increased more 
than the general price index in Sweden during the last few years [2:12/003]… In an international industry 
products and services cross borders…and this is not our case…we have local subsidiaries in different 
country markets…only when you have the possibility to ship products and services cross borders you will 
find international competition…if we develop a house we cannot export it and try to compete with it in 
the international market…This doesn’t mean that the grade of internationalization isn’t increasing…on 
the contrary…know-how is becoming available on an international basis…one examples is research in 
new materials [2:12/002, J. Byfors]…” 

 
Another general trend noted in the construction industry, was the ambition of many 
construction companies, and their customers, to take responsibility for the project 
management function of a project and to outsource the actual construction work to sub-
suppliers (Skanska AR) [2:10/012, 2:10/028, 2:14/010]. 
 

“Among the larger construction companies the trend has been to focus on “project development”…they 
wish no longer to be engaged in construction work…only to develop projects…this means that they 
acquire land and develop their own project…and sell when the building has been leased…sometimes they 
even assist to establish tenant owned cooperatives in order to “create” a customer…the profits are higher 
compared to selling an “extra-pair-of-hands” and building materials…JM has been very successful…key 
for these companies has been to get hold of attractive land…this means that these companies have 
developed their competencies in various areas and not only areas related to the construction work 
itself…this I believe is valid for both private homes, apartment buildings as well as commercial premises 
[2:14/010, P. Carlsson]…” 

 
Because purchasing decisions and decisions affecting quality levels, lead-times, etc. often 
were made on the project level, developing project management capabilities became a key 
issue for most industry players, in particular the larger construction companies but also real-
estate companies [2:14/016]. 
 

“The responsibility for fitting everything together in large construction projects goes down to the project 
manager and his team…this is where quality levels, delivery lead-times and other requirements are set 
and the purchasing decisions are made…when we sell we sell to the project manager at the construction 
site…the project manager and his team may come from a large construction company or from a 
customer…a real-estate company for instance…or both…the project manager can be externally 
contracted from companies specializing in project management…as an external consultant…or be 
employed by one of these companies [2:14/016, P. Carlsson]…” 

 
The roles between the construction companies and between construction companies and their 
customers were changing rapidly, as cooperation became more common, e.g. with regard to 
different financial solutions, as well as the design, execution and O&M of projects (Skanska 
AR). Particularly BOT-projects were becoming increasingly common (Skanska AR). 
Requirements for environmental, as well as social responsibility, on corporations continued to 
increase (Skanska AR). 
 
The largest construction companies world-wide in terms of sales, excluding Japanese 
construction companies, were French Bouygues S.A. (USD 12,5 billion), American Bechtel 
Group (USD 9,8 billion), American Fluor Daniel (USD 9,6 billion), French SGE (USD 9,4 
billion), French Groupe GTM (USD 7,4 billion), German Philipp Holzmann AG (USD 7,2 
billion), Swedish Skanska AB (USD 6,9 billion), German Hochtief AG (USD 6,9 billion) 
[2:11/020], American Kellog Brown & Root (USD 6,8 billion), and French EIFFAGE (USD 
6,0 billion) (Skanska AR). 
 
In the Nordic region, new business opportunities emerged in Norway and Finland as the 
privatization of former state and municipal operations began to be implemented (NCC AR). 
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The largest construction and civil engineering companies in Sweden in terms of sales were 
Skanska (SEK 20.5 billion), NCC (SEK 20.3 billion), PEAB (SEK 10.9 billion) and JM (SEK 
3.6 billion) (NCC AR, Skanska AR). However, the competitive situation changed 
considerably during 1998, when construction companies from Norway, e.g. Selmer and 
Veidekke, Denmark, e.g. Pihl & Sön, and Finland, e.g. YIT, established operations in the 
Swedish market (NCC AR, Skanska AR). As a consequence of the increasing competition 
prices and margins were pushed-down even further (Skanska AR). 
 
In general terms, construction investment increased during the year, primarily in Stockholm, 
Gothenburg and Malmö, mainly due to relatively low interest rates (Skanska AR). The 
construction industry, however, was not entirely homogeneous in terms of demand and 
investments, as major differences were noted in different geographical locations and product 
areas (Skanska AR). The growth trend in major metropolitan areas and university towns 
remained (Skanska AR). 
 
With regard to housing construction, in 1998, there were approximately 13,000 housing starts 
in Sweden (NCC AR, see Figure 6:1 and Figure 6:2). Housing construction increased, but 
remained on a low level (Skanska AR) [2:11/001]. A general trend in the Sweden housing 
construction market was a relative growth of single-family homes of the total housing market 
(NCC AR). During 1998, the proportion of single family homes increased to 46% of the total 
of 13,000 housing starts (NCC AR). Another general trend in Swedish construction was an 
increase of the total package concept (NCC AR). With regard to other buildings (building 
other than private homes and apartments), this segment made the largest contribution to the 
positive building construction trend in Sweden with an increase of approximately 9% 
compared with previous year. Investments in industrial building constructions increased by 
5% (NCC AR). In the residential segment, Skanska, JM and NCC were the largest companies 
(NCC AR). Since NCC accounted for 23% of total investments in new housing production in 
Sweden, it became the largest residential builder in the country (NCC AR). 
 
Infrastructure, road and civil engineering projects increased during the year (Skanska AR). 
Investments in roads and civil engineering facilities increased by 9% during 1998 (NCC AR). 
The total Nordic market for industrial products increased by more than 3% and the total 
Swedish market by 4%, the latter totaling approximately SEK 11.9 billion (NCC AR). The 
main competitors within the industrial area were a large number of small, local companies, as 
well as a few major players, such as Skanska, Scancem, Swerock and Cramo (NCC AR). 
 
Value growth and the performance of real-estate companies are heavily dependent on the 
economic cycle, political decisions, e.g. affecting rental levels through the utility-value 
system, taxes, e.g. property tax, and interest rates, e.g. affected by interest subsidies. In 1998, 
the Swedish real-estate market looked positive with regard to some of these factors, e.g. 
Sweden had a positive GNP growth, low interest rates and limited new construction (Drott 
AR). In addition, the trend in the Swedish real-estate market was favorable in terms of lower 
vacancy rates, increasing rental levels and rising property prices and healthy gains on sales of 
both managed and developed properties (Drott AR, Skanska AR). The positive development 
in the real-estate market referred primarily to demand for modern, functional and flexible (i.e. 
premises that could easily be adapted to the varying needs of the customer) offices, 
warehouses and industrial premises (Drott AR). The vacancy rates for older, less functional 
premises, was generally higher than for modern properties (Drott AR). The positive 
development was attributed to companies in growth industries, e.g. IT, computer, 
telecommunication and various types of consulting companies (NCC AR). 
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Government regulations between KKV real-estate operators and suppliers: On July 1, 
1988 it became possible for corporations to appeal KKV’s decisions with regard to non-
intervention notifications, exceptions and injunctions directly to the Swedish Market Court 
(“Marknadsdomstolen”). KKV suggested to the Swedish government to combine LIU and 
LOU. 
 

Global and regional (Sweden) market development: In the Nordic region, 
both the Swedish and Finnish construction market increased. Both the Danish 

and Norwegian market, however, decreased (Skanska AR). The largest construction and civil 
engineering companies in Sweden in terms of sales were Skanska (SEK 22.8 billion), NCC 
(SEK 22.0 billion), PEAB (SEK 12.2 billion) and JM (SEK 4.1 billion) (Skanska AR). 
 
The trend in the Swedish housing construction market with regard to the relative growth of 
single-family homes of the total housing segment continued during 1999 (NCC AR). During 
1999, the proportion of single family homes increased to 47% of a total of 15,000 housing 
starts in Sweden (NCC AR, see Figure 6:1 and Figure 6:2) [2:11/001]. Another continued 
trend was the relative increase of construction based on a total package concept. In Sweden, 
the 73% (65%) of the total construction market was accounted for by the total package 
concept (NCC AR). A third trend that became apparent in the residential market was a greater 
differentiation in housing demand (Skanska AR). The increase in demand for residential, 
office and retail space was especially apparent in the three largest metropolitan regions, 
Stockholm, Gothenburg and Malmö, and in other university cities (Skanska AR). Skanska, 
JM and NCC continued to be major competitors in the Swedish housing construction market 
(NCC AR, Skanska AR). 
 
With regard to infrastructure projects financed by Swedish central and local governments, the 
public sector decided to cut back on investments (Skanska AR). The Swedish National Road 
Administration requested that it also be permitted to test the BOT business model in several 
major highway and other civil engineering projects (NCC AR). Skanska, PEAB and NCC 
continued to be major competitors in the civil engineering markets (NCC AR, Skanska AR). 
Nevertheless, the Nordic region was increasingly becoming one integrated, single civil 
engineering market. Competition in Sweden intensified, primarily based on price, as 
competitors from Norway, Denmark and Finland entered the market (NCC AR). 
 
The total Nordic and Swedish market for industrial products increased by 3% and 6% 
respectively (NCC AR). 
 
The Swedish real-estate market benefited from relatively low interest rates and an upswing in 
the rental market. Rents in central Stockholm had increased continuously during the past few 
years and the vacancy rates were very low, ranging from 1% to 3% (NCC AR). 
 
Based on data from DZT VärderingsHuset AB, Drott estimated the value of the total stock of 
commercial, residential and industrial real-estates in Sweden totaled SEK 1,500 billion. 1/2 of 
this figure was accounted for by commercial properties. 1/3 of the commercial property stock 
and about 1/10 of rented residential properties in Sweden were owned by some 25 listed real-
estate companies and institutional owners such as pension funds and insurance companies. 
The combined holdings of listed real-estate companies and institutions amounted to more than 
SEK 300 billion. The holdings of the 20 largest private real-estate owners had a total value of 
about SEK 250 billion, while municipal housing companies owned real-estates with a market 
value of some SEK 300 billion (Drott, AR). 
 

1999 
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The largest real-estate owners in Sweden were the public housing companies in Stockholm, 
e.g. Svenska Bostäder, Familjebostäder and Stockholmshem, Gothenburg, e.g. Poseidon, 
Bostadsbolaget and Familjebostäder and Malmö, e.g. MKB. The largest listed companies 
were Drott and Wihlborgs. Ownership of commercial real-estates in Sweden was dominated 
by a number of listed real-estate companies and institutions, e.g. AP Fastigheter, Vasakronan 
[2:11/001], Drott, Hufvudstaden, Skandia, Wihlborgs, SEB Trygg Liv and Diligentia in 
Stockholm and Castellum, Wallenstam, SPP, Skandia and AP Fastigheter in Gothenburg. In 
Malmö, the market was dominated by a relatively limited number of large owners, such as 
Wihlborgs, Drott, HSB, Vasakronan, Tornet, Skanska and Stena (Drott, AR). 
 
During 1999, most markets developed favorably in terms of vacancy rates, rental levels and 
property prices. All of the above resulted in higher cost levels and increased competition. 
Prices of land and building rights increased [2:12/016]. During the year, competition 
intensified in the Scandinavian real-estate and project development segments. Among the 
largest project development and real-estate companies were Skanska, AP Fastigheter, NCC, 
JM, Castellum, Diligentia, Drott and Balder (Skanska AR). 
 
In the metropolitan regions, primarily in Stockholm, higher demand for commercial premises 
resulted in a sharp reduction in vacancies and rise in rental rates. In such metropolitan regions, 
office rentals rates had risen steadily since 1993/94. However, in most regions and cities, 
rental and vacancy rates essentially remained unchanged during 1999. The sharp rise in rental 
rates in the most central districts of Stockholm influenced other sections of the inner city and 
surrounding areas, with market rental rates rising by up to 15-20% during 1999. In central 
areas of Stockholm, the sharpest rise in rates was noted immediately outside the district 
known as the Golden Triangle. Within the Golden Triangle, rental rates of above SEK 
4,000/sq.m. (excluding property tax) were noted. In districts immediately outside, rental rates 
were approximately SEK 3,000/sq.m. In prime locations, the vacancy rate was around 1-2% 
and in other parts of the city 3-4%. The expected sustained rise in rental rates led to a steady 
fall in yield requirements in the strong metropolitan markets, despite interest rates increasing 
during 1999. However, in other markets with little prospect of rising rents, higher interest 
rates had a direct impact on property prices (Drott, AR). 
 
Interest subsidies, utility-value system, and property tax: During 1999, the government 
commissioned a study of the development projects carried-out by the public housing 
companies and an appraisal of the utility value system. The study was expected to be 
completed during March 2000 (Drott, AR 1999). In January 1999, SABO presented a report 
that showed that residential rents in Stockholm’s most central sections were lower than in 
suburban municipalities (Drott, AR 1999). 
 
Although uncertainty surrounded the utility value system and any changes thereof as a result 
from a study commissioned by the government, is was not expected that market-based rents 
were likely to emerge. Nevertheless, it was expected the utility-value system would 
eventually move towards a market-oriented rent setting, for which location was likely to have 
a greater significance in setting rents (Drott, AR 1999). According to Drott, the report 
released in January 1999 by SABO confirmed that there were opportunities for rental 
increases in more central locations (Drott, AR) [2:11/001]. 
 
Global and regional (incl. Europe and Sweden) harmonization: In December 1999, the 
EU commission approved a new legislation (effective on June 1, 2000) with regard to group 
exemption for so called vertical obstruction of competition. The new legislation meant that 
vertical integration through e.g. M&As resulting in a combined market share less than 30% 
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were, in general, exempted from EU intervention. Some cooperative agreements were, 
however, excluded from this general rule, e.g. in no circumstances were (gross) horizontal 
pricing cooperation and geographical protection allowed. With regard to gross pricing, the 
decision meant that supplier were not allowed to establish minimum prices nor 
“recommended” prices for companies down stream in the value chain. In addition, and in 
accordance with the legislation of geographical protection, suppliers were not allowed to 
restrict (active) sales actives for down stream companies with an exclusive right to represent 
and conduct sales activities o behalf of the supplier (KKV, AR 1999 & 2000). In KKVFS 
1991:1, KKV suggested that in general it would not intervene in so called “petty cases”. A 
“petty case” was defined as horizontal integration through M&As resulting in a combined 
market share less than 10% or a vertical integration through M&As resulting in a combined 
market share less than 15%. Some cooperative agreements were, however, excluded from this 
general rule, e.g. in no circumstances were horizontal pricing cooperation allowed (KKV, AR 
1999). 
 
KKV regulation/intervention between suppliers: On June, 1999, KKV rejected Göteborgs 
Kross’ application for exemption. Göteborgs Kross, company in the business of macadam and 
gravel, was jointly owned by Swerock and Skanska (KKV, AR 2000). Göteborgs Kross 
appealed KKV’s decision to MD. On January, 1999, MD confirmed the decision by STR with 
regard to KKVs’ complaint against Södra for establishing fixed prices for timber sold on 
behalf of its member companies (KKV, AR 1999). Consequently, Södra could continue with 
such proceeding. 
 

Growth was noted for the entire Nordic construction market in 2000 (NCC AR). 
A general trend in the construction market was an increase in the use of wooden 

structures, partly due to environmental reasons (NCC AR).The Swedish construction market 
was characterized by growth, especially in Sweden’s three largest metropolitan regions, 
Stockholm, Gothenburg and Malmö, and other university cities (Skanska AR). Construction 
investments increased, especially for residential, office and commercial space (Skanska AR). 
In 2000, construction of around 17,000 houses and apartment was started (NCC AR, see 
Figure 6:1 and Figure 6:2) [2:11/001] of which 1,300 apartments in Stockholm (Drott AR). 
The greater Stockholm area accounted for more than 30% of the total construction market in 
Sweden (Skanska AR). 
 
According to the DTZ VärderingsHuset AB, the combined stock of commercial, residential 
and industrial real-estate in Sweden had an estimated market value of around SEK 2,100 
billion, of which SEK 1,100 billion was held by private owners (excluding housing 
cooperatives), primarily real-estate companies and institutional owners. The publicly-owned 
real-estate stock was valued at SEK 750 billion and consisted mainly of public housing, e.g. 
Svenska Bostäder, in addition to commercial owners, e.g. Vasakronan (Drott AR). 
 
Sweden contained a total of 4.3 million residential units, of which 1.6 million were rental 
units and 0.7 million cooperative housing units. Approximately half of Sweden’s rental units 
were owned by public housing companies, making them the country’s largest residential real-
estate owner with real-estate holdings totaling around SEK 250 billion. The dominant players 
were the public housing companies in Stockholm Svenska Bostäder, Stockholmshem and 
Familjebostäder, with 115,000 apartments, Framtiden in Gothenburg with 67,000 apartments 
and MKB in Malmö with 20,000 apartments. Drott was Sweden’s largest private housing 
owner with 17,000 apartments. Other listed companies with substantial holdings included 
Mandamus, Tornet, Wallenstam, Wihlborgs, Lundbergs and Realia (Drott AR). 
 

2000 
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Ownership of commercial real-estate in Stockholm was dominated by major listed companies 
and institutions. The largest ones were AMF-P, AP Fastigheter, Drott, Hufvudstaden, SEB 
Trygg Liv, Skandia and Vasakronan. The largest commercial property owners in Gothenburg 
were institutions and a number of listed companies, including AP Fastigheter, Castellum, 
Drott, Skandia, Vasakronan and Wallenstam. The commercial real-estate market in Malmö 
was dominated by a smaller number of players, of which Drott, Skanska, Stena, Tornet, 
Vasakronan and Wihlborgs were the largest [2:11/001]. In 2000, six listed real-estate 
companies were subject to M&As, i.e. CA Fastigheter acquired Evidentia, Skandia acquired 
Diligentia, Rodamco acquired Piren [2:10/020], Drott acquired Balder, AP Fastigheter 
acquired Diös, and an investor consortium acquired Norrporten (Drott AR). 
 
In 2000, the rental trend for office facilities in Stockholm city was exceptional, even in a 
European comparison. In the central areas between Östermalm and Stockholm Central 
Station, normal rents for modern office space reached SEK 4,000-5,000 per sq. m., an 
increase of above 30% from previous year (NCC AR, Drott AR). The increased demand 
originated from the financial, IT and telecommunication industry. Partly because production 
of new office space in central Stockholm had been virtually nonexistent during the last couple 
of years. Vacancy rates were very low from a historical perspective. In the suburban areas 
rents for newly built or refurbished properties were between SEK 2,000 and 3,000 per sq. m 
(Drott AR). 
 
In the Malmö region, demand for office space also increased during the year and rents 
reached levels of SEK 1,100-1,800 per sq. m, with peaks around SEK 2,000 per sq. m, in 
central city areas. On average the vacancy rate for commercial real-estate in the Malmö region 
was estimated at 6-8%. However, in central city areas, the vacancy rates were 2-3%, and 
between 3-5% in other city areas. In suburban areas rents reached SEK 1,000 per sq. m (Drott 
AR). 
 
Interest subsidies, utility-value system, and property tax: Rents continued to be controlled 
in accordance with the utility value system. However, the utility value system became 
increasingly questioned and some indications pointed at possible future changes with regard 
to its interpretation. The utility-value system was, however, expected to continue to contribute 
to a low interest among construction companies in launching new residential projects, with 
the exception of cooperative housing (NCC, AR, Drott AR). In January 2000, new property 
tax ratings lead to substantially higher ratings for residential units in prime locations such as 
older residential buildings in central Stockholm and e.g. sea side locations (Drott, AR 1999) 
[2:11/001, 2:12/016, 2:13/013]. 
 

“Construction prices have increased more rapidly than prices in general during the last couple of 
years…there are many reasons for this…some are out of our control, like taxes…this has a negative 
impact on our business [2:13/013, S. Holmlund]…” 

 
Global and regional (incl. Europe and Sweden) harmonization: In November 2000, the 
EU commission approved a new legislation with regard to group exemption for cooperation in 
the area of R&D, enabling extended cooperation between competing corporations. On June, 
2000 the group exemption for so called vertical obstruction of competition became effective 
within EU. In February, the Swedish government revised the Competition Act. Among other 
things, it decided to apply the same legislative framework in Sweden, through the 
Competition Act, as within EU for the control of M&As and the definition of “concentration” 
(KKV, AR 1999). 
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Government regulations between KKV and end-users, real-estate operators and 
suppliers: An amendment was made to the Competition Act so that companies that facilitated 
an investigation carried-out by KKV receive a reduced penalty fee, provided the company 
was found to be in breached with the Competition Act. 
 
KKV regulation/intervention between suppliers: MD confirmed the decision by STR with 
regard to KKV’s complaint against Södra for establishing fixed prices for timber sold on 
behalf of its member companies (KKV, AR 1999). In addition, two major cooperations within 
the timber industry were initiated during the year as KKV approved exemption to the general 
provisions in the Competition Act. Moelven Eurotimber and Hedin-Bergqvist established a 
consortium named Weda Skog for joint purchases. The establishment of WEDA Skog was 
approved primarily because it did not contain any exclusivity provision e.g. with regard to 
allowing the parties to conduct purchases through other channels than Weda Skog. An 
exemption was granted by KKV through to December 31, 2004. In addition, Stora Skog, 
Holmen Skog and Korsnäs established a jointly owned company, Industriskog, primarily for 
transportation of timber. An exemption was granted by KKV through to May 7, 2004 (KKV, 
AR 2000). 
 

Global and regional (Sweden) market development: The American economy 
weakened during the second half of the year. The economic downturn in the 

U.S. also resulted in a slowdown in the construction market as there were a number of 
cancellations of orders and delays in project start-ups (Skanska AR). This trend became more 
pronounced after the terrorist attacks (Skanska AR). During 2001 the market condition in the 
Nordic and Swedish construction market, measured in terms of total investment in new 
construction, was stable (NCC AR). 
 
Nevertheless, the economic slowdown in Sweden that began during the second half of 2001 
affected the construction segment for commercial properties (Skanska AR). This trend applied 
in particular to the Stockholm region and became evident toward the end of the year (NCC 
AR, Skanska AR). 
 
Demand for housing, however, remained good in the three largest metropolitan regions, 
Stockholm, Gothenburg and Malmö, and in a number of other university cities (Skanska AR). 
The housing market in Sweden continued to grow, although with local differences and from a 
low level (Skanska AR). The market for civil construction and infrastructure projects showed 
clear signs of a slowdown and weakened by the end of the year (Skanska AR). The Swedish 
government began to evaluate the possibility of introducing so-called three dimensional 
parceling, i.e. to allow a story in a multi-story building to form an independent property in 
relation to the stories above and below it. It was argued that this would facilitate additions and 
extensions to existing properties as well as the construction of residential units in attractive 
areas and other locations with limited development opportunities (Drott, AR 2001). 
 
The real-estate market for rentals showed clear signs of slowing down as the vacancy rates 
increased and rental levels decreased. A number of major corporations had excess of office 
space and became active in the sub-letting market, which lowered rental levels (Skanska AR). 
 
Market rents for offices fell during the year in Stockholm, particularly in prime locations such 
as the Central Business District in the inner city. The development of commercial rents in the 
Stockholm region was, primarily, due to the cutbacks in the IT and telecommunication sectors 
causing a decrease in demand and increased vacancies. In Gothenburg and Malmö the rental 
market remained fairly stable (Drott AR). 

2001 
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Swedish real-estate prices decreased towards the end of the year, probably due to the 
downturn in the stock market as most institutional investors were over-weighted in real-estate 
stocks (Skanska AR). This enabled international real-estate investors to step up their activity 
in Sweden, not the least in the real-estate segment (Skanska AR). This development was also 
reflected in construction companies, although not as accentuated because of their international 
operations (the valuation of the corporation and shares were not as dependent on the Swedish 
market as real-estate companies). Drott, Skanska and NCC could serve as examples. In 2000, 
foreign investors in Drott peaked, owning 21% of Drott’s votes. Prior to that, a typical figure 
had been 8-14% (see Figure 6:8). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 6:8 Drott domestic and foreign shareholders 1998-2002 (source: Drott) 
 
During 2000-2002 foreign investors owned 14% of Skanska’s share capital. Prior to that, a 
typical figure had been 8-12% (see Figure 6:9). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 6:9 Skanska domestic and foreign shareholders 1994-2002 (source: Skanska) 
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Despite NCC showing a relatively low figure, foreign investors in NCC also peaked in 2000; 
owning 7% of NCC’s share capital (see Figure 6:10). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 6:10 NCC domestic and foreign shareholders 1994-2002 (source: NCC) 
 
As a result, construction companies began to view not only tenants and real-estate companies 
as their customers but also the investors [2:10/009]. 
 

“Our customers are both the tenants and the investor [2:10/009]…the real-estate company buying the 
building…these two are very much related to each other…we cannot sell unless we have tenants…but we 
need to approach them very differently [2:10/009, C. Larsson]…” 

 
Within the construction industry a serious discussion emerged with regard to if to allow so 
called three-dimensional constructions (“tredimensionell fastighetsbildning”). Most industry 
players considered this a good business opportunity as well as one way of lowering 
construction costs and enabling construction in areas where there was no land available (or 
where the price for land has been relatively high), particularly in Stockholm. 
 

“I see a major opportunity to alleviate the housing problem in Sweden by allowing “vertikal 
fastighetsbildning”…“vertikal fastighetsbildning” means that apartments will be built on top of office 
buildings…in this area, once again, rules and regulations have hindered this…major companies and 
industry associations are also engaged in lobbying activities in order to allow this to happen [2:14/026, P. 
Carlsson]…” 
 
“We see a lot of opportunities when so called “tredimensionell fastighetsbildning” is allowed…this will 
mean that we will be able to develop projects on top of existing buildings…and the two sections will have 
different owners…you simply create building permits to build on top of existing buildings… The owner 
the existing building is awarded such a building permit and is able to sell it if he doesn’t want to make use 
of it…the industry would be able to build many more apartments in central Stockholm…one of the 
problems in Stockholm is that there is no land available…there is a commission investigating this 
possibility at the moment…we think this is a very good idea [2:09/014, C. Linné]…” 

 
Interest subsidies, utility-value system, and property tax: According to several industry 
players, the rules for setting rental rates limited opportunities to build new rental apartments 
(Drott AR, NCC AR). It was argued that in attractive areas in growth regions, market-rate 
rents would mean higher rents, which in turn would improve the possibilities for construction 
companies to build new rental units (Drott AR, NCC AR). The utility-value system for setting 
rental rates in Sweden implied that tenants who lived in less attractive areas and apartments 
often subsidized other tenants who lived in more attractive areas and apartments (Drott AR, 
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NCC AR). To some extent a gradual shift toward more differentiated rents began to take place 
in Stockholm, Gothenburg and Malmö (Drott AR) [2:11/001]. 
 
KKV regulation/intervention between suppliers: Based on information provided by a 
number of “whistle blowers” suggesting the establishment of cartels including several 
companies in the construction and asphalt businesses, on October 2001, KKV initiated an 
investigation of NCC, Skanska, PEAB, Vägverket Produktion, Sandahls Grus & Asfalt, 
Kvalitetsasfalt i Mellansverige, Percy Nilssson Byggnadsaktiebolag and Svenska väg och 
Markbyrån i Åtvidaberg (KKV, AR 2001) [2:11/010, 2:11/009]. 
 

“Many bad things have happened in the past…cartels for instance…which makes customers 
suspicious…they [the customers] try to do all they can in order to avoid this happening again…this leads 
to a negative spiral of distrust [2:11/009]… Still today many project managers have two different time 
schedules…one external that is presented to the customer an another internal, the one that he is actually 
using in his day-to-day work, that he believes in…this can simply not continue [2:11/009, M. 
Williamson]…” 

 
On April 12, 2001, MD ruled against KKV with regard to KKV’s rejection of Göteborgs 
Kross’, a company in the business of macadam and gravel, jointly owned by Swerock and 
Skanska, application for exemption. (KKV, AR 2000 & 2001). 
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ROTT was established in 1898 and listed in Stockholm’s stock exchange in 1901. In the 
1970’s Skanska acquired Drott. Drott, as the company is known today, was however 

formally established in January 1998 when a dormant company in the Skanska Group, AB 
Ellenbogen, acquired three of Skanska’s property-owning subsidiaries. The company was 
renamed Drott AB. In April 1998, at the Annual General Meeting of Skanska, the 
shareholders resolved to distribute all of the shares in Drott AB to Skanska’s shareholders. 
The shareholders of Skanska, as per September 21, 1998, received a corresponding number of 
Drott shares free of charge. The Drott A- and B-share was listed on the O-list of the 
Stockholm Stock Exchange on September 24, 1998 [2:09/001]. 
 

“Today we don’t have a stronger bond to Skanska than we normally have with any other company that we 
contract…the distribution of Drott shares to Skanska’s shareholders actually meant that we no longer had 
a direct connection between Skanska and Drott other than during a transitional period when we had the 
same IT systems for accounting, HR and so on…practical things… Six months after the shares had been 
transferred we were completely independent from Skanska… in the beginning we got “assistance” from 
Skanska, we used their IT department because we had outsourced to them on commercial terms…but we 
were entirely separated…they could not access our systems and we could not access their 
systems…eventually…like a year later…we established our own IT and management systems… We use 
NCC, Skanska, PEAB…we don’t favor Skanska [2:09/001, C. Linné]…” 

 
Drott’s strategic focus included to become more specialized and to achieve a 
greater geographical concentration of its portfolio of properties into Stockholm, 

Gothenburg and the Öresund region, including Malmö, as well as university towns in central 
Sweden [2:09/004]. 
 

“Strategically we decided to target university cities in addition to Stockholm, Gothenburg and 
Malmö…we have some properties in Uppsala and a few in Lund… During 2001 and 2002 we sold 
substantial worth of properties to Akelius…among others…I am not sure that we continue to target 
university cities anymore…not when it comes to commercial real-estates… When it comes to apartment 
buildings we are still interested in university cities and other growth regions [2:09/004, C. Linné]…” 

 
As a consequence, overseas real-estates were to be sold. In addition, Drott’s strategy included 
to create a balanced customer and lease structure portfolio through a favorable tenant 
composition, as well as to establish cost effective operations through property O&M and to 
offer added value services to its customers, i.e. tenant-adapted services. 

Strategic focus 
Drott’s prime strategic objective was to create shareholder value through a healthy yield on 
shareholder capital. Its dividends policy corresponded to approximately 50% of earnings after 
tax resulting from ongoing operations. It is not difficult to argue that shareholder value in fact 
was created, particularly for the majority of Skanska shareholders.  
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Excluding 1998, the direct return often exceeded 3% and the share price increased by a 
minimum of 30% looking at any instance after 1998 (see Figure 7:1 and Figure 7:2). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 7:1 Drott direct return on B-share (%) 1994-2002 (source: Drott) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 7:2 Drott adjusted share price (B-share in SEK) 1998-2002 (source: Stockholmsbörsen) 
 
To achieve such strategic objective, Drott was to increase its operational focus through 
specialization and a greater geographical concentration. E.g. hotels were not considered to be 
consistent with Drott’s priority operations and were to be sold. One of the forces driving 
specialization in the real-estate segment was the capital market [2:09/025]. 
 

“We think we will see an increasing specialization among the real-estate companies…today you have 
basically two businesses, apartment buildings and commercial real-estate…I have mentioned many other 
areas of specialization…hotels, industrial buildings and so forth… The stock market demand that real-
estate companies specialize… Vasakronan have no apartment buildings in their portfolio, AP Fastigheter 
have a similar portfolio to ours [2:09/025, C. Linné]…” 

 
Attractive management properties were to be concentrated primarily in Stockholm, 
Gothenburg and the Öresund region, including Malmö, as well as university towns in central 
Sweden. As a consequence, overseas real-estates were to be sold. In 1998, over 50% of 
Drott’s real-estate value was concentrated in Stockholm. [2:09/004]. 
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“After having acquired Näckebro we established our strategy…to focus on the Stockholm region…this 
was not to capitalize on any synergies in Stockholm…when we acquire real-estates we cannot acquire 
building by building…we need to acquire larger portfolios…and we do this in growth regions…in 
Stockholm we are able to acquire larger real-estate portfolios and we believed that this is the region in 
Sweden with the largest growth potential [2:09/004]… As I mentioned, we don’t see any economies of 
scale in our business…no synergies to be found…however, it’s good to have a dominant position in the 
market…only then you are able to influence rental levels… That’s why we are dominant in those regional 
markets and segment that we target…like the commercial real-estate segment in Stockholm…Marievik, 
Kista, Värtan, Globen [2:09/004]… Being a big [regional] player enables you to keep the vacancy rates 
low…because you can offer your tenant an alternative if he is looking for moving…vacancies are very 
expensive…you have to find a new customer…it takes several months to find a new customer and you 
may have to adapt the premise to the requirements of the tenant that is moving in…it costs money… This 
is a tendency…lease agreements span over a shorter period of time…customers require to have options as 
they sign the agreement…many customers know that their business might change rapidly…and they have 
to adapt to such changes rapidly…they might have to grow or shrink their organization [2:09/004, C. 
Linné]…” 

 
Despite leases being shorter there was still a certain time lag between when cost and revenues 
were generated in the real-estate segment. Lease contracts spanning several years could be 
negotiated in times of high demand resulting in “abnormal” rental levels in times of low 
demand. The opposite was equally valid. The inertia for prices to reflect demand and supply 
in the real-estate segment represented a business risk in the construction industry as a whole 
[2:09/016]. 
 

“There is inertia built-in the real-estate market for commercial buildings considering the general 
economic trend… The commercial lease contracts that we close usually run for approximately three 
years…the lease contracts and the rents that we have renegotiate during the last couple of years have been 
higher than they used to be…our cash-flow has constantly improved…because at the time we negotiated 
the previous contracts Sweden came out from an economic experience worse than today’s…only recently 
we have begun to experience the drop in Swedish economy despite the fact that it has being going on for 
approximately three years [2:09/016, C. Linné]…” 

 
In addition to specialization and concentration, Drott strategy included to create a balanced 
customer and lease structure portfolio through a favorable tenant composition, as well as to 
establish cost effective operations through property O&M and to offer added value services to 
its customers, i.e. tenant-adapted services. 

Marketing, sales and distribution channels 
Drott’s five largest tenants were Ericsson Radio Systems, Telia, the County of Jönköping, 
Ericsson Radio Access and Ericsson SAAB Avionics. All together these accounted for above 
than 11% of Drott’s rents in 1998. 

Operations 
According to Drott, value and return in real-estate operations could be created in various 
different ways. One was property management, e.g. the development of flexible floor plans, 
services, etc. in order to build lasting tenant relationships and ensure low tenant turnover and 
a high occupancy rate [2:09/024]. 
 

“One of the trends that we see in the commercial real-estate market is that our tenants require facilitates 
that are flexible… They need to adapt quickly and try to minimize their costs as their needs change over 
time…minimize adaptation costs…to offer flexible office solutions is good for us too…we make sure that 
we keep our tenants and we don’t require months to make the changes they require…months during 
which we are not able to charge rents…during a period of time everybody requested open 
landscapes…now we moving back to cells…different functions in an organization may require different 
lay-outs [2:09/024, C. Linné]…” 
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Value could also be created through business operations, i.e. property development, including 
improvement of existing properties and developing new projects/constructions, as well as 
property acquisitions and sales, and capital management, i.e. selecting a strategy for key 
figures, e.g. debt/equity ratio and establishing a business structure accordingly, e.g. loan 
structure in order to reflect the expectations of shareholders, e.g. in terms of risk exposure. 
 
Thus, Drott’s core operations (based on its assumption with regard to how value is created for 
customer and capital markets) included project management, real-estate management, and 
financial management [2:09/002]. 
 

“We apply for construction permits and engage in project development…we have our own project 
development organization…we contract the architects and construction companies for the design and 
construction work…real-estate management is of course our business… In a way we also consider 
financial management as core [2:09/002]… The core of our business is property management of rental 
properties…it’s important to capitalize on the value that we create in such properties so we sell properties 
that we can not develop any further and buy other properties that we think we are able to 
develop…provided they are located in the regions we target…Stockholm, Gothenburg and Malmö… We 
don’t sell a property for the sole reason that the price has gone up [2:09/002, C. Linné]…” 

 
Real-estate operations, as referred to by Drott, included (i) property acquisition and sales, (ii) 
construction related services, i.e. property development, e.g. adaptation of existing property to 
customer requirements OR project management, i.e. construction, (iii) customer related 
services, i.e. property O&M, e.g. building and tenant business operations services. Revenues 
were generated through rents and through capital gains in the purchase and sales of real-
estates. 
 
Real-estate operations: Decisions regarding acquisitions and sales of properties were based 
on several factors such as the demographic situation, communications and other infrastructure 
available or planned [2:09/013], composition of business and industry, characteristics of the 
rental and investment market, as well as competition. In the case of the residential market, it 
was also important to assess possible changes in legislation, e.g. any possible changes in the 
content or interpretation of the Swedish ”utility value-system” and possible implications for 
the pricing of rental apartments, supply and demand, etc. as well as market trends with regard 
to e.g. tenant mobility [2:09/005]. 
 

“When it comes to rental apartment buildings we think we need to be in the three largest metropolitan 
regions…Stockholm, Gothenburg and Malmö but also in some other growth regions…this segment is 
very special because it’s regulated by the government...it’s not a free market…in Stockholm city you may 
pay 700 or 800 crowns per square meter and year…and in a Stockholm suburb you may pay 1,200 crowns 
per square meter and year… Should we allow market rents…demand would allow us to charge around 
1,500 to 2,000 in central Stockholm [2:09/005]… We are beginning to see a small differentiation emerge 
between rental levels in inner city locations and in suburban areas…we are allowed to charge slightly 
higher rental levels in urban locations [2:09/005]… The market value of our real-estates would definitely 
go up if the government abandoned the utility value system…on the other hand we have a secure stream 
of cash due to this system… I think that rental levels in regions outside Stockholm, Gothenburg and 
Malmö would fall [if the government abandoned the utility value system]…in these three regions we 
would still have a positive cash-flow from our rental apartments [2:09/005]… All in all, I think we would 
benefit without the utility value system…particularly in owning and managing rental apartment buildings 
[2:09/005]… The real-estate companies owned by the municipalities don’t have the same requirements as 
we do with regard to…generating return on shareholder’s equity…the market we have is not a free 
market…it’s based on the utility value system…it gets really bad when these companies compensate 
vacancies with subsidies from the municipalities rather than raising their rents or by any other 
means…this has a direct impact on our rents…we may not raise our rents in order to covers our 
costs…we have to live with it [2:09/005]… Energy taxes have a direct impact on our costs, in particular 
when it comes to rental apartment buildings…we are responsible for paying the heating…we cannot 
transfer an increased cost to our tenants due to the value system…the tenant is responsible for 
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electricity…increased taxes on electricity doesn’t impact our business… In the office or commercial 
segments we are able to transfer such additional costs to the tenant [2:09/005]… in the Stockholm region 
where there is a shortage of apartments…remember that we have a market imperfection through rental 
regulations…demand and supply can not balance…the industry would like to construct, tenants would 
like to rent…but there is no incentive to satisfy the demand…no incentive for us and the construction 
industry to develop projects and increase construction…this is why a black market has developed in 
Stockholm for rental apartments [2:09/005, C. Linné]…” 

 
By the end of 1998 Drott owned 500 properties, including eight 50%-owned properties. 
Through a public offer on September 1998, Drott acquired almost 99% of the shares in 
Näckebro and requested redemption of the outstanding shares. Näckebro was consolidated as 
of October 1998. The investment, totaling SEK 3,381 million, was financed by loans. The 
rationale for this acquisition was to improve Drott’s earning capacity by around SEK 30 
million and the annual cash-flow by approximately SEK 150 million, thanks to synergies in 
areas such as property management, financing, tax and overhead expenses. Drott’s rents in 
Stockholm rose, primarily through the acquisition of Näckebro, from 31% to 47% of total 
rental value [2:09/003]. 
 

“The real-estate companies that we have acquired…like Näckebro and Balder…originally came from the 
banking industry…they [the banks] floated these companies in order to redeem pledges…these facilitates 
and companies had existed for a long time…in other constellations…not necessarily as real-estate 
companies…what the banks did was only to collect all these building under one umbrella in order to be 
able to sell them…through the stock market…in a sense industry concentration has increased and this has 
been driven by financial forces in the banking industry…it’s not that we or any other company…or 
bank…have been trying to find synergies in this industry…industrial factors, like synergies, have not 
been the driving force for us to acquire real-estate companies [2:09/003]… There has never been in 
industrial driving force for our acquisitions…to find synergies in managing our portfolio of 
properties…in a sense we have created financial synergies…by becoming a larger company, we are able 
to arrange better financial solutions…we are considered to be a better partner to the banks…in addition 
one could argue that we have created synergies toward the capital market…as we became a larger 
company…we attracted the interest of the capital market [2:09/003]… When we were detached from 
Skanska we had practically no liabilities…around 20 million in net liabilities…our adjusted shareholder’s 
equity was around 10 billions…the alternatives we had…in order to have a reasonable capital 
structure…in order to increase the return on shareholder’s equity…was to either return some of the capital 
to our shareholders or to expand our balance sheet…we choose to expand our balance sheet through 
acquisitions [2:09/003, C. Linné]…” 

 
Totaling SEK 82 million, in November 1998 Drott Kontor acquired from Fastighetspartner 
five commercial properties and one building permit in Kista. A commercial property was 
defined as a property in which commercial space generated more than 50% of total rents. 
 
According to Drott’s corporate strategy, in 1998, Drott Riks began to pursue a systematic 
restructuring of its portfolio to commercial premises in university/college towns in southern 
and central Sweden and to concentrate its operations in six to eight cities. Drott executed 
several structural transactions with other real-estate companies, e.g. Tornet and 
Fastighetspartner. End-of-year, Drott Riks sold 16 properties to Tornet, thereby withdrawing 
from 7 locations, i.e. Falun, Falköping, Karlstad, Skövde, Töreboda, Uddevalla and Uppsala. 
At the same time, Drott acquired 24 properties from Tornet in Alingsås, Eskilstuna, Halmstad, 
Nyköping, Stockholm and Örebro. Simultaneously, Drott Riks carried out an exchange 
transaction with Fastighetspartner in which one property in Lunda industrial park, two 
properties in Lerum and one property in Färgelanda were sold. 
 
End-of-year, the overseas portfolio was located in the UK, the Netherlands, Luxembourg, 
Germany and Norway. As a consequence of its concentration strategy, in August 1998 Drott 
Overseas largest property in London, Southside, was sold. 



Drott 

 

174

 
Because property management was considered to be a key success factor for all business 
areas, i.e. Drott Bostad, Kontor and Riks, Drott’s portfolio of properties was managed mainly 
by its own resources. However, some properties were managed by external property 
management companies through outsourcing agreements. The rationale behind this was to 
conduct benchmarking of O&M efficiency, quality and costs [2:09/011]. In addition to 
efficiency, quality and costs, an outsourcing decision was made depending on the composition 
of the portfolio, e.g. its geographic spread or type of properties and tenants. In general terms, 
Drott handled such activities that were directly related to its customer, e.g. renting, apartment 
agency services, billing and other customer contacts, while other activities not involving its 
customers were possibly outsourced, e.g. technical property management. 
 
Construction operations: Mälardalen College leased the entire Väpnaren 4 property in 
Eskilstuna. Drott Kontor acquired Helgafjäll 6 in Kista from Skanska in order to build an 
office complex and Nokia signed a Letter of Intent to lease 2/3 of the space for a ten-year 
period. Helgafjäll 4 was completed during the year and fully leased to Ericsson and Nokia. 
Purchasing and project management were considered the two most important competencies 
for being able to understand how costs added-up in the value chain and in order to be 
successful in construction operations and property development [2:09/008]. Understanding 
how costs added-up in the construction process enabled Drott to minimize risk by purchasing 
projects based on a fixed price [2:09/009]. 
 

“I think we are one of the most professional buyers in our industry…we participate very actively in the 
entire process and we know exactly what everything costs…we need to participate during the entire 
process because many things can happen if you have a project lead-time that span over several years… 
The people that we have working in this area [purchasing and property development] have a background 
in the construction industry [2:09/008]… We buy based on a fixed price…a maximum price and then we 
have incentives based on performance…incentives are based on delivery lead-times and total cost 
[2:09/009, C. Linné]…” 

Corporate and ownership structure 
Drott’s Board of Directors was appointed by Skanska at the Annual General Meeting on 
March 25, 1998. Mr. Mats Mared was appointed President and CEO. Drott’s organizational 
structure reflected its focus on three different customer segments as well as their geographical 
location, Drott Kontor, Drott Bostad, and Drott Riks. Administrative and technical property 
management was conducted locally, either by Drott’s local staff or through outsourcing 
companies. 
 
Drott Kontor focused on office tenants in the greater Stockholm region. Most of Drott 
Kontor’s properties were located in Stockholm city and in Kista. Although the Stockholm 
region had experienced strong growth, conditions varied considerably between and within 
different city districts. As a consequence, one of Drott Kontor’s most important tasks was to 
identify expanding sub- or micro-markets that could be expected to outperform other areas. In 
Stockholm, areas such as Kista, Danderyd, Täby, Solna, Globen, Hammarby, Haninge, 
Huddinge, and Årsta were identified as potential growth areas. 
 
Drott Bostad focused on residential tenants in growth areas, primarily in Stockholm, 
Gothenburg and the Öresund region. Drott Bostad’s portfolio consisted of 16,000 residential 
units. Above 80% of Drott Bostad’s rental revenues came from Stockholm, Gothenburg and 
the Öresund region, including Malmö, Lund and Helsingborg. Drott’s portfolio in Stockholm 
was concentrated in the inner-city, Danderyd, Lidingö and Sköndal, and contained a total of 
around 3,500 residential units. In Malmö, the portfolio consisted of approximately 2,800 



Drott 

 

175

residential units. In addition, Drott had a portfolio of 600 residential units in Lund and 1,000 
in Helsingborg. Drott Bostad also owned properties in Uppsala, Borås, Lidköping, Växjö and 
Höganäs. 
 
Drott Riks focused primarily on commercial tenants in growth areas outside the Stockholm 
region. Drott Riks’ portfolio consisted of more than 100 properties in over 20 locations 
around Sweden mainly concentrated in southern and central Sweden. In addition, Drott owned 
more than 30 properties for light industry, storage and distribution. The intention was to 
eventually develop a separate industrial real-estate company [2:09/019]. 
 

“We once had an ambition to establish an industrial real-estate company in-98 or -99…we never did 
this…the idea was to concentrate our industrial real-estate portfolio in order to have a specialized unit 
managing these properties…another reason was to find a partner in this segment…and eventually sell 
those properties…industrial real-estate was not heavy industry or process industry facilities…it was more 
like warehouses, combined industrial and office buildings and similar facilities…we managed to sell 
these facilitates anyway…it was in line with our strategy to focus our portfolio and sell these facilities, 
just like we sold our hotel properties [2:09/019, C. Linné]…” 

 
Drott Overseas owned 17 office and industrial properties outside Sweden. These were located 
in England, Germany, the Netherlands, Luxembourg and Norway. Drott Overseas’ holdings 
were considered to be inconsistent with its core operations and Drott planned to divest all of 
such holdings. 
 
Drott’s Swedish focus can be seen in the development of the number of employees outside 
Sweden (see Figure 7:3). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 7:3 Drott number of employees 1998-2002 (source: Drott) 
 
Drott’s class A and class B shares were listed on the O-list of the Stockholm Stock Exchange 
on September 24, 1998. When trading commenced Drott’s ownership structure was identical 
to Skanska’s. The ownership structure changed, however, as Drott acquired Näckebro. 
 

Drotts’s strategic focus included to increase its pace in acquisitions and sales of 
properties, carry-out value-adding property management, develop a strong brand 

and to continuously match the corporation’s capital structure with its asset structure. The 
overall corporate objective was to maximize shareholder value. 
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Drott presented a strong income statement (net profit, margin) and balance sheet (ROA). In 
fact, this was a record year (all-time high) considering the period 1998-2001 (see Figure 7:4 
and Figure 7:5). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 7:4 Drott net profit and net margin 1998-2002 (source: Drott) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 7:5 Drott ROA (%) 1998-2002 (source: Drott) 

Strategic focus 
After approximately one year in business, Drott formulated its mission and strategic focus 
clearly and explicitly. Its mission was to acquire, develop and manage commercial and 
residential properties in growth areas and, when appropriate, realize the accumulated value in 
fully developed properties. Drott’s overall objective was to generate a favorable return on 
shareholders’ equity through profitable property management and lucrative real-estate 
transactions, and by continually matching Drott’s capital structure with its asset structure 
[2:14/011]. 
 

“…it’s no longer important for real-estate companies to own their buildings…they rather focus of 
providing added value to their tenants…through services…eventually the building is sold…services and 
the transaction itself has become more important [2:14/011, P. Carlsson]…” 

 
Its financial targets included to gain an annual average growth in current property 
management earnings (after tax and excluding capital gains on real-estate sales) per share of 
at least 15% over a business cycle. In addition, and as a complement to the financial targets, 
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Drott had special guidelines to cover factors such as risk7, solvency requirements, interest-
coverage ratio and fixed-interest structure and some non-financial targets and objectives, 
including tenant satisfaction, quality, employee satisfaction and environmental targets for its 
operations. Drott’s strategies for achieving the target of maximizing shareholder return were 
(i) rapid pace in acquisitions and sales, (ii) value-adding property management, (iii) 
management by objectives and personal commitment, (iv) dialog with shareholders and 
capital markets, (v) development of a strong brand. 

Marketing, sales and distribution channels 
During its first year in business several marketing activities were carried-out. Drott made a 
market survey in order to assess the Swedish market for real-estate including competitors, 
trends with regard to rents, prices, and vacancy rates. In addition, Drott Bostad commenced 
the distribution of a magazine, “Husnumret” targeted at its tenants. The five largest tenants, of 
whom Ericsson was the largest, accounted for approximately 12% of rental revenues. 

Operations 
Real-estate operations: Drott established a real-estate company with AP Fastigheter in 
Värtahamnen [2:09/020]. During the year, Drott acquired 113 properties for SEK 2.6 billion 
and sold 77 properties for SEK 2.1 billion. Through sales and/or swap-transactions during the 
year, Drott phased out its entire real-estate holdings in seven Swedish localities (Arvika, 
Borås, Karlskoga, Munkedal, Piteå, Trollhättan and Ängelholm). In addition, Drott sold its 
entire portfolio of hotel properties during the year [2:09/019]. 
 
Drott Kontor acquired a total of 13 and sold 5 properties. Among the most important 
transactions completed during the year were the acquisition of Blästern 14 for SEK 308 
million and the sale of the hotel section of the Neapel 3 property for SEK 200 million. Drott 
Bostad acquired 90 and sold 32 properties. Among the most important transactions were the 
acquisition of 69 properties, of which 43 located in Stockholm, at a SEK 1.7 billion price 
from HSB and a swap-transaction with Mandamus through which Drott Bostad divested two 
properties in Borås and acquired 12 properties in Karlstad. Drott Riks acquired 10 (SEK 123 
million) and sold 26 properties (SEK 405 million). Among the most important transactions 
was a swap-transaction with Mandamus through which Drott Riks acquired two properties in 
Eskilstuna and Örebro and divested three properties in Trollhättan and two in Vänersborg. In 
addition, two hotel properties in Gothenburg and Malmö, and a number of residential units in 
Piteå and Örebro were sold. 
 
In accordance with Drott’s strategy to phase out its overseas real-estate portfolio, 14 
properties in the U.K. and Luxembourg were sold during 1999. End-of-year Drott Overseas 
owned three properties overseas, i.e. a shopping center Oslo, Norway, a fashion center in 
Düsseldorf, Germany and the World Fashion Center in Amsterdam, Holland, totaling a 
market value of SEK 1.3 billion. 
                                                           
7 Financial risk management was considered to be a major success factor to Drott and included interest risk, 
borrowing risk, counter-party risk and currency risk. Interest was Drott’s single largest cost item. Drott 
minimized interest risk though various derivatives. With regard to borrowing risk, Drott used bilateral credit 
facilities to secure its capital requirement, preferably with Swedish banks and mortgage institutions, e.g. Svenska 
Handelsbanken including Stadshypotek, SBAB, Nordea including Nordea Hypotek, Föreningssparbanken 
including Spintab, and SEB including SEB Bolån. These credit facilities had a maturity of between five and ten 
years when raised. Counter-party risk was primarily associated with the transactions of derivatives Drott carried-
out with financial institutions and banks. Drott’s financial policy stipulated that it should not do business with 
banks rated lower than A, according to Standard & Poor’s rating. According to Drott’s financial policy, Drott 
should not expose itself to any currency risk. In order to hedge such risk, a value corresponding to the group’s 
foreign assets was borrowed in local currency. 
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During the spring of 1999, Drott Kontor took over property management of the Näckebro 
properties previously managed by an external organization. As a consequence, some 20 
employees who had been employed by the former property management company were 
transferred to Drott Kontor. End-of-year approximately 50% of property management within 
Drott Riks was carried-out by external companies. In order to better meet customer 
requirements, Drott Riks decided to bring most of such operations in-house [2:09/011]. 
 

“We manage all our properties ourselves…some other real-estate companies purchase property 
management from third party suppliers…the strategies differ in this respect… Näckebro that we acquired 
owned properties worth of 10-11 billions…the worth of Drott’s property portfolio and Näckebro’s were 
almost the same…in Sweden they had 23 people to handle this [property management]…we had 240 
people… Näckebro had outsourced virtually all their property management…one of the first things we 
did after acquiring Näckebro was to bring property management in-house…in property management we 
include operations and maintenance as well as the day-to-day contact with the tenants…usually the 
company managing the property has day-to-day contact with the tenants, not the company owning the 
facility…this is something [contact with the tenants] you lose when you outsource…we think this 
relationship is essential to our business…to understand our customer’s needs…what the customer is 
planning to do the next few years… A very small fraction of our property management is 
outsourced…the idea is to have a bench-mark… FM is also a step in this direction…to create a stronger 
relationship with our customers…fault reports, maintenance work…things that we use to call property 
management will be included in our FM services [2:09/011, C. Linné]…” 

 
Construction operations: During the year Drott pursued around ten major projects, totaling a 
combined capital expenditure of slightly above SEK 1 billion of which SEK 689 million were 
related to projects, i.e. new building, extensions and renovations. In cooperation with AP 
Fastigheter, Drott established a 50/50 jointly owned real-estate and project management 
company which initially owned real-estates valued at almost SEK 1 billion in Värtahamnen, 
Stockholm [2:09/020] 
 

“We have had some co-ownership agreements…with Riksbyggen among others…our cooperation with 
Riksbyggen we inherited from Skanska…but we still develop projects in joint cooperation…as co-
owners, with other companies…we are now developing a projects with Coop…through a jointly owned 
company…in this case they own the project and we contribute with some capital…it’s a matter of risk 
sharing…in Värtahamnen we cooperate with AP Fastigheter…we sold our properties [in Värtahamnen] 
and AP Fastigheter theirs to a jointly owned company Positionen…in which we own 50% each…our 
ambition is to develop the area in Värtahamnen…this is also a matter of risk-sharing… in Kista we co-
own a property with AMF…Centralbadet we co-own with SCB [2:09/020, C. Linné]…” 

 
Drott Kontor’s largest ongoing projects, in terms of capital expenditure, included the 
Helgafjäll 7 property in Kista, the Stockshem 11 property in Danderyd, the Tegeludden 8 
property in Gärdet and the Racketen 10 property in Alvik, all located in the Stockholm region. 
In 1999, Drott Riks was engaged in conducting three major projects in Eskilstuna, Linköping 
and Malmö. Investments during 1999 amounted SEK 107 million primarily in the 
aforementioned projects. 

Corporate and ownership structure 
Drott engaged in repurchasing its own shares in order to adapt Drott’s capital structure with 
its asset structure. The purpose was to maximize shareholder value as well as to be able to 
offer Drott shares as means of payment for future acquisitions. As a consequence, the 
ownership structure became more concentrated (see Figure 7:6). 
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Figure 7:6 Drott largest shareholders 1998-2002 (source: Drott) 

Other important events 
In 1999, Drott became part of the Swedish Real-Estate Index (SFI). SFI provided data and 
information on the developments within the real-estate market, enabling Drott and its existing 
and potential shareholders to compare Drott’s real-estate portfolio with other real-estate 
companies. This facilitated existing and potential shareholders to evaluate Drott’s 
attractiveness on the capital market in relation to other investment alternatives. 
 

Drott’s strategic focus remained practically unchanged. Drott’s strategy, 
however, to concentrate its portfolio of properties into growth regions now 

began to emphasize more and more the Stockholm region. Accordingly, Drott made 
significant acquisitions in the Stockholm region. 

Strategic focus 
Drott’s mission and overall business objective remained unchanged. Drott had been quite 
successful in as far as since 1998, when Skanska distributed the shares in Drott to its 
shareholders, the value of the real-estate portfolio had quadrupled in 2000. According to Drott 
this was primarily the result of significant acquisitions in the Stockholm region. In 2000, 70% 
of the market value of the real-estate was concentrated in the Stockholm region. As the rental 
market slowed down, Drott’s strategies for achieving maximum shareholder return changed 
slightly. The tenants became more important [2:09/006]. 
 

“…growth is not and end in itself…the most important is to have a reasonable return on the capital that 
we need in order to own properties…investors think we should acquire more companies in Sweden and 
abroad…the last couple of years we have been selling more than acquiring [2:09/006]… So why then 
own apartment buildings?... the cash-flow is also very stable because you have this discrepancy between 
what people are prepared to pay and what they actually pay…you don’t have to worry about 
vacancies…you will always have tenants and you will always have a positive cash-flow that, at least, is 
secured against inflation…an option that we have is to sell our rental apartment buildings to building 
cooperatives…the tenants have the right of occupation you know…this has become a growing 
segment…it’s in this area that we have been criticized…investors think we should target the building 
cooperatives more actively…what they don’t understand is that we need a balanced portfolio of 
rental/purchase and sales of apartment/office buildings…we are working with the building 
cooperatives…but these things take time and we are negotiating with several building cooperatives… 
There are basically four different business logics in the real-estate business as I mentioned…we 
understand them all and how they interrelate with each-other…I’m not sure investor do [2:09/006]… The 
capital market, however, has a three month perspective on our business…they get scared to death when 
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they see the market in Stockholm go down…we have told them that we cannot run our business having a 
three month time perspective…we need to look several years ahead before we decide on our strategy and 
the things we need to do [2:09/006]… Running a corporation…the day-to-day operations of a 
company…differs in many ways to what the capital market would like us to do…as I said they look three 
months ahead…six months maximum…if we would have this time perspective, I’m sure we would make 
our tenants very concerned… This is a dilemma [2:09/006, C. Linné]…” 

 
Drott’s explicit strategic intent included to (i) concentrate on growth markets; i.e. Drott was to 
continue to concentrate its real-estate portfolio with an emphasis on the Stockholm region, (ii) 
increase local presence and close collaboration with tenants, (iii) continue a rapid pace of 
acquisition and sale, (iv) continuously adapt the capital structure to its current real-estate 
portfolio, in its essence meaning an adjusted equity/assets ratio of 30-40%. 

Marketing, sales and distribution channels 
Drott’s customer portfolio was highly stable and featured well known companies, primarily in 
the IT and telecommunication industry. 

Operations 
Real-estate operations: In 2000, Drott acquired 276 properties, totaling almost SEK 16 
billion, and sold 122 properties, totaling SEK 4.3 billion. The rationale for acquiring and 
selling properties was primarily to concentrate the portfolio in prioritized areas, with an 
emphasis on office premises in the Stockholm region. The largest acquisition during 2000 was 
that of Fastighets AB Balder. In order to improve key data and increase the real-estate 
portfolio in the Stockholm region Drott made a cash offer for Balder on February 2000. Drott 
acquired almost 99% of the shares in Balder and the remaining shares were later called in for 
compulsory redemption. The investment was financed through loans. Balder was consolidated 
into Drott’s accounts on April 2000. Balder’s real-estate portfolio totaled approximately SEK 
12 billion and included 241 properties, primarily in the Stockholm region [2:09/003]. As a 
consequence, Drott’s total assets increased dramatically (see Figure 7:7). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 7:7 Drott total assets (MSEK) 1998-2002 (source: Drott) 
 
The acquisition of Balder led to a substantial increase in Drott Kontor’s commercial real-
estate holding in the Stockholm region. In addition to Balder, Drott acquired 14 properties, of 
which 5 office and industrial properties in the Stockholm region, including 3 complexes in 
Kista, from Ericsson at a SEK 2 billion price. In addition, 12 commercial properties in 
Huddinge, Marievik, Telefonplan and Årsta were acquired, totaling SEK 629 million. A total 
of 10 commercial properties were divested in the Stockholm region, totaling SEK 431 
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million. No such properties, however, were located in prioritized areas. Around Sweden, 
approximately 20 commercial properties were sold during the year, primarily to local buyers. 
As a result, Drott terminated its real-estate holdings in locations such as Alingsås, Grästorp, 
Karlskrona, Simrishamn, Tidaholm, Tomelilla, Tranås and Ängelholm. 
 
The acquisition of Balder added some 2,800 apartments to Drott Bostad’s portfolio, of which 
many were located in the Stockholm and Öresund regions. In inner-city of Stockholm, a total 
of 472 apartments in 13 properties were sold to housing cooperatives at a price of SEK 617 
million. The largest residential sale included 2,100 apartments in 27 properties in non 
prioritized areas of Gothenburg, totaling SEK 655 million. At the end of 2000, Drott acquired 
real-estate company Ragne with 26 properties and almost 900 apartments, the majority in 
central areas of Malmö. In non prioritized areas of Malmö around 1,100 apartments were sold. 
In some 10 non-prioritized locations, almost 50 properties were sold, totaling SEK 622 
million. As a consequence, Drott terminated its operations in six locations during the year; 
Alingsås, Höganäs, Karlskrona, Lidköping, Olofström and Årjäng. 
 
In the beginning of 2000, Drott Overseas sold its single largest property, the World Fashion 
Center, a leasehold property in Amsterdam, Holland, for SEK 835 million. In addition, in 
September the shopping center in Oslo, Norway, was sold for SEK 321 million. On December 
2000, Drott owned four properties outside Sweden with an estimated combined market value 
of SEK 340 million. 
 
In order to improve service and customer relations, all property management in prioritized 
locations had been transferred in-house and was handled by Drott. Drott noticed that among 
the municipalities, particularly in southern and western Sweden, there was an increasing 
interest in certified residential properties, i.e. properties that had been approved for so called 
“environmental diplomas”. Drott decided to exploit this business opportunity by taking an 
active role in this process and several of Drott’s properties in these areas were certified. In 
addition, Drott offered to assist the National Board of Housing, Building and Planning in their 
work of environmentally test and certify houses (this work was commissioned to the National 
Board of Housing, Building and Planning by the government) [2:09/021]. 
 

“We focus on environmental issues…we try to set an industry standard in this respect…we offer to certify 
the properties of other real-estate companies…we also try to influence the construction companies to have 
high standards in this respect [2:09/021, C. Linné]…” 

 
Construction operations: In order to minimize risk, Drott formulated a policy for deciding if 
and when to commence a new project, i.e. a new construction or extensive refurbishment. 
Such policy included a close collaboration with existing or future tenants and required that the 
following two criteria had to be fulfilled; the project was estimated to create value 
appreciation of 15-25% and 60-70% of the space had to be leased, before starting the project, 
to tenants with a solid financial strength [2:09/018]. 
 

“We never start developing a new project unless we have lease contracts covering 70% of the 
building…we don’t construct on speculation [2:09/018, C. Linné]…” 

 
In 2000, virtually all project development related to commercial real-estate, primarily in the 
Stockholm region. End-of-year, nine major projects were in progress, all related to office 
space, with a total investment cost of around SEK 1.9 billion. Six of the projects were located 
in the Stockholm region. Drott Kontor’s largest projects were Helgafjäll 7 in Kista and the so-
called Millennium building in Marievik. With regard to the ongoing projects, almost 85% of 
the space was leased at year-end. Following the newly established criteria for initiating a 
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project, an agreement was signed with Ericsson to build approximately 20,000 sq. m. of office 
space in Kista. During the year, 4 major projects were completed including offices and 
educational premises. The combined investment totaled more than SEK 290 million. The 
largest project was an office complex in the Globen area of Stockholm in which 100 % of the 
space was leased at year-end. 

Corporate and ownership structure 
In accordance with Drott’s strategy to concentrate its real-estate portfolio, with an emphasis 
on the Stockholm region, and in order to increase its local presence, a smaller adjustment of 
the organizational structure was made. Two subsidiaries were created for the management of 
commercial properties in northern and southern Stockholm region, i.e. Drott Kontor Norr and 
Drott Kontor Söder, separated at Slussen. Operations within Drott Riks and Drott Bostad 
continued as previously. 

Other important events 
In the autumn of 1998 Drott had decided to change over to a new finance and accounting 
system. At that time, Drott used two different systems, one inherited from Skanska and the 
other from Näckebro. When Balder was acquired, bringing a third accounting system, it 
became evident to Drott that it needed to consolidate its accounting system into one. By 
January of 2001 all companies within Drott used one common system. 
 

Drott’s strategic focus included the adoption of an even stronger strategic focus 
with regard to its geographical concentration. Drott was to focus exclusively on 

properties in growth, metropolitan regions, i.e. the Stockholm, Gothenburg and 
Malmö/Öresund region. The rationale was that a more concentrated portfolio improved 
Drott’s opportunities for efficient property management. The overall business objective 
remained the same, however, expressed in more details. Over a business cycle, Drott’s 
objective was to increase the adjusted equity per share by 15% per year (including dividends) 
and to increase cash flow per share by 15% per year (excluding property sales and 
nonrecurring items). Its main strategies remained the same. 

Strategic focus 
In 2001, Drott adopted an even stronger strategic focus with regard to its geographical 
concentration. Drott was to focus exclusively on properties in growth- and metropolitan 
regions, i.e. the Stockholm, Gothenburg and Malmö/Öresund region. In 2001, 75% of Drott’s 
rents came from the Stockholm region and 97% from the three major metropolitan regions, 
i.e. Stockholm, Gothenburg and Malmö. The rationale was that a more concentrated portfolio 
improved its opportunities for efficient property management [2:09/004]. 
 

“In the beginning, our portfolio was spread internationally and across Sweden…we have been working 
hard to concentrate our portfolio...first to Sweden and then to Stockholm, Gothenburg and Malmö…in 
comparison with other real-estate companies we are quite large in Gothenburg and Malmö….internally, 
Stockholm is our largest market…… Today 75% of our business is located in Stockholm…over time 
Stockholm is the fastest growing region in Sweden…not at the moment, but over a longer time horizon… 
Stockholm is much more volatile [2:09/004, C. Linné]…” 

 
The overall business objective remained the same, however, expressed in more details. Over a 
business cycle, Drott’s objective was to increase an adjusted equity per share by 15% per year 
(including dividends) and to increase cash flow per share by 15% per year (excluding 
property sales and nonrecurring items). Drott’s main strategies remained the same. 
 

2001 
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“We try be innovative in risk and financial management…and to be active in these areas…I think we are 
professional rather than innovative…in the financial world what we do is nothing new…nevertheless in 
the real-estate business, I think we have come up with some innovative solutions…we constantly evaluate 
what we do…from a financial and risks perspective…we also continuously develop and evaluate different 
future scenarios…we simulate different problems that may arise in the future…cash-flow in essential for 
us…we may never end-up in a situation where we lack cash…and think about how to deal with them 
[potential future problems]… We look for the best financial solution…both internationally and 
nationally…in a sense we have made this business an international business despite the fact that real-
estate management is considered to be a local business… and many things are in fact local… To find 
good financial solutions is core for us…and we go internationally if we need to… I doubt that our 
competitors are as detailed as we are… AP Fastigheter and Vasakronan are rated 
companies…nevertheless, the way we do it we finance at a lower cost… I believe that we have the most 
flexible financial solutions compared to any of our competitors; we can enter and leave different positions 
virtually as we please [2:09/022, C. Linné]…” 

 
Properties that Drott did not expect to contribute to reaching its financial objectives were 
divested and so were properties outside the three major metropolitan areas. 

Operations 
Real-estate operations: Drott acquired properties totaling SEK 1.3 billion of which SEK 0.7 
billion related to land and project properties, including 50% of Fatburssjön 5 in Södermalm, 
Stockholm. The remaining SEK 0.6 billion consisted of management properties. Property 
sales totaled SEK 4.9 billion. As a consequence, Drott left 37 municipalities. The largest 
transactions involved two rural portfolios, amounting SEK 3.7 billion and three international 
properties amounting SEK 0.4 billion. During the year, Drott invested a total of SEK 1,425 
million in new construction and renovations. As of December 2001, Drott’s properties were 
independently appraised at SEK 39.3 billion, including 521 properties. The economic 
occupancy rate decreased from 95.0% to 93.5%. 
 
End-of-year, office and other commercial space accounted for 70% of Drott Kontor’s real-
estate portfolio. During the year, office space accounted for 58% of rents and other types of 
commercial premises for 20%. Of Drott’s 521 properties, 285 were commercial properties. 
End-of-year, residential space accounted for 30% of Drott Bostad’s real-estate portfolio, 
totaling slightly above 14,000 apartments. During the year, residential space accounted for 
22% of rents. Drott divested all its properties in Lindangen, Malmö. Of Drott’s 521 
properties, 236 were residential properties. Balancing the commercial and residential real-
estate portfolio was essential for Drott considering financing and risk management [2:09/023]. 
 

“Strategically we have said that we shall have a substantial portfolio of apartment buildings…When we 
started we had 50% commercial buildings and 50% apartment buildings…at the time our worth of 
apartment buildings was 5 billions…today that figure has increased to 10 billions…our worth of 
commercial buildings has increased from 5 to 30 billions…through acquisitions…if you look at the 
relative figure [commercial and apartment buildings] it may seem that we are not focused on apartment 
buildings, but we have actually doubled our worth in this segment… The commercial real-estate segment 
is more volatile…however the rental levels are higher…the business logic is different between apartment 
buildings and commercial real-estates…in the former we focus on costs, in the latter revenues…average 
rent in a commercial real-estates is around 2,500 per square meter…and the cost is around 250…if you 
look upon an apartment building, you have an average rent of around 900…and the cost is around 350-
400 crowns…nevertheless, we actually use our apartment buildings to finance our commercial 
buildings…remember that 75-80% of the commercial building is pledged as security…this figure is 
between 85-90% when it comes to apartment buildings…all these things we need to balance constantly in 
order to evaluate and balance our portfolio [2:09/023, C. Linné]…” 

 
In 2001, Drott began to focus on developing facility management (FM) services for 
commercial tenants. Responsible for this effort was the newly established subsidiary Drott 
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Service. FM services offered office tenants an expanded range of value-added services, e.g. 
conference services, receptionists, telecommunication solutions, janitorial services, couriers, 
transportation and cleaning. In addition, Drott’s efforts in the environmental area resulted in 
an enhanced offering to office tenants. Drott began to offer assistance in environmentally 
friendly operations. Such offering included the use of systems for energy conservation and 
waste management. To provide FM services was becoming increasingly of strategic 
importance to Drott. Drott believed that FM services enabled a stronger relationship with 
tenants and greater customer loyalty. This in turn would result in a more stable cash flow and, 
consequently, support the appreciation in adjusted equity, one of Drott’s main business 
objectives [2:09/010]. 
 

“During this fall, we are lunching our Facility Management concept…our ambition is to increase 
customer satisfaction and to lower our customers’ costs in this area [FM]…our benefit is that we can 
attract and retain new and existing customers and thereby increase the value of our properties… We don’t 
expect to generate substantial profits from FM…the most important is still to have a rental net in our 
managed properties irrespective of whether we intend to keep the facility or sell it… Our FM concept has 
been developed to retain and attract good customers that are prepared and able to pay good rents… As a 
consequence we only offer FM services to tenants in our buildings not to other tenants… So far we have 
had a separate organization for FM in order to be able to focus on developing the concept…in the future 
we may integrate our FM organization with our property management organization [2:09/010]… Our FM 
concept has been developed into a full service concept including everything from janitorial services, IT 
support, furniture, moving assistance, catering…if required by customer we are able to offer an 
outsourcing solution…to transfer personnel, equipment and so on to our organization… It’s up to the 
customer to decide the service level he would like us to provide…from a plain office space to a full 
service facility…actually this development of FM services is market driven…our customers took the 
initiative and asked us if we could manage everything [2:09/010]… Most of these services [FM] we will 
purchase from third party suppliers…our role is to coordinate and manage…we are responsible for the 
service quality towards our customer… Many of our customers purchase all these services today and have 
somebody within their organization responsible for coordinating everything [2:09/010]… most companies 
offer FM services to tenants in building that they don’t own…we only offer FM services to our customers 
in our properties…properties that we own and manage [2:09/010]… There is always a risk that you add 
more cost than value when you complement your offering with services…you need to monitor your costs 
carefully but most important is to get acceptance for these services internally… FM services is really an 
extended version of property management…and the perception among our people working with property 
management shouldn’t be that they now have an internal competitor…they need to understand that this is 
a complement to property management not a replacement…they should’ worry…it would be disastrous if 
our team working with property management didn’t accept this…they need to understand that our people 
working with FM allows them to do what they like to do…manage properties…we have put a lot of 
emphasis in working internally with the people in our organization on all levels so we all agree that this is 
good…we have had seminars and so on [2:09/010]… in property management we include operations and 
maintenance as well as the day-to-day contact with the tenants [2:09/010]… We have employed external 
people to work with developing our FM concept and eventually to provide such services…from Partena 
among others…they know this kind of business [2:09/010, C. Linné]…” 

 
Construction operations: According to Drott’s policy, most rental space had to be leased 
before construction of a new project began. Virtually no speculative construction work was 
going to be initiated [2:09/018]. As a consequence, Drott was not affected by the economic 
down-turn in the short-term. Nearly all project development during 2001 related to 
commercial properties, primarily in Stockholm. 
 
Drott Kontor experienced a limited demand for new constructions and an increased demand 
for customized solutions. As a consequence, Drott began to focus on renovations and 
development of the existing portfolio. During the year, five major new construction and 
renovation projects were completed, including the Stockshem 11 project in Danderyd. End-of-
year, four properties were under construction. 
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Corporate and ownership structure 
In order to create an organization that better reflected its strategy, Drott reorganized during 
the year and a new subsidiary, Drott Project & FM, was established. The subsidiaries Drott 
Bostad and Drott Kontor became exclusively responsible for existing and potential tenants, 
while Project & FM became responsible for project marketing, project development, project 
management as well as service development and management of property-related services as 
well as facility management services. Drott Kontor was responsible for managing and leasing 
Drott’s commercial properties, with over 4,000 commercial leases. The subsidiary had seven 
market areas. Drott Bostad was responsible for managing and leasing the Group’s residential 
properties, with around 14,000 apartments. Three market areas East, South and West, were 
responsible for operating activities. Purchases and sales of properties were to be managed by 
the business development unit within the parent company. 
 

“I believe that our organization mirrors our strategy pretty well… In –98 we had basically three business 
units…Kontor, Bostad and Riks for apartment buildings outside Stockholm, Gothenburg and Malmö… 
Two years ago during 2001 we reorganized…Riks was discontinued as we sold all of our properties 
outside the large metropolitan regions [Stockholm, Gothenburg and Malmö]…as the market went down 
we decided to increase our focus on property management in order to retain our tenants…Kontor and 
Bostad became entirely focused on property management in their respective segments as we created 
Projects…in addition we created a separate organization on a corporate level for managing property 
acquisitions and sales…previously new projects as well as property acquisitions and sales had been 
managed within Kontor and Bostad…now they were able to focus [2:09/026, C. Linné]…” 

 
During the year Drott acquired shares corresponding to 5.5% of the share capital. The purpose 
of the repurchase was to adapt Drott’s capital structure and to be able to offer Drott shares as 
means of payment for future acquisitions [2:09/017]. 
 

“…during two years we have been engaged in buying back our own shares…the rationale for buying our 
own share has been to get an effective capital structure…and to use those shares when acquiring other 
real-estate companies…we never used this possibility because we didn’t think that our share was valued 
correctly at the time we acquired other companies… In -98, when we acquired Näckebro we “killed” all 
shares Näckebro owned in Drott…and last time [when Drott acquired Balder] we killed approximately 
9% of the shares that we bought back… Both acquisitions of Näckebro and Balder were made in cash… 
If I would have bough a company with the shares we had bough back this would be like issuing new 
shares…meaning that we would have been diluting our shareholding…by “killing” our shares we got a 
better capital structure…a better return on shareholders’ equity [2:09/017]… The lion part of our costs 
refers to interest for loans…loans that we use in developing new projects and acquiring companies…we 
have 23 billion in interest bearing loans…both when we acquired Näckebro and Balder we took over their 
loans and we borrowed money to pay their shareholders [2:09/017, C. Linné]…” 
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KANSKA was established in 1887 (AB Skånska Cementgjuterier) as a producer of cement 
products. By 1897 Skanska received its first international order. The Skanska B-share was 

introduced on A-list of the Stockholm Exchange in 1965. In 1994 AB Skånska 
Cementgjuterier was renamed Skanska. 
 

Skanska’s strategic focus included to develop attractive, cost-effective and thus 
competitive solutions within its core business of construction related services 

and real-estate management. In addition, Skanska considered the management of its 
shareholdings in a few listed Swedish companies to be of strategic importance, among other 
things because it provided Skanska with the financial strength to become an attractive partner 
in larger construction projects. Because Skanska did not consider the Swedish market to be 
sufficiently large, nor to grow in a sufficiently rapid pace, Skanska strategically decided to 
expand internationally both as it had done in the past through project exports, and by 
establishing Skanska as a transnational company with several home markets [2:11/015]. 
 

“We used to have project exports…we no longer try to find this kind of business…from a corporate 
perspective we engage lesser in project exports…there are many reasons for this…one is that we now think 
you need to be the national champion in order to be successful…you need to understand the specifics of the 
market…and you can’t do this through project exports…with the high standard business ethics that we have 
today in our industry we cannot compete in certain country markets where contracts are awarded based on 
“personal favors” [2:11/015, M. Williamson]…” 

 
In addition, by having an international footprint Skanska believed it could offset the volatility 
of local country markets and to capitalize on global economies of scale in terms of 
technology, purchasing and working processes and procedures [2:10/014]. Skanska 
internationalized aggressively during the entire 90’s as shown by the increasing percentage of 
foreign sales of total net sales (see Figure 8:1). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 8:1 Skanska domestic and foreign sales of total sales (source: Skanska) 
 
Another strategic area was supply, logistics and purchasing. Through efficient flows of 
materials and by centralizing purchasing activities and utilizing standardized processes and 
procedures, Skanska believed it could capitalize on global economies of scale [2:10/026]. 
 

“There is a large cost saving potential in purchasing and logistics…everything in a construction project 
needs to be delivered just-in-time…deliveries that are late cost money…deliveries that are early cost 
money as well…constantly we have alterations during a construction project and a delivery problem 
affects the entire chain of activities…every building is unique…it’s quite easy to calculate how much we 
can save in logistics, however it’s very difficult to implement those perfectly designed logistical systems 
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in practice…I believe we are quite good both with regard to purchasing and logistics [2:10/022, 2:10/026, 
C. Larsson]…” 

 
Other important strategic efforts included changing the corporate culture from a product and 
production oriented culture to a market oriented culture and to become more specialized 
within different product areas. 

Strategic focus 
Skanska’s corporate mission was to develop, build and maintain the physical environment for 
people to live, travel and work in. By combining its resources in these fields, Skanska’s 
ambition was to offer its customers attractive, cost-effective and thus competitive solutions in 
these areas. Skanska’s core businesses were defined as construction related services and real-
estate management [2:10/002]. In addition, Skanska had substantial holdings in a few listed 
Swedish companies in order to sustain a liquidity reserve. In fact, 11% of all its assets in the 
balance sheet related to shares in listed companies (excluding JM) [2:10/011]. Skanska’s 
shareholdings were considered strategic for its construction business as the corporation’s 
financial strength increasingly became a competitive factor in winning larger contracts. 
 
Because Skanska did not consider the Swedish market to be sufficiently large, nor to grow in 
a sufficiently rapid pace, Skanska strategically decided to expand internationally both as it 
had done in the past through project exports, and by establishing Skanska as a transnational 
company with several home markets. In addition, by having an international footprint 
Skanska believed it could offset the economic volatility of individual country markets. 
Skanska had established subsidiaries in Denmark, Finland and the United States. Establishing 
additional home markets was to be achieved primarily through acquisitions but also through 
and organic growth. Skanska’s international expansion was, in part to be financed, by selling 
some of its shareholdings in listed Swedish companies. Because Skanska firmly believed that 
markets were increasingly becoming homogeneous, Skanska estimated it would be able to 
compete locally by means of global economies of scale in terms of technology, purchasing 
and working processes and procedures. During 1994, Skanska acquired companies’ worth of 
approximately SEK 300 million [2:10/014]. 
 
Another strategic area was supply, logistics and purchasing as products and services in a 
typical construction project totaled around 70% of the total cost [2:10/026, 2:12/009]. 
 

“The most difficult thing to get control of is the purchasing process…65-70% of our turn-over is 
purchased [2:12/009, J. Byfors]…” 

 
By centralizing purchasing activities and utilizing standardized processes and procedures, 
Skanska believed it could capitalize on global economies of scale and through efficient flows 
of materials. In this respect Skanska aimed at developing a network of suppliers across 
Europe [2:10/026, 2:14/019]. 
 

“In this industry we have always known that most costs originate from building materials…consequently 
the larger companies have tried their best to lower this costs by centralizing procurement, cutting the 
middle man and writing “smarter” agreements…and initiating long-term cooperation agreements…the 
same has been tried when it comes to installation materials…like electrical installations…I don’t think the 
larger construction companies have been very successful in this segment…the industry structure is to 
rigid when it comes to installation components and installation work…they were forced to pull back 
[2:14/019, P. Carlsson]…” 

 
In addition, great effort was put into implementing working processes and procedures that 
enabled continuous improvement trough what was termed “Total Tids Tänkande” (Total Time 
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Thinking) or 3T, originally an improvement program launched in 1991 aimed at reducing 
lead-times and increasing quality, thereby reducing costs and increasing customer satisfaction 
[2:10/026]. 
 

“We started 3T-project…Total Time Thinking…an internal efficiency and quality program…almost 10 
years ago…the program was successful…but we cannot continue to say that we focus on 3T…this was a 
project that was intended to create a new way of working…new processes…once it has been 
implemented…the project is over…people get tired to hear about this…they need something to focus 
on… The construction unit within Skanska continued to develop 3T…it’s now called “Vårt sätt att 
arbeta” [Our way of working]…they need to continuously increase efficiency…of course we all do 
[2:10/026, C. Larsson]…” 

 
Other important strategic efforts included changing the corporate culture from a product and 
production oriented culture to a market oriented culture and to become more specialized 
within different product areas. 

Marketing, sales and distribution channels 
With regard to construction operations, Skanska initiated cooperation with IKEA with regard 
to project development and marketing. The rationale was to create cost effective housing 
solutions and to utilize the strong brand of IKEA and Skanska [2:10/024]. During the year 
Skanska bid on the Öresund Bridge project. This was one of the first times Skanska received a 
request for tender based on functional specifications rather than on technical details [2:11/003, 
2:11/004]. 
 

“To purchase according to a very specific technological solution requires the customer to think before 
they send out a request for proposal…they need to make sure everything is included…anything that is 
omitted will not be offered and will cost additional…in addition the customer can only request a 
technology that is known…otherwise he will not be able to specify in such detail…when you purchase a 
function, like in the Öresund Bridge…we didn’t have any inspectors controlling that we mixed the 
concrete the right way…that the reinforced concrete was properly produced…and so on…in addition, we 
tried to find new solutions…solutions that provided the same functionality but was cheaper…in some 
other occasions we suggested to deliver increased functionality and quality…these solutions cost more… 
We had this dialog during the entire project…it was possible because they specified the functionality 
rather than the technical solution…I think, in the end, the total solution delivered was better and cheaper 
[2:11/003, 2:11/004, M. Williamson]…” 

Product strategy and product portfolio 
Process development generally took place within Skanska’s projects during the planning and 
construction of advanced buildings and civil works. Through the Skanska Teknik, however, 
Skanska continuously developed new technological solutions. Nevertheless, because most of 
the technological expertise was closely tied to the construction process, Skanska Teknik’s 
primary function was to act as a technologically strategic internal advisor to the other business 
areas. During the year Skanska Teknik engaged in developing a methodology for recycling 
building materials on demolition projects. In addition a concept was developed for improving 
the indoor environment, minimizing energy consumption and allergies [2:10/015]. 
 

“We invest and make large efforts to develop new concepts and products…through Skanska Teknik we 
develop new building materials and processes…solutions that are friendly to the environment…to 
minimize energy consumption…and so on…but the developments we achieve are incremental….not like 
in the telecom and IT industry where you find revolutionary developments…this is a mature business and 
we deal with mature products [2:10/015, C. Larsson]…” 

 
In addition, Skanska developed a mobile “water purification plant” to be used in construction 
sites as well as during major events, e.g. sports events, concerts, etc. 
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Operations 
Real-estate operations: On April 1994 Skanska’s entire real-estate portfolio (excluding its 
real-estate portfolio in the U.S.) was gathered under Skanska Real-Estate. Skanska’s 
American real-estates were separately managed by Skanska USA. Skanska’s overall direct 
yield in its real-estate operations decreased during the year because rental revenues decreased 
as a result of property sales. Skanska’s real-estate operations consisted of property 
development projects, property management and property acquisitions and sales. Skanska 
Real-Estate was of strategic importance to the other business areas, and to the corporation as a 
whole, as construction projects initiated by Skanska’s real-estate operations were executed in 
close cooperation with its construction operations and eventually built by Skanska’s 
construction companies [2:10/010]. 
 

“…many customers that move to our new development properties we previously served in a managed 
property…this means we need to have managed properties in order to find a solid customer base, new 
tenants, for our development properties…the reason for tenants moving from our managed properties to 
our development properties is usually because they are expanding and are looking for more space 
efficiency…sometimes they are looking for better services…like IT solutions that we are able to offer in 
newly constructed buildings…new office space can be adapted to specific customer needs more 
easily…these buildings are build to be flexible…usually the price per square meter is higher in newer 
buildings but the customer requires less space because of the space efficiency in newer buildings… We 
need to be an excellent landlord for our tenants in our managed properties if we are looking to offering 
them to move to any of our development properties… Most of our rental business in development 
properties is repeated sales originating in our portfolio of managed properties… repeated sales we all now 
is cheaper than finding a new customer [2:10/010, C. Larsson]…” 

 
Skanska Real-Estate’s sales of total sales within Skanska accounted for around 10%. Skanska 
owned real-estates in Sweden, primarily in the Stockholm, Gothenburg and Malmö regions, 
as well as in other country markets, primarily in England, Germany and Denmark but also in 
Austria and Hungary. The lion part of Skanska’s real-estate portfolio was however 
concentrated in Sweden (Swedish book value of SEK 13,968 billion of total SEK 16,575 
billion) both with regard to residential as well as commercial real-estates. The portfolio 
included both residential buildings and commercial premises such as office and hotel 
properties. During the year Skanska and Securum established a joint venture company in 
order to manage hotel properties, thereby expecting to create economies of scale in this 
particular segment. A similar joint venture company was established with Apoteksbolaget 
[2:10/020]. 
 
Skanska main strategy for it real-estate business included to increase the pace of turn-over, i.e. 
to minimize the time from project development or acquisition to sales, to specialize and 
concentrate its portfolio even further to Sweden, particularly in certain growth areas. As a 
consequence of its strategy, and in order to concentrate its portfolio, Skanska Real-Estate 
divested parts of its real-estate portfolio in country markets outside Sweden. Major owners of 
real-estates in Sweden were banks, often through separate companies, and a number of small, 
listed companies in the Stockholm stock exchange. Skanska believed that larger companies, 
like itself, could create a competitive advantage by concentrating its large portfolio of real-
estates thereby increasing the potential for effective real-estate management. The financial 
targets for its real-estate business included to have a return on invested capital to exceed the 
long-term interest rate of bonds by 3% to 4% and to maintain its yield and occupancy rate at 
1994 year levels (89%). In addition, Skanska’s strategy included to increase its customer care 
activities and quality of O&M activities, expand its service portfolio, and to increase its focus 
on environmental issues. 
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Construction operations: Skanska was able to compensate for decreasing building 
construction volumes, particularly apartment buildings, with increasing infrastructure and 
civil engineering projects. Despite the building construction segment turning down, Skanska 
aimed at targeting this segment, however, focusing on high-end apartments in attractive 
locations. Operations within the Skanska Sweden were strongly decentralized and took place 
in about 4,000 sites in a given year. About 40% of the construction projects were managed by 
Skanska. 
 
The U.S. was one of Skanska’ most important markets as it represented 55% of Skanska’s 
foreign sales and 19% of total corporate sales. Among Skanska USA’s customers were GE 
Plastics, Miles Pharmaceuticals, Coca Cola and United Parcel Service [2:11/023]. The 
business area’s strategy included concentrating its efforts in selected regions, i.e. New York, 
the Middle West and the South East, and in selected product segments, i.e. infrastructure 
projects, the pharmaceutical, health care and education sectors as well as commercial and 
industrial projects. Growth was primarily achieved through acquisitions. In 1994, sales 
doubled as Beers Construction in Atlanta, the engineering company CPI Plants and Barney 
Construction specializing in construction project management of hospitals in the New York 
area were acquired. Skanska USA operated in two different ways representing different risk 
profiles. One was infrastructure projects were Skanska utilized its own expertise and know-
how. The other was negotiated contracts for commercial and industrial buildings where 
Skanska outsourced much of its work. 
 
Skanska International Civil Engineering was mainly responsible for expanding internationally 
through acquisitions and by establishing home markets similar to those Skanska had in 
Sweden, Denmark, Finland and the U.S. [2:10/014] Skanska International’s strategy for its 
home markets was to establish subsidiaries that acted as local companies and were responsible 
for project exports to its neighboring countries [2:11/015]. 
 

“Nevertheless in very specific large, international projects we still compete…like the Öresund Bridge… 
We also have some project exports from our home markets to some neighboring markets…from Finland 
to Russia, from England to Ireland, from the Scheck Republic to Slovakia and so on [2:11/015, M. 
Williamson]…” 

 
Several steps were taken in this direction. Skanska, through its subsidiary C.G. Jensen, 
acquired Han Jørgensen & Son. C.G. Jensen thereby became Denmark’s fourth largest 
construction company [2:10/014] with nationwide operations. C.G. Jensen, through its 
subsidiary Skanska Jensen International, also had local construction operations in selected 
African countries, e.g. Ghana, Zimbabwe, Tanzania and Uganda. A Finnish-based subsidiary, 
Skanska Finland, was established in March 1994. Skanska Finland became responsible for 
Skanska’s operations in Finland as well as for establishing operation in Russia (Moscow, St 
Petersburg and Kiev), Belarus and Ukraine [2:10/017]. Sweden, Denmark, Finland and the 
U.S. were considered to be home markets. Other markets where Skanska was locally 
represented included Poland, Germany, the Baltic States, Czech Republic, Hungary, Russia, 
Belarus, Ukraine, Tanzania, Kenya and Hong-Kong [2:10/014]. 
 
As mentioned Skanska International Civil Engineering also operated through project exports, 
including infrastructure and civil engineering projects, e.g. power plants, tunnels and dams, in 
selected markets where Skanska believed it had, or could create, a competitive advantage 
through alliances and cooperations. Such markets included e.g. developing countries such as 
Latin America, East and South Africa, India and a few countries in the Far East. In addition to 
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Skanska’s home markets, Skanska International Civil Engineering had local operations in 
Hong-Kong, Kenya and Panama. 
 
Skanska International Building focused on building projects around the Baltic Sea region and 
some country markets in central Europe, as well as building projects through project exports 
in the Middle East, central Asia, and the Far East where hospitals and hotels were prioritized 
construction projects [2:10/014, 2:10/020]. 
 
Other operations: Because of the weakening Swedish construction market (excluding road 
and civil construction) Skanska Industriföretag increasingly began to market itself 
internationally, e.g. in Germany, Norway and Russia. Export sales increased and reached 15% 
during the year. Myresjöhus and Myresjöfönster in particular increased its export sales to 
Germany. Myresjö Trä was also successful in exporting wooden construction elements. 
Skanska Prefab received various contracts among other for the deliver of systems of joists. 
 
Skanska Finance was responsible for managing Skanska’s liquidity and financial risk 
exposure, foreign exchange transactions, the corporation’s financial administration and 
accounting systems, as well as insurance matters. Skanska’s financial risk exposure was 
primarily related to the management of large liquidity flows in its construction operations and 
extensive loan financing in its real-estate operations. In addition, Skanska Finance 
participated in project financing activities and managed the corporation’s stock portfolio and 
other financial assets. End-of-year Skanska’s stock portfolio was worth SEK 12.9 billion 
excluding JM. During the year Skanska acquired companies’ worth of SEK 328 million. 

Corporate and ownership structure 
President and CEO of Skanska was Mr. Melker Schörling. Skanska’s real-estate operations 
were conducted primarily through the business areas Real-Estate, Skanska USA and its 
subsidiary JM. Skanska’s construction operations were organized into four business areas; 
Construction Sweden, Construction USA, International, Teknik (Technology) and 
Industriföretag (Industrial Companies). 
 
Skanska Real-Estate operated through four regional companies in Sweden, Skanska 
Fastigheter Stockholm, Skanska Fastigheter Syd, Skanska Fastigheter Väst, Skanska 
Fastigheter Nord and through the subsidiary Drott in which Skanska had an 83% interest. The 
business area’s international portfolio was managed by a separate unit Fastigheter Utland and 
through local property management companies in Great Britain, Denmark, Germany and 
Hungary. In addition, Skanska USA and Skanska’s Swedish construction subsidiaries owned 
a number of properties. The partly owned subsidiary JM also had a sizable property portfolio. 
 
Skanska USA operated through five specialized subsidiaries of which four were engaged in 
construction work and one, Skanska Real-Estate, in property management. The five 
construction companies were Karl Koch, Slattery Associates (both specialized in 
infrastructure and civil engineering, particularly new construction and refurbishment of 
bridges), Skanska Engineering & Construction (including Sordoni Skanska Construction 
specialized in construction project management, CPI Plants specialized in construction 
engineering, Barney Construction specialized in construction project management of hospitals 
in the New York area), Beers Construction (specialized in construction of hospitals, schools, 
office buildings, industrial buildings and sports arenas). 
 
Skanska Teknik and Industrial Companies operated through eight subsidiaries specializing in 
different segments of the construction industry, Skanska Teknik, Skanska Maskin, Skanska 



Skanska 

 

195

Installation, Skanska Prefab, Skanska Stålteknik, Stabilator, Myresjö and SektionsByggarna 
[2:11/007]. The main objective of these companies was to support the operations of the other 
business areas. However, in some cases, Skanska’s interest in some of these companies was 
solely financial and, thus, was considered as a financial investment. In 1994, approximately 
35% of the business area’s invoiced sales were accounted for within the Skanska [2:11/007]. 
 
Skanska Teknik offered engineering consulting and specialists in various technology areas. 
Skanska Maskin was responsible for rentals of construction equipment. Skanska Installation 
provided design, manufacturing, installation and servicing operations in the segments of 
electrical, plumbing and ventilation. Most of Skanska Teknik’s, Maskin’s and Installation’s 
sales was invoiced and accounted for internally within Skanska [2:10/028, 2:11/007, 
2:11/013]. 
 

“…within the group Skanska Installation that specialize in electrical installations, ventilation…our 
philosophy is to be very decentralized…very project oriented…and local…based on this we have try to 
identify and develop “regional champions”…this means that we try to deliver the best solution on a 
regional basis…if you are the best in Linköping you will be the regional champion and win the race…this 
is not the right way to think, but this is how we actually think…there are national, Nordic and European 
championships… When it comes to larger projects like the Öresund project…this would be an example of 
an European championships…we need to be able to combine the local and decentralized company with 
the large corporation so we can win the regional and national Swedish championships as well as the 
championships on a European and international level [2:11/007, M. Williamson]…” 
 
“Skanska Sverige’s most important suppliers are the ones delivering materials and work force…we 
contribute with management skills…project management…project management is our core 
competence… As our core competence we also include purchasing…for instance purchasing of electrical 
components and installations…in order to be able to do this well, we need to have know-how in the field 
of components and installations…however, we don’t see that we need to do this ourselves…one of our 
options is to purchase electrical components and installations from Skanska Installation… If Skanska 
Installation is the best solution on a regional level the local project organization will purchase from 
Skanska Installation…otherwise they will turn to “Nisses” [an external local company]… The “regional 
champion”…and the project organization…need to have this purchasing know-how…this is however 
very much dependent of regional market conditions…it’s hard to generalize…in some regional markets 
we have great opportunities to purchase materials, components and resources…there are good suppliers 
available…in other regional markets we need to provide these inputs in-house…this is one of the reasons 
we have Skanska Installation…we need as a minimum to understand the market...our customers and 
competitors...to understand how we create value to our customers that differentiate from our 
competitor’s…then we need to be champions in project management, purchasing, logistics, quality 
systems, time scheduling [2:11/013, M. Williamson]…” 

 
Skanska Prefab was a specialists company in prefabricated concrete construction products for 
on-site assembly. Nearly 50% of Skanska Prefab’s invoiced sales were accounted for 
internally within Skanska [2:11/008]. 
 

“We see a tendency towards industrialization…I mentioned that we have Skanska Prefab…this is an 
effort in this direction…we are not there yet but we will eventually get there [2:11/008, M. 
Williamson]…” 

 
Skanska Stålteknik was a company specializing in prefabricated steel construction products 
for on-site assembly. Stabilator was in the business of foundation and reinforcement 
engineering, repair, and renovation. Almost half of Skanska Stålteknik’s and Stabilator’s sales 
was invoiced and accounted for internally within Skanska. Myresjö specialized in ready-to-
assemble single-family homes, kitchen fittings, windows, insulating panes, as well as forest 
management and sawmills. Exports of single-family homes, windows and sawn timber 
account for about 25% of invoiced sales. SektionsByggarna manufactured, sold and rented 
barracks and work site sheds [2:11/007]. 
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Skanska Finance operated through two companies Skanska Kapitalförvaltning (Capital) in 
Sweden and SCEM Reinsurance in Luxembourg. Skanska Finance engaged in M&As on 
behalf of the corporation, the business areas, and the subsidiaries and associated companies 
outside Skanska’s core business. Skanska’s stock portfolio was dominated by a few 
companies listed in Stockholm’s stock exchange. Skanska’s main holdings in terms of market 
value were Sandvik (26% in votes and 20% in equity), a manufacturer of cemented carbide 
products and producer of specialty steels, saws, tools and conveyor and process systems 
[2:10/011], Euroc (25% in votes and 24% in equity), a manufacturer and distributor of 
mineral-based building materials mainly to markets around the Baltic Sea and North Sea, JM 
(82% in votes and 65% in equity), a subsidiary of Skanska and consolidated in the corporate 
accounts engaged in construction and property management, Graninge (25% in votes and 25% 
in equity), Sweden’s sixth largest power company and owner of sizeable timberlands, SKF 
(20% in votes and 9% in equity) a manufacturer of rolling bearings and rolling bearing steel, 
and Custos (31% in votes and 26% in equity) an investment company [2:10/011] with large 
interest holdings in companies such as Hufvudstaden, SCA and SE-Banken. Excluding the 
value of Skanska’s shareholding in its subsidiary JM, Skanska’s interest in Sandvik, 
comprised more than half the total market value of the portfolio [2:10/011]. 
 
The five largest shareholders of Skanska held above 50% of the votes. Over the years 1994-
2002 this figure did not change much (see Figure 8:2). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 8:2 Skanska largest shareholders 1994-2002 (source: Skanska) 

Other important events 
In 1991, Skanska had launched the so called “Total Tids Tänkande”-program (Total Time 
Thinking) or 3T-program, originally an improvement program aimed at reducing lead-times 
and increasing quality, thereby reducing costs and increasing customer satisfaction. Among 
other things, 3T had contributed to the internationalization of Skanska’s procurement 
function, through e.g. investments in IT. By 1994, Skanska estimated that the 3T-program had 
resulted in a 20-30% time reduction in the entire construction process, thereby lowering costs 
and increased customer satisfaction. In part because of the success of 3T, Skanska launched 
“Skanska’s Way of Working”, a new efficiency program based on the 3T-program [2:10/026]. 
 
Increasing environmental requirements opened new business opportunities for Skanska by 
enabling it to offer more differentiated solutions based on environmental considerations. In 
joint cooperation with Electrolux, Skanska began to investigate the possibility of using 
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Electrolux recycling system for various packages used in the construction process. Skanska 
increased the recycling of packages and other waste products in construction sites as well as 
the recycling of asphalt products in its infrastructure projects [2:10/015]. 
 

Skanska’s strategic focus included to focus on its core businesses, defined as 
construction, real-estate and manufacturing operations, to grow internationally 

through organic growth, acquisitions and project exports, to broaden its specialized know-
how, e.g. in the construction fields of bridges, tunnels and hydroelectric power plants and to 
develop a detailed strategy for how to assess and manage risk related to the above. With 
regard to its real-estate operations, Skanska’s strategy was to increase its geographic 
concentration and to concentrate its portfolio of real-estates. 

Strategic focus 
Skanska’s strategy included to focus on its core businesses, to grow internationally 
[2:10/014], to broaden its specialized know-how, and to develop a detailed strategy for how to 
assess and manage risk. With regard to its real-estate operations, Skanska’s strategy was to 
increase its geographic concentration and to concentrate its portfolio of real-estates. 
 
Skanska defined its core business as construction, real-estate and manufacturing operations. 
These areas became its focus. Skanska was to grow its construction operations internationally 
though organic growth, acquisitions and project exports. With regard to organic growth and 
acquisitions, Skanska had now established domestic operations in the US, Finland and 
Denmark in addition to Sweden. These country markets were considered to have similar 
characteristics with regard to cost and revenue structure as shown by practically generating 
the same profit margins [2:10/014]. Examples of large-scale project export assignments 
included hydroelectric power projects in India and Colombia. Skanska was to broaden its 
specialized know-how in the construction fields of bridges, tunnels and hydroelectric power 
plants. Major and important specialized civil engineering projects included Swedish based 
projects like the Öresund Bridge, the High Coast Bridge and the Halland Ridge Tunnel. These 
projects were important because they could further develop Skanska’s specialized know-how 
in the field of bridge and tunneling constructions. In addition, these were important projects 
for Skanska’s international growth strategy, serving as important reference projects. 
 
All of the above required Skanska to develop a detailed strategy on how to assess and manage 
risk. Its international expansion created additional risks, however, it also off-set local 
fluctuations in specific country markets. With regard to project exports, the risks and potential 
profits were often higher. Project exports comprised 20% of Skanska’s overall international 
construction operations [2:10/014]. 
 
Skanska’s strategy in its real-estate operations was to concentrate its portfolio primarily into 
the metropolitan regions of Stockholm, Gothenburg and Malmö and to become more 
specialized, i.e. to concentrate on to hotel, office, shopping center, and residential facilities 
[2:10/020]. 

Product strategy and product portfolio 
Wooden building construction was an important area for product development. The four and 
five-story wooden buildings that Skanska was constructing in Linköping and Växjö are 
examples of technical development projects. These buildings were the first multi story 
wooden buildings in Sweden that Skanska had begun to construct since the 19th century 
[2:10/015]. 

1995 



Skanska 

 

198

Operations 
Real-estate operations: Skanska executed a number of restructuring transactions during 1995 
in order to increase its geographic concentration and specialization of its real-estate portfolio. 
 
With regard to Property development, in February 1996, Skanska began its first major new 
office building project for several years. The chocolate factory previously owned by Marabou 
in Sundbyberg, in the Stockholm region, was acquired by Skanska who began to remodel it to 
an office building to be occupied by Ericsson. Skanska decided to investigate the potential for 
other attractive new real-estate projects. 
 
According to the overall strategy, when acquiring and selling properties, Skanska Real-Estate 
focused on achieving a suitable structure of its portfolio in terms of geographic locations and 
property types, i.e. in terms of specialization. In Sweden, Skanska and the real-estate 
company Klövern exchanged about SEK 200 million worth of properties. As a result, Skanska 
further increased the concentration of its real-estate holdings in Malmö, Växjö and in Kista in 
the Stockholm region. In addition, Skanska and Securum, a government-owned property and 
equity company, established Sweden’s first specialized hotel property management company, 
Pandox Hotellfastigheter, a 50/50 joint venture company including 18 hotel properties 
[2:10/020]. 
 

“Long time ago we worked with hotel facilities…we left this segment because you…much more than in 
any other segment…depend on how well your customer is doing financially…just like in central galleries 
and malls rents depend on the mall’s total sales…hotels are risky business and we don’t have hotels in our 
managed portfolio anymore [2:10/020]… If you are targeting the hotel segment you need to diversify by 
having many hotels…like Pandox where we used to have a substantial shareholder interest…the business 
logic is very different in renting hotels and galleries…your rental revenues is tightly linked to the 
financial performance of your customer… the space itself generates revenues…this is not the case in 
office buildings [2:10/020, C. Larsson]…” 

 
Other major transactions included Skanska’s purchase of the remaining 50% of the real-estate 
company Forum Nacka, also in the Stockholm region, and its sale of its 50% interest in the 
Uppsala-based real-estate company Glunten. Skanska’s subsidiary JM acquired two property 
portfolios from the Swedish pharmaceutical retailer Apoteksbolaget and the real-estate 
company Bergaliden by means of non-cash issues of new shares. Through the transaction, JM 
achieved a greater concentration of its property holdings, primarily in downtown locations in 
Stockholm. In the U.S., Skanska’s office buildings in Seattle and Atlanta were fully leased. 
 
Construction operations: Skanska operated in four “domestic markets”, Sweden, Denmark, 
Finland and the United States. During the year however, Skanska’s operations took place in 
51 different countries. Its strategy included to develop a transnational group of construction 
companies and to increase the number of domestic markets [2:10/014]. 
 
In November 1995, Skanska signed one of the largest contracts in its history for the 
construction of parts of the Öresund Bridge. The order awarded to the Skanska-led 
consortium, Sundlink Contractors, was worth about SEK 6.5 billion. Sundlink Contractors 
consisted of Skanska (37%), Germany Hochtief (26%), and two Danish construction 
companies Højgaard & Schultz (18.5%) and Monberg & Thorsen (18.5%) [2:11/004, 
2:11/020]. 
 

“The Öresund Bridge was different from other projects…maybe the most important difference was that 
our customer bought our brains not only our muscles and strength… If you compare with the Halland 
ridge tunnel, Banverket only bought our muscles… With regard to the Öresund project we were asked to 
build a bridge between two locations…they didn’t care about if we, for instance, used steel or 
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concrete…the distance between the pillars were not specified…they requested functionality and we had to 
think how to deliver this…we were responsible for technology and engineering… Another important 
difference [the Öresund project compared to other projects] was that our customer said that our success 
was their success so we sat down and discussed how we should measure success…one thing was to 
develop the project within the budget…other things were as important as the money… time schedule, 
quality, environment…after having established our common goals we worked in close 
cooperation…within the frame of the agreement we were very open about what was going on during the 
project…we offered a fixed price and took substantial risk…this meant that we had an incentive to 
perform below budget [2:11/004]… We need to work more like in the Öresund project…success has not 
only to do with costs…like in the Öresund project, the customer focused not solely on cost…they need to 
think about other things as well…they should be concerned with time schedule, quality, environment, 
safety [2:11/004, M. Williamson]…” 

 
Internally, within Skanska, the project was to be executed in joint cooperation between the 
Skanska International Construction (40%) through and Skanska International Civil 
Engineering (40%) and Skanska Swedish Construction (60%), through Skanska Syd (30%), 
Skanska Stockholm (18%) and Skanska Väst (12%). 
 
According to its corporate strategy, Skanska Swedish Construction expanded internationally 
by establishing operations in Norway [2:10/014]. In order to become more specialized, the 
business area brought together its technological expertise in large bridge construction, just 
like it had previously done with underground construction. Major construction contracts 
during the year included two projects for Ericsson in the telecommunication industry, the 
expansion of the MoDo pulp mill in Husum, a new Thorax Clinic at Uppsala University 
Hospital, and residential projects in Malmö and Linköping. Major civil engineering and 
infrastructure contracts included the widening of the E4 European highway. 
 
Skanska International Construction’s strategy focused on expanding internationally by 
creating additional domestic markets, similar to the ones in Denmark and Finland, 
establishing local construction operations in additional countries, and by engaging in project 
exports through its domestic markets. Skanska International Building’s strategy was to 
establish local presence in Central Europe and the Baltic states as well as to expand its project 
exports [2:10/014]. Such projects were focused on Skanska’s areas of specialization, i.e. 
hospitals, hotels [2:10/020] and office premises. Skanska International Building established 
local construction operations in e.g. eastern Germany, Poland, the Czech Republic, Hungary 
and the Baltic states primarily through acquisitions. Examples of such acquisitions are the 
acquisition of the German construction company Voigt & Co. and the 50% acquisition of 
Skanska Stav in the Czech Republic. During the autumn of 1995, C.G. Jensen acquired 
existing contracting businesses in Ghana, Uganda, Zimbabwe and Tanzania thereby 
strengthening Skanska’s market presence in East Africa [2:10/014]. The acquired Danish 
construction companies Hans Jørgensen & Søn and Rasmussen & Stisager, C.G. Jensen more 
than doubled invoiced sales. 
 
Skanska Finland was one of the five largest construction companies in Finland. Its nation-
wide operations was broadened at the end of 1995 by the acquisition of a minority share in 
Tekra [2:10/014], a major civil engineering company. Important projects during the year 
included the construction of Finland’s first modern multi-story wooden building near 
Tampere. In accordance with its strategy, Skanska Finland became active in Russia, Ukraine 
and Belarus, with an emphasis on Russia. The main focus was on local construction work in 
Moscow and St. Petersburg. Skanska Finland and the City of St. Petersburg established a join 
venture company in order to develop and renovate older properties [2:10/017]. Skanska 
International Civil Engineering focused on hydroelectric power plants, underground work and 
other large and complex civil engineering projects. Most of its assignments were performed in 
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developing countries through its specialized subsidiaries, e.g. Skanska Raise Boring, Skanska 
Lundby, and Skanska Dredging. 
 
Skanska USA continued to expand, diversify, open new offices and broaden its product 
portfolio. Invoiced sales increased compared to 1994, mainly because of an increased demand 
in the Atlanta area and the preparations for the 1996 Summer Olympic Games. Infrastructure 
funding, however, continued to be an issue. Skanska USA increasingly began to put together 
financing packages and own/operate arrangements. 
 
In 1995, approximately 40% of Skanska Technical and Industrial Companies’ invoiced sales 
was accounted for within Skanska. The relative increase, compared to 1994, was primarily 
because an increase of SektionsByggarna’s internal sales. New housing starts remained at a 
low level and the repair, renovation and extension work segments showed a weak growth. 
Industrial construction8, however, increased sharply, but from a low level. Road and civil 
engineering projects began to decline slightly. In general terms, the business area was not able 
to fully offset the large price increases on building materials and services. This adversely 
affected earnings. The low number of housing starts in Sweden led to financial difficulties for 
the companies in Myresjö and forced Myresjö to implement an extensive restructuring 
program of its operations. Myresjö’s prefabricated home production companies and 
Myresjökök (kitchen fittings) cut their resources by approximately 20%. A greater 
geographical focus was expected as Myresjöhus became responsible for building homes in the 
Nordic country markets and Nordiska Trähus for non-Nordic export markets. In addition, 
during the autumn, Myresjö decided to merge its two window manufacturers, Myresjöfönster 
and Combiglas, with another windows manufacturing company owned by the investment 
company Industrivärden to form a new company, Elitfönster owned in equal shares by the 
parties [2:10/001]. Because of a weaker demand for wood, Myresjö Trä was forced to adjust 
its prices for sawn timber and its production level accordingly. 
 
Approximately 10% of SektionsByggarna’s invoiced sales were accounted for within 
Skanska. SektionsByggarna’s subsidiary Flexator was able to take advantage of the new 
Swedish regulation that allowed construction of wooden buildings taller than two stories. 
During the year, it delivered its first three-story office building to Husqvarna. 
 
Other operations: As financing of major construction and real-estate projects, both in 
Skanska’s domestic markets and in project exports, had become an increasingly important 
competitive factor, Skanska’s project financing operations were expanded from Sweden into 
Denmark, Finland and the United States. The objective was to arrange external financing and 
risk-spreading packages in cooperation with official development assistance agencies, banks 
and other types of credit institutions in Sweden and internationally. Among major projects in 
which Skanska Project Finance was involved in during 1995 was the Öresund Bridge 
[2:11/004]. 

                                                           
8 According to Boverket (Forum #1 March 2005) industrial construction is different from industrialized 
construction. Industrial construction means that, for example, houses are built in a manufacturing facility (very 
much like in an assembly line) and transported to site. Industrialized construction, on the other hand, means that 
components are manufactured in a manufacturing facility and transported to the construction site where the 
house is assembled acoording to the principles of industrial construction, e.g. standardized processes and 
procedures. Industrial construction includes to a higher or lower degree industrialized construction and vice 
versa. 
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Other important events 
In 1995 Skanska adopted an environmental policy. The environmental policy was expected to 
have a positive impact the corporation as a whole, e.g. marketing, sales, business 
development, R&D, and the construction process. In addition, it was expected that the 
environmental policy would have a positive impact on both the cost and revenue side of 
Skanska’s construction and property management operations. As a consequence, this policy 
became an important element of Skanska’s marketing and business development efforts. 
Examples of how efficient resource utilization and environmentally adapted products could 
increased Skanska’s competitiveness and profitability was “at source waste separation”, 
“careful demolitions”, through which building materials could be re-used to a greater extent, 
and the reduction of chemicals and energy consumption at e.g. Skanska-owned properties, the 
latter reducing operating costs in property management operations [2:10/015]. 
 
In order to lower purchasing costs, create more efficient material flows and improve working 
processes and procedures, a strategically important campaign in the areas of purchasing and 
logistics was implemented in all domestic markets and project exports during the year. The 
ambition was to increase the coordination of all the corporate purchases and to cooperate 
more closely with selected suppliers. In addition, based on its 3T-program, Skanska 
developed a quality management system known as “Skanska’s Way of Working” [2:10/026]. 
The 3T-program had led to significant improvements. Compared to in 1991, Skanska Swedish 
Construction had achieved its target of reducing project lead times by 30% and the number of 
defects noted at final inspection by 50% [2:10/026]. 
 
In 1995 Skanska commissioned a study in order to find an explanation to why the Swedish 
housing construction, in an international comparison, was remarkably low. The answer 
provided by Skanska was on a governmental level. Skanska estimated that the actual 
construction costs of new housing totaled no more than approximately 1/2 of the total 
construction costs. A considerable part of the remaining costs included value-added tax as 
well as national and municipal government fees. As a consequence, Skanska promoted tax 
reductions in order to facilitate and increase housing construction in Sweden. 
 

Skanska’s strategic focus continued to include the development of core 
businesses. As a consequence, Skanska continued to divest companies and 

shareholdings that were not considered to be core. Other important strategic efforts continued 
to included to change the corporate towards a market oriented culture, to become more 
specialized within different product areas, expand internationally creating a transnational 
group of companies in order to diversify risk related to local market fluctuations and to 
capitalize on global economies of scale [2:10/014], increase its project financing capabilities, 
including BOT-projects, and increase its capability to offer total solutions across the entire 
value chain. To be able to do so, Skanska identified four key areas for improvement; (i) to 
develop Skanska’s competence in certain specialized technological areas, project management 
and financial management, e.g. project financing [2:10/016], (ii) to increase industrial 
construction and prefabrication [2:10/029], (iii) to make use of local sources for project 
financing as Skanska increased its international footprint, (iv) to increase its financial strength 
in order to increase flexibility and credibility as a reliable partner in large international 
projects. Skanska’s overall strategy for its real-estate operations continued to include 
specialization, geographical concentration and project development. 

1996 
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Strategic focus 
Skanska’s overall strategy for the construction business continued to include focusing on core 
businesses. As a consequence, Skanska continued to divest companies and shareholdings that 
were not considered to be core. Skanska’s board of directors estimated that Skanska had more 
capital than required to develop its core business. As a consequence, Skanska decided to 
return between SEK 8-10 billion to its shareholders [2:10/011]. 
 

“We had substantial shareholdings in companies such as SKF and Sandvik during the early …maybe mid 
90’s… these shareholdings were the remains from very successful period of stock trades that we engaged 
in during the 80’s… Most of such shareholdings were sold during the 90’s… I believe we sold our 
shareholding in order to release capital to invest in construction related services… In addition, our 
principle was not to retain our shareholder’s money if we could not generate a better return in our core 
business… Consequently some of the invested capital was returned to our shareholders [2:10/011, C. 
Larsson]…” 

 
Over a longer time period, however, Skanska’s dividend policy was to distribute 3-4% of the 
adjusted shareholders’ equity. If compared to 1994-96 these decisions became evident in the 
increased direct return on the B-share from 1997 and onwards (see Figure 8:3). The direct 
return often exceeded 4%. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 8:3 Skanska direct return on B-share (%) 1994-2002 (source: Skanska) 
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Skanska’s shareholders in 1994 were able to see a minimum growth of 19% in their worth of 
shares at any time after 1994 (see Figure 8:4). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 8:4 Skanska adjusted share price (B-share in SEK) 1994-2002 (source: Stockholmsbörsen) 
 
Other important strategic efforts continued to included to change the corporate culture from a 
product and production oriented culture to a market oriented culture, to become more 
specialized within different product areas, expand internationally creating a transnational 
group of companies in order to diversify risk related to local market fluctuations and to 
capitalize on global economies of scale [2:10/014], increase its project financing capabilities, 
including BOT-projects, and increase its capability to offer total solutions across the entire 
value chain, from planning and engineering through execution to training and O&M. To be 
able to do so, Skanska identified four key areas for improvement; (i) to develop Skanska’s 
competence in certain specialized technological areas, project management and financial 
management, e.g. project financing [2:10/016], (ii) to increase industrial construction and 
prefabrication [2:10/029], (iii) to make use of local sources for project financing as Skanska 
increased its international footprint, (iv) to increase its financial strength in order to increase 
flexibility and credibility as a reliable partner in large international projects. Skanska’s overall 
strategy for its real-estate operations continued to include specialization, geographical 
concentration and project development. Thus, project management and project development 
were key competence areas both for Skanska’s constructions and real-estate business 
[2:10/008]. 
 

“Since we kept Skanska Fastigheter in Gothenburg, Öresund, Stockholm…we still have substantial 
volumes of commercial managed properties…that’s part of our strategy, we shall keep such 
properties…we think that a construction company needs to have a portfolio of managed 
properties…specially in the business segment offices…we believe that we have the right balance at the 
moment…between the rate of turn-over and the portfolio of managed properties…we need to have a 
critical mass with regard to managed properties…the reason is that we believe we need to have a strong 
position in the rental market to enable new project development…we need to know and understand the 
end-users…our tenants…to have a relationship with the end-users…substantial business comes out of this 
relationship and understanding…the rental business is the core in the construction industry…in order to 
avoid any misinterpretations I need to make clear that the rental market is a core market in the real-estate 
and project development businesses… The construction industry will of course benefit from a working 
rental market… however the clients in the construction industry are to be found among real-estate 
companies, municipalities, project developers…rather than on the rental market… The value of an empty 
building is often below the construction costs…a fully rented building, with good tenants…those with 
long-term lease rental agreements…has substantial value…what’s valued the most in this business is not 
the physical building…it’s the cash-flow that the building is able to generate…we try to sign lease 
agreements as early as possible in the project development and construction process…in an optimal case, 
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before the actual construction begins… The message I am trying to convey is that in successful project 
development there should be no correlation between cost and value…a project is sold on its value and the 
cost to produce that value isn’t interesting. It’s not a “margin business” [2:10/008]… From a developers 
point of view, to construct generates little value and little profit in itself…construction is more about 
controlling costs…and of course delivering what has been promised to the customer…construction is a 
prerequisite for other activities that create value and profit…most value and profit is created when we 
develop the project and are able to start renting…on some few occasions we have constructed speculative 
buildings…buildings that we haven’t rented…we see that we increase the value of the building as soon as 
we have found tenants and the building is rented [2:10/008]… Market conditions are the most important 
factor if we decide to build on speculation…a couple of year ago we did this on a number of 
occasions…today we don’t [2:10/008, C. Larsson]…” 

Marketing, sales and distribution channels 
Skanska increased its sales by 24% primarily because of an improved performance in its real-
estate business and due to the acquisitions that had been carried-out. The sales figure 
represented all time high in Skanska’s history. Through the acquisition of Skåne-Gripen 
Skanska got the rights to the well know brands Poggenpohl and Kährs [2:10/001]. 
 

“…between–94 and 2002… In the beginning of this time period, and from a corporate perspective, we 
bought components suppliers…windows manufacturing companies…floors… I believe Melker Schörling 
was the CEO from –93 to –97 and the strategy was to integrate some strategic component 
manufacturers…Melker always talked about…”industry, construction and real-estate”…these areas were 
to be regarded as equally important…so back in-94 we focused on establishing a strong industrial 
business…we bought industrial companies…window and floor manufacturers… like Kährs Golv, 
Elitfönster… and Skåne-Gripen that dealt with floors, windows and other interior details…eventually we 
sold most of them…today we still talk about construction and real-estate…we never talk about industry 
[industrial components]… Nevertheless, we still have production units working with prefabrication…but 
these are in the area of building construction…we have kept some of the most important industry 
businesses…more like support units…to support our construction work…one reason for this development 
is that we today focus on capital efficiency…the business of industry ties-up to much capital…it requires 
too much capital [2:10/001, C. Larsson]…” 

Product strategy and product portfolio 
Skanska Teknik’s development efforts, through the business areas’ various subsidiaries, 
focused on environmental issues [2:10/015], IT, and the development of standardized, 
modularizing, and prefabricated cost effective products, components and modules. Skanska 
Teknik and SektionsByggarna, specializing in mobile buildings, launched a small office 
module for short-term rentals, and Skanska Teknik and Prefab introduced a standardized 
industry building in concrete [2:10/029]. 
 

“Despite every building being unique, we try to industrialize our construction work by using prefabricated 
modules...the only problem, as I see it, is that we also tie-up capital…or we may end-up with the same 
lead-times as before…and I don’t  think there is a place in Sweden were you have a stock of prefabricated 
walls…I am not sure how much time we will be able to save from this [prefabrication]…I do think 
however that we are able to lower costs and increase quality through prefabricated modules… The 
modules are getting larger and larger [2:10/029, C. Larsson]…” 

 
Other development efforts resulted in e.g. noise reducing and cost effective asphalt [2:11/003, 
2:11/004], a system for recovering the energy in ventilated air [2:10/015], and prefabricated 
housing modules. 
 

“We have developed some new recipes for asphalt that have longer durability…we are able to guarantee 
the functionality during a longer period of time compared to our competitors…unfortunately Vägverket 
doesn’t seem to be interested…they argue that our competitors are not able to offer a similar solution 
which makes the comparison between us obsolete… and of course our asphalt is a little more expensive… 
Nevertheless, the total cost, over a longer time span, is much lower…this actually hampers 
innovation…there is no reason for us to develop a better asphalt recipe…to improve quality…they detail 
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the technical solution…all asphalt producers need to deliver a price on the asphalt recipe provided by 
Vägverket…I know that the general manager of Vägverket realizes that this is a lose-lose situation… they 
try in every possible way to lower direct costs…it’s a very short-term perspective…they need to 
understand that in the long run it’s good if we are profitable…only then we will be able to develop new 
products…they will benefit from this [2:11/003]… If you differentiate too much you may create a de 
facto monopoly…the perception is that this could hamper competition…the difference is that this is 
driven by innovation…Vägverket should encourage innovations, not hinder it…our ambition is to create 
added value for our customers, just like anybody else…we try to differentiate for the benefit of our 
customers…and ourselves [2:11/003]… One way to solve this dilemma is to sell BOT projects…because 
we are interested in looking at the total costs in the long-term…if we are going to operate a highway for 
let’s say 30 years…in a BOT project we would select high quality asphalt rather than low cost asphalt…in 
addition, if we would have BOT projects in Sweden we would invest even more in developing new 
asphalt recipes…it would be profitable for us to do so in the long-run [2:11/004, M. Williamson]…” 

 
Skanska Construction Sweden completed the 4-5 stories wooden residential buildings in 
Linköping and Växjö as part of a research and development project in the field of wooden 
construction for environmental purposes [2:10/015, 2:11/018]. It has been argued that two of 
the most important reasons why wooden constructions have not taken-off are costs and, in 
general, the low level of know-how in wooden constructions. 
 

“Maybe wooden buildings are becoming or will become more common…we nee to lower construction 
costs…and unfortunately wooden buildings are quite expensive [2:11/018]… Concrete is cement, 
ballast…gravel for instance…and water…cement is used to make concrete…cement, concrete and 
reinforced concrete are some of our competence areas…we know these materials much more than wood 
[2:11/018, M. Williamson]…” 

Operations 
Real-estate operations: The occupancy rate, counted in rentable space, in Sweden increased 
from 92% to 93%. Skanska’s overall strategy for its real-estate operations continued to 
include specialization, geographical concentration and project development. Despite the fact 
that Skanska had fully leased properties, with regard to its property portfolio in the U.S. and 
the increasing rental levels in general, the Atlanta property was sold. During the year, Skanska 
acquired S:t Görans children’s hospital from the county council of Stockholm, remodeled it to 
an office building and leased it to Electrolux for a 15-year period. Ikano and Skanska jointly 
established Sweden’s first factory outlet company aiming at establishing factory outlets in 
Stockholm, Gothenburg, the Öresund area and Central Europe. With regard to project 
development, through Skanska Projektutveckling Sverige and Skanska Projektutveckling 
Utland, Skanska’s strategy was to minimize risk by not initiating any construction work 
unless the property was fully leased over a long period of time to reputable customers. 
Skanska Projektutveckling Utland, established offices in Prague and Warsaw in addition to 
the office it had in Budapest. 
 
Construction operations: Skanska’s home markets continued to be Sweden, Denmark, 
Finland and the U.S. [2:10/014]. Skanska Swedish Construction was awarded the technically 
advanced task of completing the drilling of a rail tunnel beneath the Halland Ridge in 
southwestern Sweden, the so called Halland Ridge Tunnel. In addition, Skanska was awarded 
a major project, through the consortium Sundlink Contractors, the construction of the Öresund 
Bridge [2:11/004]. Another major project, the High Coast Bridge above Ångermanälven 
entered its final phase during the year. The technically complex work of these projects was 
important for Skanska’s competence development, something the corporations expected to be 
able to capitalize on in other large international projects. Most Swedish projects continued to 
be small however. Skanska engaged in around 4,000 different projects around Sweden, of 
which 75% were projects that totaled less than SEK 5 million in sales and only 5% totaled 
more than SEK 50 million. 
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Skanska International’s largest ongoing projects included two water power plants, one in 
India and the other one in Colombia. Previously, the business area had experienced 
requirements for project financing only for larger projects. The current trend however, 
showed that requirements for project financing, including BOT-projects, became increasingly 
common also for smaller projects such as the Hvalfjördur tunnel in Island and a water supply 
project in Zimbabwe. 
 
Other operations: Several strategic acquisitions took place during the year, primarily in the 
U.S. Within Skanska’s American construction operations, Skanska acquired York 
Construction in South Carolina, Beacon Construction in Boston, and Spectrum Group in New 
York. The latter specialized in grounding and construction of private homes [2:10/014]. 
 
Skanska’s strategy with regard to its industrial business aimed at focusing on product areas 
that required a higher degree of know-how and to increase its business in project management 
of installation work, e.g. ventilation and electrical installations. In these areas a rapid 
development was expected through IT and automatic control engineering and, consequently 
an increasing demand for specialized know-how [2:10/028]. 
 
Another strategic area within Skanska’s industrial business was to increase industrialization 
and prefabrication. Skanska strengthened its position in the segment of kitchen, wooden floors 
and ceilings as well as in industrial building components and systems through the acquisition 
of Skåne-Gripen. Through the acquisition of Skåne-Gripen, Skanska doubled its industrial 
business sales. In addition, Skanska acquired the remaining 50% of Elit Fönster, a company 
specializing in manufacturing of windows. Skanska believed Elit Fönster had a good potential 
to expand internationally and expected Elit Fönster to strengthen Skanska’s position in the 
segment of prefabricated construction components [2:10/001]. As Elit Fönster was acquired, 
Skanska restructured the company, reducing the number of manufacturing plants from four to 
two. All of Skanska’s businesses with regard to kitchen and bathroom fixtures were merged 
into the newly established Poggenpohl Group. Companies and brands such as Poggenpohl, 
Goldreif, Pronorm, Optifit and Myresjökök were included in the group. As Skanska acquired 
75% of the Polish WFM (Wolsztynskan, Fabryka Mebli), specializing in kitchen fixtures, it 
also became part of the group [2:10/001]. Skanska restructured the Myresjögruppen so that 
the construction business of private homes within Nordiska Trähus merged with Myresjöhus. 
Both brands were, however, promoted. 
 
In addition to the above acquisitions and divestments, Skanska Finance engaged in acquiring 
additional shares in the building materials company Scancem and in divesting all of 
Skanska’s shareholding in the power and timber company Graninge. End-of-year Skanska’s 
had acquired shares totaling SEK 7,219 million and its shareholdings totaled SEK 18,768 
million (including Sandvik, SKF, Scancem, Norrporten, Piren, JM, etc.). Skanska’s largest 
shareholdings were in Sandvik and SKF [2:10/011]. 

Corporate and ownership structure 
A new corporate structure was introduced in order to increase efficiency, flexibility, customer 
focus and the overall competitiveness by increasing specialization in products, businesses and 
markets. Another important philosophy with regard to the organization was to create a 
structure that emphasized and developed the project management capabilities of the 
corporations as a whole [2:10/004]. 
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The new corporate structure included six business areas. Skanska’s commercial real-estate 
business was organized in four business areas including Skanska Real-Estate, Skanska USA, 
Skanska Construction Sweden and JM. In addition Skanska had substantial real-estate 
holdings through its subsidiary Drott and its shareholdings in Norrporten (25%), Piren (49%), 
Pandox (50%) and a number of smaller real-estate companies such as Novum in Stockholm 
and Hälsan in Jönköping [2:10/002, 2:10/020]. Piren, specialized in shopping malls, 
Norrporten, specialized in the northern region of Sweden, and Pandox, specialized in hotel 
properties, were companies that Skanska planned to float or divest [2:10/020]. 
 

“We did some very successful transactions with Norrporten, Pandox and Piren… we sold real-
estates…specialized building facilities to these companies in which we had a shareholder interest and 
then we sold our shareholder interest little by little…sometimes we call this structural businesses 
[2:10/020, C. Larsson]…” 

 
Skanska Real-Estate operated through four regional offices of which three covered Sweden’s 
three largest metropolitan areas, i.e. Stockholm, Gothenburg and Öresund/Malmö, and one, 
Riks, the rest of Sweden. During the year, most residential buildings were transferred to the 
Skanska’s subsidiary Drott. Drott became Sweden’s largest privately owned residential real-
estate company [2:10/006, 2:10/007]. 
 

“Today Drott has developed into a competitor of ours, they have focused on the three metropolitan 
regions, office buildings [2:10/006, 2:10/ 007, C. Larsson]…” 

 
Two new project development units were established, Projektutveckling Sverige and 
Projektutveckling Utland. 
 
With regard to Skanska’s construction business, two new business areas were created, 
Skanska Civil Engineering responsible for managing all road and civil engineering projects 
around the world (excl. USA) and Skanska Building gathering Skanska’s building 
construction activities (excl. USA). In addition, Skanska BOT Projects was created in order to 
manage all privately financed infrastructure projects [2:10/004]. Skanska’s subsidiaries in 
various segments were transferred to one of these business areas. 

Other important events 
Skanska continued to focus on developing and implementing IT based systems in order to 
lower purchasing costs, create more efficient logistics and improve project management and 
working processes and procedures. 
 
Skanska established an Environmental Unit (“Miljöenhet”) within Skanska Teknik in order to 
document and evaluate, from an environmental perspective, all the construction materials 
being used within Skanska, including more than 100 suppliers. In addition, this unit was to 
recommend to all business areas what construction materials to use [2:10/015]. As previously 
mentioned, Skanska’s environmental efforts were expected to have a positive impact on the 
corporation as a whole, e.g. in marketing, sales and business development [2:10/015]. 
 

Skanska’s strategy included to focus on its core businesses, grow internationally 
(primarily in the United States and in European markets) [2:10/014], increase its 

participation across the value chain [2:10/016], increase its specialized know-how, develop a 
detailed risk management strategy and to geographically concentrate and specialize its 
portfolio of real-estates. The capital required for the expansion of core operations in 
construction-related services and the development of projects and real-estates was made 
available by divesting non-core assets. This strategy can be detected in the positive cash-flow 

1997 
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(i.e. divestments) in shares and participations between 1997 and 2001, particularly in 1997 
(see Figure 8:5). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 8:5 Skanska cash-flow (MSEK) in shares and participations 1994-2000 (source: Skanska) 

Strategic focus 
During the autumn of 1997, Skanska reviewed its entire strategy. The objective of such 
review was primarily to adjust Skanska’s strategy, operations and organizational structure to 
new market demands. Skanska’s mission was to provide construction-related services and 
develop projects and real-estates. By deploying the collective competence of Skanska in these 
fields, Skanska aimed at offering its customers resources throughout all the different phases of 
the construction process, from the concept phase to planning, financing, construction and the 
after-market [2:10/016]. The overall objective of Skanska was to satisfy the long-term need of 
its shareholders for a return on their investment. 
 
Skanska’s strategy included to focus on its core businesses, grow internationally [2:10/014], 
increase its participation across the value chain, increase its specialized know-how, develop a 
detailed risk management strategy and to geographically concentrate and specialize its 
portfolio of real-estates. 
 
The capital required for the expansion of core operations in construction-related services and 
the development of projects and real-estate was made available by divesting non-core assets. 
Skanska’s shareholdings in the Scancem, SKF and Sandvik industrial groups Rörvik Timber 
and the forest product company Boxholms Skogar were to be divested [2:10/011]. 
 
Skanska continued to focus on growth through internationalization. Skanska’s strategy 
included to continue the internationalization of the corporation, primarily in the United States 
and in European markets. In so called “domestic markets” Skanska continued to emphasize 
organic growth, however grew in fact primarily through mergers and acquisitions [2:10/014]. 
 

“When Claes Björk was our CEO…between –97 to –02…we expanded very much internationally…I 
think we increased our turn-over by a factor 5…our international sales went from 20-25% in the mid 90’s 
to approximately 85% today…we still define a home market as a market where we have substantial local 
business…we have a local subsidiary…not a country market that we reach through project exports…like 
in Poland with Exbud and in Prague with IPS…these are home markets… Stuart Graham, our present 
CEO, has added one additional dimension to the definition of a home market…we need to be the largest 
or the second largest construction company in the foreign country market in order to consider it to be a 
home market…we still consider the U.S. to be a home market even though we have around 1% of the 
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market share…the American construction market is very fragmented…we are among the five largest 
companies…our turn-over is around 60-70 billions [2:10/014]… Since the construction business is local 
we say that we need to be a transnational company…we have expanded internationally through 
acquisitions…we have acquired many companies during the last couple of years…the construction 
industry is such a mature business that you seldom acquire a company in order to get hold of know-
how…acquisitions relate to capturing market [2:10/014, C. Larsson]…” 

 
In order to increase its participation across the value chain, strategically, Skanska offered to 
its customers so called package solutions and performed activities throughout the entire value 
chain, from the planning phase including development of concepts and design through the 
construction process to financing and after-market, including O&M [2:10/016]. This 
broadening of Skanska’s participation in the entire value chain occurred mainly in the Nordic 
countries, whereas in Germany Skanska focused on the after-market [2:11/009]. In the United 
States, Skanska continued its expansion by establishing new regional markets. 
 
Skanska experienced a growing market for BOT-projects. Strategically Skanska took the 
decision to increase its specialized know-how in this particular area. In addition, Skanska 
Sweden strengthened its product specialization in the building construction and civil 
engineering sectors, respectively. 

Marketing, sales and distribution channels 
For the first time, net sales in markets outside Sweden exceeded net sales in Sweden. 

Product strategy and product portfolio 
Skanska participated in the creation of R&D programs in fields such as Timber Structures 
[2:10/015], the Industry Program, Infrastructure, Competitive Building, Building and Indoor 
Environment, IT in Construction & Real-Estate 2002. 
 
Skanska Sweden launched several new products as the result of extensive product 
development, e.g. the Smålandsvillan single-family home. 

Operations 
Real-estate operations: The various operations within Skanska Project Development and 
Real-Estate had been grouped into a number of specialized units, e.g. Skanska Project 
Development Sweden, Skanska Project Development Europe, Skanska Real-Estate 
Stockholm, Skanska Real-Estate Gothenburg, Skanska Øresund, Skanska Real-Estate 
Nationwide, Drott and Skanska BOT Projects. 
 
The business area’s operations included the responsibility for collaborating with other units 
within Skanska in order to identify, launch and develop infrastructure and real-estate projects 
in Sweden and internationally [2:10/009, 2:10/016]. 
 

“The business unit Project Development can be seen as Skanska’s internal venture capital company…we 
invest money in developing new projects… When we have rented a building we have finished our 
development project and the building is handed-over internally to our property management 
organization…unless we sell the building…our work [within the BU Project Development] may end by 
us selling the facility…we are responsible for this too… All regional subsidiaries, in Stockholm and other 
cities, have the same organization…a president, project directors responsible for developing new projects, 
marketing directors responsible for rentals, real-estate directors responsible for our regional management 
portfolio and business development directors responsible for the transactions…that’s selling the building 
[2:10/009]… We [the BU Project Development Sweden] create and develop new projects…we work with 
the architects but we are responsible for making the final decisions…we decide on the lay-outs, what 
materials that should be used [2:10/016, C. Larsson]…” 
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The business area was responsible for developing, managing and improving Skanska’s real-
estate holdings as well as the corporation’s shareholdings in a number of real-estate 
companies. In the field of property management, its strategy included to become more 
specialized, concentrate geographically and to increase the turnover of its real-estate portfolio. 
Gains on the sale of properties in real-estate operations increased during the year. The largest 
single gain came from JM’s sale of two suburban Stockholm shopping centers, Täby Centrum 
and Hallunda Centrum [2:10/020]. 
 
The business area increased its attention towards the growing volume of BOT-projects and 
prioritized projects in Europe, Asia, Africa and Latin America, e.g. bridges, tunnels and 
hydroelectric power plants. The first privately owned prison in Great Britain, located Wales, 
was finalized as a BOT-project constructed as a joint project between Skanska and Costain. A 
separate company, in which Skanska had participation, became responsible for O&M during 
the next 25-year period. 
 
The Board of Directors proposed to create a debt-free real-estate corporation “New Drott” and 
to transfer such corporation with an estimated market value of SEK 10 billion to the 
shareholders of Skanska. New Drott consisted of the residential real-estate subsidiary Drott, 
Skanska Fastigheter Riks, with properties outside Stockholm, Gothenburg and Malmö, and a 
number of other properties in Stockholm [2:10/007]. 
 

“Before we transferred Drott to our shareholders we established five companies Skanska Fastigheter in 
Gothenburg, Öresund, Stockholm, Riks, including apartment buildings in regions outside the three 
metropolitan areas, and Drott including all rental apartments… within Skanska we kept Skanska 
Fastigheter in Gothenburg, Öresund, Stockholm…Riks went along with Drott [2:10/007, C. Larsson]…” 

 
Construction operations: Skanska Sweden included the corporation’s Swedish operations in 
the fields of building construction-, road- and civil works related services. Skanska Sweden 
also included a number of specialized subsidiaries with operations closely connected to 
construction work, e.g. Myresjö, Skanska Prefab, Skanska Installation, Skanska Stålteknik, 
Skanska Maskin, SektionsByggarna, Stabilator and Skanska Dredging. Skanska Sweden also 
included the Öresund Bridge project through Sundlink, in which Skanska’s share was 37% 
[2:11/004]. All in all, Skanska Sweden included 10 divisions, i.e. Business Development, 
Skanska Residential Construction, Skanska Commercial Buildings, Skanska Northern 
Sweden, Skanska Road Construction, Skanska Asphalt and Concrete, Skanska Underground 
Construction and Bridges, Skanska International and Civil Engineering and Sundlink. 
Skanska Sweden’s strategy included to concentrate its resources and marketing activities in a 
smaller number of localities and regions. 
 
Important Swedish construction projects included bridges (e.g. the High Coast Bridge, the 
Uddevalla Bridge, the Öresund Bridge), tunnels (e.g. Halland Ridge), highways (e.g. the 
Southern Link highway in Stockholm), office premises (e.g. for Ericsson and Electrolux), 
production facilities (e.g. for Coca-Cola) and educational premises (e.g. for Jönköping 
University College). The High Coast Bridge over the Ångermanälven was completed during 
the year on time after four years of work [2:11/004]. 
 
As part of the BoKlok-project, Skanska completed the first newly developed low-price 
apartment buildings in Helsingborg. Such buildings employed a prefabricated wooden 
construction technique and were sold via the home furnishing company IKEA. Several other 
BoKlok-projects were under construction or in the planning stages [2:10/024, 2:10/025]. 
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“We cooperate with other major companies like IKEA and Electrolux…under the BoKlok-concept 
[“Sensible Housing”] we cooperated with IKEA…both contributed with a strong brand…the idea was to 
have the two strongest players in the constructions and furnishing industry to provide a high quality, low 
cost concept…apartments for sale…we still develop projects based on the BoKlok-concept [2:10/024]… 
We also cooperate with IKEA in the office segment…we have jointly developed some interesting office 
concepts [024]… In addition we jointly own Sweden’s first outlet in Barkaby…Stockholm Quality Outlet 
AB…a real-estate company in which we own 50% and IKEA 50%…we constructed the retail park…it 
was opened in March –98… Few people know that IKEA owns many shopping centers and all the 
facilities that they use themselves… IKEA are big in this segment…they rent to mega-retailers such 
Elgiganten, Toys’R’Us and many others…IKEA know the retail business very well…when we started to 
cooperate with IKEA we didn’t know the retail business very well…we complement each-other 
[2:10/025, C. Larsson]…” 

 
Skanska Europe included Skanska’s Finnish and Danish domestic markets as well as other 
European operations outside Sweden in the field of construction-related services, building 
components and after-market services. Skanska Europe’s building component companies (e.g. 
Kährs, Poggenpohl, Essmann, Elitfönster) in the kitchen, flooring, roofing and window 
segments had sizable market shares, especially in Western Europe. Skanska Europe was also 
responsible for Skanska’s project exports in the building construction field. 
 
Skanska Europe’s strategy included to develop existing domestic markets and to establish 
new ones by using its current market presence, e.g. by using its position in the Oslo area as a 
platform for establishing Norway as a domestic market. The long-term objective was to 
become the market leader in Europe. Target markets included Russia, Poland, Hungary and 
the Czech Republic, especially in the major metropolitan areas. In these markets, Skanska 
Europe was seeking to establish a greater local presence through e.g. a combination of 
stronger in-house resources and gradually expanded cooperation with both local and 
international companies [2:10/014, 2:10/017, 2:11/016]. For several reasons, including risk 
factors, however, Skanska was becoming more selective with regard to its European 
expansion. E.g. Germany was no longer considered as an attractive opportunity [2:10/017, 
2:11/016]. 
 

“Because we need to be able to carefully manage risks it might seem strange to people outside Skanska 
that internationally we have entered country markets such as the Argentinean…through the acquisition of 
SADE… We do not enter instable countries representing high risks…nor do we enter markets that are 
very stable and mature and therefore might represent obstacles for new actors. What we do aim for are 
markets that are stable enough not to contain major risks, but still with some potential for economic 
development in the future… like Argentina some countries in eastern Europe …we don’t enter markets 
that have a substantial political and financial risk…country markets where the regime is unstable and with 
an outrageous inflation…the political and economic situation and the future expectations [of the political 
and economic situation] need to be reasonably stable…however, we cannot enter a country market where 
protectionism rules…where national construction companies are favored…like Germany…the 
“constructions graveyard“ is quite large in Germany…it’s not by chance that we are not present in 
Germany, France and Spain…we believe that Poland, the Czech Republic, Hungary… are markets where 
the economy is reasonably stable, the political and legal system is fairly stable and we see an economic 
growth potential…and a growth potential for our business… We need to have a long-term perspective 
when we enter these markets…but we also need to be among the first to enter the market in order to have 
a fairly good opportunity to capture a substantial market share when the economy start to grow [2:10/017, 
C. Larsson]…” 
 
“Let’s say somebody came and asked us if we could build a hotel in Germany…nobody within Skanska 
would raise their hand and say “I’ll do it”….because we don’t work in Germany anymore…we just say 
no…we have to focus our efforts…we need to be selective [2:11/016, M. Williamson]…” 
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Skanska USA’s strategy was to continue to expand geographically through the establishment 
and/or acquisition of companies [2:10/014] in local markets and by developing a strong 
positions in niche markets, such as telecommunication [2:10/021], pharmaceuticals, 
microelectronics and health care, as well as in general commercial and civil construction. Its 
subsidiaries had increasingly broadened their scope of services to include so called DBOM-
projects, i.e. Design, Build, Operate and Maintain. 
 
Both the public and private sectors were moving toward increasing the involvement of 
contractors in the entire life cycle of projects. For example, many projects included planning 
and design responsibility as well as construction. In other instances, project finance was 
required. Contractors were now participating in the after-market of facility management and 
maintenance. These changes were the result of the trend in America towards outsourcing and 
risk sharing as well as the development in the UK; long-term partnering arrangements, 
including risk and profit sharing [2:11/019, 2:11/009]. 
 

“Both we and our customers benefit from partnering… We usually say that we look for partnering with 
our customers…we mean it…however, we are not as good in promoting partnering with our suppliers…I 
understand if we have a credibility issue here…we need to start working with our suppliers differently 
[2:11/019, M. Williamson]…” 
 
“In England during 1998 a group of people led by Sir John Egan were commissioned by the English 
government to investigate how the British construction industry could improve…a report was published 
and an organization established…“Rethinking Construction”…its financed by the British government and 
large construction and consulting companies as well as large customers…the idea was to change the 
traditional way of working in the industry…to replace the competitive tendering process…the way we 
still work in Sweden…the customer produces a number of documents specifying the technical 
solution…this is handed over to the construction company that carefully prepares a proposal based on 
these documents and the technical specifications…the construction company makes a proposal offering a 
fixed price…during the project both companies need to resolve a whole lot of conflicts that arise… In the 
report delivered by Sir John Egan, 12 key performance indicators were identified…customer satisfaction, 
defects, safety, cost and time predictability, profitability, productivity, cost and so on…they also suggest 
that work should be conducted in integrated project groups in which everybody have the same 
agenda…the customer, the construction company, the consultants, the suppliers…everybody…customers 
don’t pay a fixed price…the price is based on the performance of the entire project team…eventually 
based on the key performance indicators… In its essence you create an organization between the buyer 
and the purchaser that mediates between both…that considers the interest of both companies [2:11/009]… 
We are not used to work according to the partnering concept…it’s easy that “partnering” becomes just 
another fad or another empty phrase… Partnering is not intended to replace the old cartels… I do believe 
that this is an effort to increase customer satisfaction…to lower costs and increase quality [2:11/009, 
2:11/010]…this is an opportunity for us…to take this role…or we might see companies entering the 
construction business aiming at taking this role…to integrate project teams and have them working under 
the partnering concept…this is not to be seen as an extended role of the project manager…it’s an entirely 
different way of working [2:11/021]… In England, the organization Rethinking Construction has taken 
this role…for integrating the project teams…they also communicate to all the participants in the 
organization, based on experiences gained from previous projects,…how to improve future 
projects…clear targets to measure and procedures for how to “collect gained experiences” and making 
them available for all the participants is an important ingredient in this [2:11/009]… To learn from 
previous experiences is a huge problem in this industry and within individual companies…people tend to 
think “if I haven’t committed the mistake I can’t learn anything from it” [2:11/009, 2:11/022]… This is 
also an important issue in Rethinking Construction [2:11/009]… Other issues that Rethinking 
Construction has included in their philosophy is leadership, customer focus, product team integration, 
quality, product development, partnering across the value chain, process and procedures for implementing 
the project, and competence development…as I just mentioned… Within Skanska we would like to see a 
similar development in Sweden [2:11/009, M. Williamson]…” 
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Skanska USA’s strategy of focusing on specific customer needs led to 80% repeat sales in the 
private sector. The amount of repeated sales was considered a significant competitive 
advantage [2:10/021]. 
 
Other operations: Centralization of financial operations ensured a good overview and 
effective management of financial risk exposure. Centralization also enabled Skanska to 
maintain a high level of expertise. Skanska’s financial strategy included to minimize risk 
exposure in foreign currencies. The assets and liabilities of subsidiaries in foreign currencies 
should thus offset each other as much as possible. The capital required for expanding core 
operations was made available by divesting non-core assets. Early in 1997, Skanska benefited 
from added liquidity of SEK 2.3 billion due to the divestment of shares in the power and 
forest corporation Graninge. The sale of most of Skanska’s holding in the cemented carbide 
and specialty steels company Sandvik meant SEK 9.1 billion in additional liquidity 
[2:10/011]. Skanska sold shares in JM. Pandox was introduced to the stock market, reducing 
its holding from 50% to 10% of the shares and voting power [2:10/002, 2:10/020]. In 
addition, Skanska sold its holding in the automotive retailer Catena, the construction materials 
company Geveko and real-estate company Klövern [2:10/002]. 
 
Several acquisitions took place in Sweden and internationally. A total of about SEK 1.5 
billion in net investments were made. E.g. Ferm & Persson Glas in Denmark was acquired 
[2:10/014]. Skanska increased its holding in the building materials company Scancem and 
acquired shares in the newly established company Rörvik Timber. In conjunction with a new 
share issue in the British construction company Costain, Skanska purchased shares equivalent 
to 7.6% of the capital stock and voting power in the company. This investment totaled SEK 
126 million. Skanska also had an option to increase its interest to a maximum of 40% and the 
right to participate on a 50/50 basis in all of Costain’s construction projects exceeding SEK 
250 million over a six year period. In the same way, the agreement entitled Costain to 
participate in Skanska’s projects of corresponding size in Great Britain. 

Corporate and ownership structure 
Mr. Claes Björk, former president of Skanska USA was appointed new President and CEO of 
Skanska [2:10/004]. Former president and CEO Mr. Melker Schörling was appointed 
Chairman of the Board. 
 
Skanska was previously organized geographically and by products [2:10/004]. The new 
organizational structure included one business area for Project Development and Real-Estate 
(Skanska Projektutveckling och Fastigheter) plus three geographically focused construction 
(road, civil engineering and housing) related business areas that were roughly equal in terms 
of sales volume, i.e. Skanska Sweden, Skanska Europe and Skanska USA. 
 
The purpose of the new organization was to facilitate a broadening of Skanska’s construction 
both into the conceptual and planning phases and in the after-market. Skanska believed that 
by offering its know-how in planning work, Skanska could assist its customers to lower life-
cycle costs while generating new business opportunities. The after-market, operation, 
servicing, maintenance, renovation and modernization accounted for a growing proportion of 
total construction activity [2:10/004] in many important markets and Skanska believed this 
segment needed to be targeted. 
 
Skanska created a special organization focusing on privately financed infrastructure projects 
and Skanska’s participation as a part-owner in projects where it supplied risk capital, i.e. 
Skanska BOT Projects, under Skanska Project Development and Real-Estate. 
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The three business areas with a geographical responsibility, i.e. Sweden, Skanska Europe and 
Skanska USA, were responsible for the corporation’s building construction and engineering 
services. Specialized units for road, civil works and building construction were included in 
each of the three new geographic business areas. In the important field of project exports to 
countries outside Europe, responsibility for civil engineering projects rested with Skanska 
Sweden, through the Division International Civil Engineering (including all road and civil 
works operations worldwide), and for building construction with Skanska Europe through the 
global Division International Building (later renamed Skanska International Construction). An 
exception was however made for Skanska USA, which remains a separate business area. The 
operation of the former business area Industry was divided between Skanska Sweden and 
Skanska Europe. Consequently Myresjö, SektionsByggarna, Skanska Prefab, Skanska 
Stålteknik, Skanska Installation and Skanska Maskin became part of Skanska Sweden. Kährs, 
Poggenpohl, Essmann and Elitfönster had their largest markets outside Sweden, primarily in 
Western Europe, and became thus part of Skanska Europe. 
 
Non-core shareholdings were gathered within Skanska Invest. Skanska Invest was responsible 
for the corporation’s holdings in e.g. Scancem, SKF, Sandvik, Rörvik Timber, Boxholms 
Skogar and JM. 

Other important events 
During the year there was a toxic leakage at the Halland Ridge rail tunnel project in southern 
Sweden. The rail tunnel had to be halted due to the release of toxic substances. Skanska’s 
management team decided all operations, by December 1999, had to have environmental 
management systems for identifying possible environmental problems, following them up and 
integrating environmental work in business development. In addition, it decided that all 
operations had to be environmentally certified by December 2000. It also decided that 
Skanska had to work with its suppliers to specify the environmental standards applicable to 
the goods and services it bought [2:10/015]. 
 

“We are focused on quality and environmental issues…among other things we were among the first in 
this industry to get certified…ISO 1401…I don’t really think this contributes to any competitive 
advantage today…all construction companies are expected to be certified and to prioritize environmental 
issues…many things that we develop provided us with a competitive advantage temporarily…after a 
while our competitors catch-up with us… Quality used to be something related to the building…today 
quality goes way beyond the building…it has to do with societal quality in a broader sense…we have 
focused on quality, environment, business ethics during a long time…media gives the impression that we 
began to work on these issues after this terrible thing happened in the Halland Ridge and after we were 
charged for being engaged in cartels…we have been concerned with these issues long before these things 
happened [2:10/015, C. Larsson]…” 

 
Skanska’s main strategies remained practically unchanged, with one exception. 
Skanska’s expansion in the components segment, primarily regarding 

installations of components, e.g. electrical, water, etc., was halted. In addition, Skanska’s 
component companies, primarily within Skanska Europe, were to be divested [2:10/001, 
2:10/028]. During 1998 Skanska continued to divest none-core assets [2:10/014]. In addition, 
Skanska continued to expand throughout the vale chain in order to take greater responsibility 
for the entire life cycle of a construction project [2:10/016]. Strategically, Skanska decided to 
enter the business of facility management. Its international footprint and service offerings 
were also expanded. 

1998 
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Strategic focus 
Skanska’s main strategies remained practically unchanged. However, Skanska’s expansion in 
the components segment, primarily regarding installations of components, e.g. electrical, 
water, etc., was halted. In addition, Skanska’s component companies, primarily within 
Skanska Europe were to be divested. Skanska claimed that its expansion on its core business 
required all resources available [2:10/001, 2:10/028]. During 1998 Skanska continued to 
divest none-core assets, e.g. shareholdings in Sandvik [2:10/011] and other companies 
engaged in e.g. forestry. Through swap transactions or by utilizing the cash generated from 
these divestments Skanska acquired companies that it expected to contribute to strengthening 
Skanska’s core operations and international expansion. The main criterion for acquiring a 
company was that it had to have strong a strong brand and management as well as a strong 
market position and/or growth potential [2:10/014]. The shareholders of Skanska received a 
corresponding number of Drott shares free of charge on September, 1998. The Drott A- and 
B-share was listed on the O-list of the Stockholm Stock Exchange the same month [2:10/002, 
2:10/005, 2:10/007]. 
 

“Around –93 to –94 the whole industry was restructured due to the crisis… At the time Mats Mared was 
the president of our real-estate operations…we were entirely focused on real-estate management, we 
didn’t sell or buy real-estates, we didn’t’ develop or constructed any new projects…our focus was to 
retain our tenants and increase efficiency in operations and maintenance…since then…from the mid –
90´s we began to sell properties…I believe that we have sold properties worth of 24 billions during the 
last five years…including Drott…this has enabled us to invest in other areas…it’s hard to understand why 
we sometimes are criticized because we sell too little… [Through the sales of Drott] we have been able to 
invest and establish a strong operations within project development…we have always engaged in project 
development but in the beginning of the 90’s there was no market for this…in addition we have 
developed our operations in real-estate transactions…this means that we today develop and sell many 
more projects compared to in the beginning of the 90’s…we are talking real-state projects worth billions 
every year…our balance sheet remains the same from one year to another…this illustrates only that we 
sell a lot since we invest heavily in new projects and are still able to keep the “same” balance 
sheet…however, it is not a strategy to keep it static…today we are actually shrinking the balance sheet… 
We even changed our name from Skanska Real-Estate to Skanska Project Development [2:10/002, C. 
Larsson]…” 
 
“We focus on project development and construction…if you compare these two areas with real-estate 
management we are able to create substantially more value…in addition we have higher capital 
efficiency…the business of real-estate management ties-up substantial capital…we strive to minimize the 
capital that we tie-up in projects and buildings…in this business [real-estate management] we are not 
capable of adding much value…we need to maximize the turn-over of new projects…the turn-over in 
project development…projects and properties that we develop must be sold quickly…we can’t have it in 
our books, in our the balance sheet…this is of course the reason why we don’t have an industrial business 
anymore…this is our strategy… This also explains why we transferred Drott to our shareholders… I 
understand that this can easily be misinterpreted… I would like to emphasize that we are striving towards 
“asset-light” project development but one of our competitive advantages is that we invest ourselves in 
projects…however we can’t continue to increase the balance sheet…right now we are selling more than 
investing [2:10/005, C. Larsson]…” 

 
By entering the business of facility management Skanska continued to expand throughout the 
value chain in order to take greater responsibility for the entire life cycle of a construction 
project [2:10/016]. Its international footprint and service offerings were expanded. 

Operations 
Real-estate operations: Skanska Project Development and Real-Estate’s strategy continued 
to focus on growth regions in Stockholm, Gothenburg and Malmö and to increase its pace in 
turning-over properties. The direct yield in its real-estate operations decreased during the year 
because rental revenues decreased as a result of property sales. With regard to project 
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development, Skanska’s strategy was to minimize speculative project development, and, 
hence, only initiate construction work as the premises became fully leased [2:14/012]. 
 

“I would say that the customers of the major construction companies are the ones that are, in part, 
financing new project developments because many larger construction companies today have a policy not 
to start construction or developing new projects before the building has been sold or leased to a larger 
extend… Last 10 years I think very few projects have been speculative…you will find a few speculative 
projects in Kista… This has been a major shift in the industry…during the 80’s most projects were 
speculative [2:14/012, P. Carlsson]…” 

 
Among the projects developed by the business area were the Ericsson-Hewlett-Packard’s 
office complex in Gothenburg, and several other commercial building projects in Stockholm 
and Malmö. Project Development Europe developed several major projects in, among other 
countries, Denmark, Hungary and Finland. 
 
Construction operations: Skanska Sweden’s strategy continued to focus on growth areas in 
Sweden as well as growing product areas, including activities across the entire value chain 
from design through to O&M and services [2:11/009]. 
 

“The interaction between the different players in this industry is very much based on conflicts…there are 
many conflicts in the “system”… Strong forces are currently working towards another direction…in order 
to [better] be able to work together…so the customer is confident that costs are minimized, quality is 
maximized and that the deliveries will be according to schedule… The industry is more focused than ever 
on the entire supply and value chain rather than individual companies… For the larger companies, like 
Skanska, this means that we need to take the lead in this development…the industry is very fragmented, 
however, which makes it difficult for one individual company to take the lead [2:11/009, M. 
Williamson]…” 

 
Skanska Sweden decided to enter the business of facility management. The business area 
began to prioritize profitability rather than growth. Sales and profitability decrease primarily 
because of large amounts of property sales during the past year. Among ongoing commercial 
projects were Europolitan’s office facilities in Karlskrona, in which Skanska also took a co-
ownership responsibility, including O&M on completion. Other building projects included 
retail, warehouse and educational facilities in Stockholm and Gothenburg. With regard to 
housing construction, Skanska and HSB signed an agreement for the construction of 800 
apartments over a four-year period. As long as major construction companies were (mostly) 
doing business with major and professional real-estate companies (e.g. HSB and Riksbyggen), 
the industry had a clear understanding of the business process (e.g. tendering process) as well 
as a clear understanding of to the division of work (e.g. project development, construction, 
O&M) between the parties. However, a certain shift towards less professional buyers was 
noted among the major construction companies. Two of the reasons contributing to this 
development were outsourcing (on behalf of major real-estate companies) as well as growth 
of tenant owned building cooperatives [2:11/006, 2:12/001, 2:12/018]. 
 

“If we take apartment buildings as an example…previously we had large customers such as Riksbyggen 
and HSB…they were very professional…they developed a project and asked us to construct a building, 
we offered a price…negotiated…and got the construction work started…on completion, the facility was 
handed-over to them and they took responsibility for operations and maintenance…then all governmental 
subsidies disappeared…and so did the market…after a while the construction companies began to 
develop projects themselves…acquire land…define a market, design the project and sell it to a real-estate 
company or building cooperative…this is a huge change in the market and in the way we work…we need 
to acquire or develop a completely new type of know-how within the company…many more non-
professionals engage in purchasing apartments…through building cooperatives for instance…today we 
have less professional customers…the rules developed in this industry are based on having a professional 
buyer…that knows exactly what he wants…if the buyer is not very specific in what he is looking for we 
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will probably not deliver according to his expectations…all the standard agreements that we use are based 
on having two equally strong and competent parties…the buyer and seller…when we used to work with 
professional buyers…if he didn’t tell us that the door-frames were to be included we didn’t deliver door-
frames…door-frames are optional…as a construction company we assume that the buyer will go and buy 
it somewhere else and install it himself…when you deliver to a building cooperative everything should be 
included [2:11/006]… This [the change in customer profile, i.e. from professional to non-professional 
buyers] affects us in many ways…one is that we need to establish a market organization that is able to 
understand what our new customers expect from us…our market organization needs to understand where 
we should buy land, what buildings we need to build, the profile of our customers…their needs…the 
market organization should also have the ability to design a solution, to establish a building cooperative 
and to sell the building [2:11/006, M. Williamson]…” 
 
“The construction industry is very much controlled…if we close a deal with the public sector we are told 
exactly what we need to deliver…this actually hampers innovations and the ability to 
compete…Unfortunately we no longer have competent buyers…primarily in the public sector…In an 
effort to cut cost, Byggnadsstyrelsen, Vägverket, Banverket…and the real-estate companies owned by the 
municipalities…all these organizations have got rid of many competent people…primarily during the 
80’s and the 90’s…traditionally in this industry the buyer has been responsible for driving the entire 
process…at the same time, we as a construction company need to be able to deliver to buyers that are not 
experts in this field…and we do it in some areas…like private homes…to some extent the responsibility 
for the entire construction process has been transferred from the buyer to the seller…that’s us [2:12/001, 
J. Byfors]…” 
 
“I think Ericsson was able to develop state-of-the-art technologies, know-how and a strong international 
market position because they had a very good customer, Televerket…we’ve had the same thing with 
regard to civil engineering…particularly roads and railways…with Vägverket…I am convinced that 
Swedish construction and civil engineering has been competitive internationally…in Saudi Arabia for 
instance…due to the relationship with Vägverket and their contribution to developing our know-how in 
Sweden… Vägverket still exists but they don’t have the same know-how as they used to and cannot 
contribute to developing know-how as they used to…this has been an evolutionary process in which 
Vägverket have changed its role…moved away from technology and traffic safety…and decided that this 
is up the market to develop…Vägverket’s purchasing decisions are based on certain specifications, on a 
functional level as I mentioned…we are truly concerned about this development…their competence is in 
general too low…sometimes our discussions end-up in conflicts…A parallel can be found in 
Byggnadsstyrelsen and the building construction… Byggnadsstyrelsen developed and managed 
practically all government buildings…some years ago Byggnadsstyrelsen was divided into Vasakronan, 
Statens Fastighetsverk and Akademiska Hus… Vasakronan is very business oriented…despite the fact 
that the government owns it [2:12/018, J. Byfors]…” 

 
Skanska’s international building operations experienced a down-turn, particularly 
Myresjöhus. The economic crisis in Latin America and Southeast Asia affected Skanska 
International Civil Engineering negatively. International Civil Engineering did not receive one 
large contract during the year. Skanska Sweden and Skanska International Civil Engineering’s 
work on the Halland Ridge rail tunnel focused on cleaning-up the toxic leakage that had 
occurred during previous year. Skanska Sweden and Sundlink Contractors continued 
construction work of the Öresund Bridge as planned [2:11/004]. 
 
Skanska USA continued to execute its previously established strategy of growing though 
acquisitions [2:10/014], concentrating into certain geographical areas, and to specialize in 
certain types of constructions, and to work closely with its customers in order to understand 
their specific needs. 75% of sales in the U.S. were repeated sales to existing customers 
[2:11/023]. An increasing strategically important area became the development of 
management skills as Skanska found it difficult to find qualified managers to top positions. 
Despite Skanska having a low share of the entire U.S. construction market, the U.S. was 
considered by Skanska a “home market”. Of a total of approximately 500,000 construction 
companies in the U.S. only around 70 companies employed more than 1,000 people, of which 
none had a market share above 1% [2:10/014]. Its product focus on building construction and 
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infrastructure projects was equally important. Despite the fact that that building construction 
generated approximately 80% of the business area’s sales, margins were much lower. Around 
54% of the business area’s profits originated from its building construction business. Major 
projects awarded to Skanska included the refurbishment of the Williamsburg Bridge in New 
York, a project worth around SEK 1,000 million. Completed projects included an office and 
laboratory complex in New Jersey for AT&T [2:11/023], worth approximately SEK 2,400 
million, and a shopping mall in Detroit worth SEK 1,100 million. 
 
Skanska Europe’s and Skanska International Construction’s strategy focused on establishing 
home markets in the UK, Norway, Switzerland, and some carefully selected Central European 
markets as home markets. The business area prioritized to establish home markets rather than 
conducting project exports [2:10/014]. The cooperation with Costain led to a major office and 
residential project in the U.K., worth SEK 900 million. One step in establishing Norway as a 
home market was the acquisition of the construction company Aadnøy [2:10/014]. Skanska 
initiated and continued construction of IKEA’s mega retail facilities in Poland, Hungary, 
Czech Republic, and Moscow [2:10/025]. Skanska Finland strengthened its position in 
Finland by acquiring the Polar’s project development and construction business. On 
completion of the acquisition, Skanska Finland became Finland’s second largest construction 
company [2:10/014]. An important BOT-project entered its last phase as the highway between 
Helsinki and Lahtis in Finland was completed. Skanska, in a consortium, became responsible 
for the highway’s O&M. Skanska, as a member of a large international consortium, was 
granted a BOT-project including the construction work to expand and increased cargo volume 
and the concession to manage the port in Maputo, Mozambique for 15 years. 
 
Skanska Europe’s industrial components business, in general, suffered from low profitability, 
in particular its kitchen and bathroom fixtures business (through Poggenpohl). As a 
consequence, and in order to enable greater focus on Skanska’s core business, Skanska took 
the decision to divest practically all its businesses in this segment [2:10/001, 2:10/012]. 
 

“Components manufacturing [windows, floor, etc.]…is intimately related to the construction work…as I 
mentioned construction is a prerequisite for creating value…not a value creation activity in itself 
[012]…once again I stress that this is from a developers point of view and with a developers definition of 
“value”… Components manufacturing has little to do with project development where we truly can add 
value and create profits…this is why we let go of the industry companies…the component manufacturer 
[2:10/012, C. Larsson]…” 

 
Kährs maintained its market share and remained among Europe’s two largest manufacturers 
of wooden flooring together with French Parquets. Essman, in the business of ceilings and 
smoke evacuation systems also maintained its position in France and Germany. 
 
Other operations: Skanska Invest’s investments in core businesses totaled SEK 4.5 billion, 
of which SEK 0.6 billion related to acquisitions of companies, SEK 3.0 billion project 
development and SEK 0.9 billion to other types of investments. Acquisitions of construction, 
civil engineering and real-estate companies during 1998 included the remaining 30% of 
Skanska Finland, Polar Rakennus and Tekra in Finland, a number of construction companies 
in the U.S. including Tidewater in Virginia, CDK Contracting in New Mexico, and Nielson in 
Colorado. An agreement was reached for Skanska to acquire 70% of Karl Steiner Holding, 
Switzerland’s largest project development and construction company and 67% of the 
Argentinean construction company SADE Ingeniería with operations in Argentina, Brazil, 
Chile, Peru, Venezuela and the U.S. [2:10/014, 2:10/017]. 
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“When the Skanska Group bought SADE, Argentina represented a stable economy…SADE had 
substantial businesses across Latin America…the Latin American market is large and the demand strong 
for construction related services…we still believe in this investment in the long-run…I think we have 
played it safe [2:10/017, C. Larsson]…” 

 
Divestment during 1998 of none-core businesses included Boxholm (timberland), Kymmen 
(hydroelectric power), and Sandvik (metals and engineering) [2:10/011]. End-of-year 
Skanska’s shareholdings totaled SEK 9,600 million (11,340), including Scancem, Norrporten, 
Piren, JM, Rörvik Timber, SKF Pandox, Costain, etc. 

Corporate and ownership structure 
Industrivärden and Inter-Ikea Finance A.S. together acquired all Custos’ shares in Skanska. 
Through the transaction, Industrivärden became the largest (29.9% of votes and 7.4% of 
equity), and Inter-Ikea Finance the second largest (10.1% of votes and 2.5% of equity), 
shareholder of Skanska [2:10/024]. 

Other important events 
Skanska’s environmental effort continued, including environmental training for all its 
employees, specifying to its suppliers the environmental standards applicable to the products 
and services Skanska bought, and the implementation of environmental support systems 
[2:10/015]. 
 

Skanska’s strategic focus included to increase its geographic and product-related 
width, strengthen its presence in the local, domestic markets where it was 

established, increase customer focus and to focus on core operations. The rationale was that 
Skanska believed that customers choose a supplier of construction-related services based on 
price, flexibility, speed of implementation, quality and, its ability to offer package solutions. 
In addition, Skanska invested in various forms of human resource development.  

Strategic focus 
The point of departure for Skanska’s overall strategy was to generate profitable growth by 
focusing on construction-related services and project development. Skanska’s financial targets 
included to increase net sales and operating income in core operations by at least 12% 
annually and to deliver an average annual return on shareholders’ equity of at least 15% over 
an economic cycle. 
 
In order to achieve its financial targets, Skanska’s strategy was to increase its geographical 
and product-related width, strengthen its presence in the local, domestic markets where it was 
established, and to increase its focus on customers and core operations. In addition, Skanska 
invested in various forms of human resource development. The rationale was that Skanska 
believed that customers choose a supplier of construction-related services based on price, 
flexibility, speed of implementation, quality, and its ability to offer package solutions. 
 
Acquisitions of construction, civil engineering and real-estate companies during 1999 
included Alex J. Etkin Construction (specializing in various types of building construction), 
USA, Gottlieb Group, USA (specializing in various types of infrastructure projects, such as 
water treatment plants and subway stations) and the construction company SADE Ingeniería, 
Argentina. Growth was, however, primarily “organic” [2:10/014]. Investments in core 
businesses totaled SEK 7.8 billion, of which SEK 0.6 billion related to acquisitions of 
companies, SEK 5.9 billion project development and SEK 1.3 billion to other types of 

1999 
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investments. Divestments of none-core businesses during 1999 included Scancem in the 
business segment of building materials. 
 
To increase its geographical width meant to increase internationalization by establishing 
Skanska’s operations in new geographical markets. The rationale was growth and to 
strengthen its position as a global partner to large multinational customers. Skanska firmly 
believed that in the construction industry acquisitions was often the only realistic alternative 
in order to achieve substantial growth and an international foot-print. International expansion 
was important for Skanska in order to increase its growth rate and to minimize risk exposure. 
During the last couple of years, growth had occurred mainly outside Sweden. By increasing 
its international foot-print Skanska also reduced its exposure to the Swedish market. The 
United States, Sweden, Finland and Denmark were considered to be domestic country 
markets. Skanska’s aim was to further develop its operations in a number of additional 
markets, such as Great Britain, Norway, Latin America and the rapidly growing Central 
European market [2:10/014]. 
 
To increase its product width meant to work throughout the entire value chain, from concept 
development to operation and maintenance, to grow in new market segments with high 
growth potential, e.g. telecommunication [2:10/021]. 
 
To increase customer focus meant to increase focus on customer needs and to create long-
term relationships through facility management services. In facility management Skanska 
included O&M and renovation of properties, as well as other responsibilities for long-term 
space planning, security systems and other services. 
 
Skanska’s core operations encompassed building and civil construction-related services and 
project development. To focus on core operations meant to divest businesses and assets that 
fell outside what was defined as core operations, e.g. components companies in Skanska 
Europe. The rationale for divesting non-core businesses and assets was to free capital in order 
to invest in core operations and to create shareholder value. Sizable sums generated from the 
divestment of non-core assets had been transferred to shareholders in order to increase 
shareholder value. Its strategy in this respect was to return to its shareholders any funds that 
could not be invested in business operations with good expected return. This was to be done 
in an optimal way from a tax point of view. Examples were the transfer of the real-estate 
company Drott to Skanska’s shareholders and the buy-back of up to 10% of Skanska’s shares. 
By divesting fixed assets, greater financial flexibility could be achieved and the return on 
assets increased. In addition, its high liquidity enabled Skanska to reduce loan liabilities 
during 2000 [2:10/006]. 
 

“By transferring Drott to our shareholders we increased our shareholder value and trimmed our balance 
sheet [2:10/006, C. Larsson]…” 

Marketing, sales and distribution channels 
In terms of market share, Skanska had its strongest footprint in Sweden (10.5 % market share) 
followed by Finland, (4.5%), Denmark (2.5%), Argentina (1.3%), Norway (0.7%), Poland 
(0.7%), and the United States (0.5%). 
 
The buyers of real-estates from Skanska Project Development and Real-Estate were primarily 
institutions, real-estate companies and corporations. Some major customer accounts of 
Skanska included AstraZeneca, AT&T, Ericsson, Coca-Cola, Disney, Hard Rock Cafe, IKEA 
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[2:10/025], Lucent Technologies, NASDAQ, Nokia, Pfizer, Pharmacia & Upjohn, The Port 
Authority of New York and New Jersey, SAS Radison, Sonera and Toys’R’Us. 
 
During the year Skanska decided to more actively promote its brand. The objective was to 
create a perception, among stakeholders, of a brand that reflected a new set of values with 
regard to the corporation’s business development, communications and behavior. Such values 
were employee commitment, competence, and expertise/reliability in terms of quality, 
delivery lead-times and social responsibility. 

Product strategy and product portfolio 
Channeling of knowledge was carried-out through Skanska Institute of Technology, e.g. by 
various types of courses and seminars and through the so-called Competence Centers. Each 
Competence Center consisted of about 15 delegates from different companies and business 
areas entrusted with managing issues affecting several disciplines in a specific area. 

Operations 
Real-estate operations: Project development with a long-term investment horizon, as well as 
property management, took place through Skanska Project Development and Real-Estate. 
Because of the need for specialized knowledge, long-term project development had been 
organized in a separate business area, independent of the geographical location of projects. 
Long-term project development resulted in a portfolio of investment properties plus 
ownership stakes in other types of projects, e.g. BOT projects. The earnings of Skanska’s 
project development business consisted of three parts, construction profits from design and 
pre-construction engineering, profits from ongoing property management, and capital gains 
on divestments of projects. 
 
Skanska Project Development and Real-Estate developed commercial real-estate and 
infrastructure projects. Skanska’s project development related to projects in which Skanska 
invested its own capital. The business area’s strategy included to increase its international 
footprint and turnover in its property portfolio, to minimize risk in project development by 
having as few speculative construction projects in its portfolio as possible, and to increase 
BOT capabilities and offerings. According to the corporation’s and the business area’s 
internationalization strategy, the business area established local presence in St. Petersburg and 
Moscow, Russia, and in Buenos Aires, Argentina [2:10/017]. 
 

“In Russia, Project Development Europe opened a very small office…one person…in order to evaluate 
the Russian market…we made an U-turn and left Russia…we don’t invest in Russia, the risk [political 
and financial] was too big…however the construction side [within Skanska] are working in Russia 
through project exports…it’s less risky since you are paid all along the project…if you are not paid you 
may stop further construction work…and you are able to insure against some of the risks… To establish a 
local subsidiary and to make all the necessary investments and not knowing how, or if, you can exit the 
market…that’s risky…it’s a completely different risk profile compare to project exports [2:10/017, C. 
Larsson]…” 

 
In order to minimize risk, many of the projects completed over the past few years had been 
largely leased even before groundbreaking. BOT operations focus mainly on airports, harbors, 
hydroelectric power, roads, bridges and hospitals. In Great Britain, an agreement was reached 
regarding a BOT-project, Kings College Hospital, outside London. The project was to be 
implemented in collaboration with Costain and other construction companies. 
 
During the year, Skanska developed completed properties with a book value of SEK 1,259 
million and the business area approved the construction of new projects totaling investment of 
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about SEK 1.3 billion. These new projects included office buildings for Ericsson, Intentia and 
Telia in Stockholm, and Malmö. Properties totaling a price of SEK 1,438 million were sold. 
With regard to property management, the demand for office and commercial space in Sweden 
remained good in the metropolitan regions where Skanska’s properties were primarily 
located. The occupancy rate rose from 90% to 92% in space and from 93% to 94% in terms of 
rents. 
 
Construction operations: In Europe, Skanska often worked with its own staff in all phases 
of the construction process. In the United States, however, it was more common for Skanska 
to be responsible for project and construction management, while the construction work itself 
was outsourced to subcontractors. Construction operations including project development 
with a short-term investment horizon, i.e. a turn-over period of less than 18 months, took 
place in Skanska’s geographical business areas, i.e. Skanska USA, Skanska Sweden and 
Skanska Europe. Construction operations were characterized by high capital turn-over, low 
margins and little tied-up capital, especially in residential projects. The return was relatively 
high and the financial risk low. Investments in short-term projects thereby constituted a way 
of increasing corporate profits in construction operations while limiting risks. The low 
margins, however, posed special demands on efficiency, cost control, and risk management 
[2:11/023]. 
 

“The margins in the construction industry is very low…maybe 2.5-3%…our vision is to have a 4% profit 
margin…this is because we have quite a few projects which are not profitable…if we could get rid of all 
such projects we would reach our target of 4%…estimating risk and managing risk in other words 
essential [2:11/023, M. Williamson]…” 

 
This kind of operations is more sensitive to interest rates compared with long-term project 
development and real-estate operations. The operative risk was limited by the fact that 
Skanska worked in many geographic markets with different economic cycles. The 
construction time for a real-estate project was estimated at 15 months, counting from the 
construction decision to project completion. The throughput time from groundbreaking to 
divestment of a completed project varies. Skanska’s ambition was to shorten this throughput 
time in order to create room for new projects without increasing tied-up capital. 
 
Skanska USA had grown organically but primarily through acquisitions. In the very 
fragmented American building and civil construction market, Skanska USA was the fifth 
largest construction company in terms of sales. Early in 1999, Skanska acquired all shares in 
SADE Ingeniería y Construcciones, an Argentine-based construction company primarily in 
power industrial, oil and gas and other civil constructions. SADE operated in a number of 
Latin American countries and the U.S. where the market potential was estimated to be good. 
The company’s 1998 sales totaled SEK 2.9 billion and it employed approximately 4,600 
people. Through the acquisition of SADE, Skanska established operations in Argentina, 
Venezuela, and consolidated its position in the U.S. SADE was to be managed through 
Skanska USA [2:10/014]. 
 
Skanska USA estimated that customers in the American market preferred to work with 
specialized contractors with knowledge in specific fields of constructions. This included 
specialists in highways, marine construction, health care facilities, sports and entertainment 
facilities, office buildings, residential properties, telecommunication and so on. During the 
autumn Skanska’s American subsidiary Skanska USA and MasTec (an American supplier of 
end-to-end solutions for data and telecommunication) formed an alliance for project 
management assignments related to the expansion of data and telecommunication 



Skanska 

 

223

infrastructure in North America. Skanska USA and MasTec offered to undertake assignments 
for the data and telecommunication industry, focusing on the development of fiber-based 
networks (planning, design and construction services) and performing maintenance of large 
data and telecommunication systems [2:10/021]. 
 
Skanska USA experienced an increasing demand for so called DBOM-projects, i.e. projects 
including Design, Building, Operations and Maintenance, of different specialized facilities. 
 
More than half of Skanska Sweden’s sales were generated in the three largest metropolitan 
regions, i.e. Stockholm, Gothenburg and Malmö. This had been a result of Skanska’s niche 
strategy to focus on the segments of office, shopping malls, logistical facilities and housing 
for elderly in these particular geographical regions [2:10/018, 2:10/020]. 
 

“Our risk profile differs between the four different segments that we target…we target the office segment 
in Malmö, Copenhagen, Stockholm and Gothenburg…we need to consider the trends in real-estate prices 
and rental levels… prices follow a cycle…the “amplitude” in Stockholm represents the largest…when 
prices go down [in Stockholm] they really go down, when they go up, they really go up…we don’t 
develop projects in the inner city of these metropolitan regions…rather just outside…in Stockholm we 
focus on Kungsholmen, Solna…in relative terms it’s less volatile… In addition, we work with shopping 
malls in suburban areas…we have been very successful in this niche market…we were very profitable in 
this segment last year when we sold the entire portfolio [of shopping malls outside the city centers]…we 
had estimated that private consumption was increasing and that this type of shopping facility was 
becoming more common and “accepted” in Sweden…in addition, if you get hold of a construction permit 
for a retail or shopping facility the risk for developing such project is quite small in Sweden…you will be 
able to offer a kind of micro monopolistic opportunity to the buyer of such facility… A third segment that 
we target is large logistical facilities…the reason is that we believe that the transport industry will 
increase efficiency by centralizing warehouses…they are increasingly thinking cubic meters rather than 
square meters…there is a strong demand for this kind of facilities…we are still developing some 
interesting concepts…many things have to be in place before you actually launch and make an effort to 
enter a new segment…building concepts, pricing…and so on… A fourth niche is housing for elderly…we 
will se a massive demand for this kind of facilities…as the population gets older…the municipalities will 
sooner or later have to deal with this…the question remains however if we believe that this will be a 
profitable segment…it’s a very political issue… In order to minimize risk we strategically target…or 
evaluate…the aforementioned metropolitan regions and segments…office, shopping malls, logistical 
facilities and housing for elderly [2:10/018]… Bread and butter in our business is still office space in the 
metropolitan regions… one of our goals within my business unit is to find and evaluate a new niche every 
year…we may either go for it or decide not to enter…last year we evaluated server hotels…we decided 
not to enter [2:10/019, C. Larsson]…” 
 
“In retail construction we no longer have central shopping malls in our portfolio…we are now focused on 
outlets and big box retailing…it’s a matter of risk…rental contracts for central shopping malls span over a 
3-5 year time period…we charge rents based on their sales [2:10/020, C. Larsson]…” 
 
“Office space differs from other business facilities because revenues are generally not generated in that 
specific facility…revenues are detached from the facility…in an office, companies generally have their 
admin staff…unlike hotels and shopping centers where the space itself in a sense generates 
revenues…business is more volatile [in hotels and shopping malls] specially if the rent is attached to their 
revenues…this completely changes the business logic [2:10/020, C. Larsson]…” 

 
One element of Skanska Sweden’s strategy was to expand in the field of project development. 
Another was to expand in the field of O&M, also called facilities management (FM). The 
acquisition of Ericsson Real-Estate & Services, which provided FM services to Ericsson in 
Sweden, was one step in the implementation of this strategy. The acquisition of Ericsson 
Real-Estate & Services was considered an important step in Skanska’s ambition to grow in 
this segment, both in Sweden and other markets [2:10/003, 2:11/011]. 
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“Metaphorically speaking…we used to provide “weather protection” to our customers…protection 
against rain, cold…and so forth…today we have increased our offering…added value to our 
offering…through Facility Management…cleaning, IT support… As a project developer however, we 
have outsourced these services to Skanska Facility Management, Skanska IT Solutions, etc. We provide 
more with less…most of our operations engineers were transferred to these companies…some managers 
as well… We bought Ericsson Real-Estate and Services [from Ericsson]…we entered the business of 
Facility Management in –98 or –99 [2:10/003, C. Larsson]…” 
 
“In practice we entered the business of Facility Management when we acquired Ericsson Real-Estate and 
Services…one need to be careful when entering this kind of service business…so that you don’t ad cost 
rather than value to your offering…in this case I am pretty convinced that this is not the case [2:11/011, 
M. Williamson]…” 

 
Skanska Commercial Buildings showed a significant improvement in earnings as a result of 
its efforts to concentrate into Sweden’s three largest metropolitan regions. Skanska 
Residential Construction focused on increasing efficiency, lowering costs and the average 
throughput time for developing land, from five years to four years. Skanska Residential 
Construction completed about 1,100 homes. Skanska Sweden continued to invest in the 
BoKlok-concept, which targeted customers who prioritized relatively inexpensive housing. 
Jointly with the IKEA, the Swedish-based international furniture corporation, Skanska 
Sweden had developed the BoKlok-concept. BoKlok apartment houses were designed as a 
uniform standard product. The concept included home decorating assistance and a gift 
certificate of SEK 3,000 worth of furniture purchases at IKEA. A BoKlok project consisted of 
at least 18 and at the most 36 apartments. It took about 5 weeks to erect a BoKlok building. 
Until 1999, about 300 BoKlok apartments had been built in seven localities in Sweden. 
Introduction of the concept outside Sweden was planned to take place in the U.K., Norway 
and Poland [2:10/024]. 
 
Other projects targeted the high-end segment, such as Gåshaga outside Stockholm. Gåshaga 
had been adapted to customers who required more exclusive housing in a particularly 
attractive and unique environment [2:12/020]. 
 

“JM is an impressive company, and differs from the rest because they have always been specializing in 
housing construction…Imagine a company that is able to survive a market that goes from approximately 
70,000 apartments constructed per year down to around 10,000…they had a long-term perspective on this 
business…they had done a careful segmentation of the market and targeted the high-end segment, and 
they owned their own land…JM is the only construction company that is truly specialized…of course 
within NCC corporation we have specialized business units…JM have reached far in profiling their 
company…in marketing…particularly towards the end-users…they have established a number of points-
of-sales down town for instance…they have to because this is their target segment…the top high-end 
segment… We have done it too, but are pulling out from this segment and this kind of a market 
approach…it’s not really our segment and consequently we need to approach the market differently…we 
have chosen a segment that is slightly below JM’s…we target a segment with slightly less acquisition 
power…and we construct not only in A-locations… We will not construct any more Gåshaga in the 
foreseeable future…this segment is too risky…timing is very important…in good times everything is 
fine…but you have to be able to foresee the good times…and I have mentioned the project lead-times in 
this industry…otherwise you are not able to sell the apartments…the segment that is slightly below JM’s 
have a relatively strong acquisition power and are not as sensitive to fluctuations in the economy 
[2:12/020, J. Byfors]…” 

 
Important civil engineering projects in Sweden included the Öresund Bridge (completed in 
August 1999) [2:11/004], and Södra Länken. Skanska and Bredbandsbolaget signed a letter of 
intent to jointly develop and build broadband networks. Skanska was thereby taking a further 
step into the growing market for IT-related infrastructure. 
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“I mentioned we had an open relationship [during the Öresund project]…an example is that we came up 
with an idea on how to open the bridge quicker than scheduled…so we offered our customer to redraft the 
contract and to share the additional revenues…tolls…they would get because of this…we actually open 
the bridge six months earlier…in order for this to work we had to have a very professional customer that 
was able to specify on a functional level what he was looking for…the customer was a company 
established by the Swedish and Danish government…they hired the most competent people they could 
find…in order to be able to make this enormous acquisition [2:11/004, M. Williamson]…” 

 
In terms of market areas, Skanska Europe’s operations in Finland and Russia both performed 
well. Skanska’s operations in Russia was managed through the Finnish-based Skanska 
Finland and focused primarily on Moscow and St. Petersburg [2:10/017]. In Danish and 
Norwegian operations, profit growth continued. Operating income in 1999 was however 
pulled down by investments in construction operations in Central Europe. In addition, 
earnings were adversely affected by operations in Africa, which Skanska began to restructure. 
 
In terms of product areas, the business area’s component companies improved its earnings. 
Nevertheless, early 1999, a decision was made to initiate the divestment of Skanska Europe’s 
component companies since such operations were not consistent with Skanska’s core 
operations. As a first step, the components company Essmann was sold as well as Scancem in 
the segment of building materials. 
 
In Finland, Skanska launched “Skanska Entré”. Skanska Entré meant that private customers 
were offered apartments and a competitive financial package with a lower down payment 
through Skanska Finland. Skanska strengthened its position in Norway as it acquired the 
construction companies Aadnøy and Varna. In Denmark, Skanska established itself in the 
strategically important field of installations. Skanska Europe acquired Marty, a manufacturer 
of wooden floors in France. In 1998, Marty had net sales of about SEK 725 million and more 
than 500 employees. The company was managed through Skanska Europe, as part of the 
newly formed Nybron Group, which also included Kährs and Skanska’s other business in 
wooden floors. Nybron also acquired the Norwegian wooden floor manufacturer Langmoen 
Parkett. All together this created one of Europe’s leading companies in the business of 
wooden floors. Skanska’s acquisition of a majority interest in the Swiss construction company 
Karl Steiner Holding could not be completed as planned, since the required regulatory 
approval of the acquisition was not received by the regional government agency in 
Switzerland. In Central and Eastern Europe, Skanska had operations in Poland, the Czech 
Republic, Hungary, Romania, Estonia, Latvia and Lithuania. The eastward enlargement of the 
European Union was expected to have a strong and positive impact on the construction 
markets in these countries. 
 
Other operations: Skanska’s gross investments during 1999 increased from SEK 5.0 billion 
to SEK 8.9 billion. Investments were mainly related to project development, i.e. real-estate 
operations and acquisitions of companies. Divestments, which included the sale of the 
shareholding in Scancem and the divestment of Essmann and OM Gruppen increased from 
SEK 5.2 billion to SEK 12.7 billion. Skanska acquired SEK 1.4 billion (0.6) worth of 
companies and divested SEK 8.8 billion (2.2) worth of companies and shares in associated 
companies. The market value of Skanska’s shareholdings in listed companies amounted to 
SEK 5.0 billion (9.6). 
 
As mentioned, increasingly often Skanska found it was necessary to offer financial solutions 
to customers. The role of Skanska Financial Services (SFS) was to structure and procure 
customer-tailored external financial solutions. Sometimes Skanska could make contracting 
projects possible by participating in their financing, taking a limited risk of its own. In those 
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cases, the task of SFS was also to analyze and manage the financial risks that could arise for 
Skanska. In addition, SFS was responsible for ensuring that Skanska’s cash flow was 
efficiently managed. Other responsibilities included managing Skanska’s financial assets, 
analyzing and managing the financial risks that arose from Skanska’s operations, e.g. in the 
foreign exchange and interest rate fields, risk and damage-limiting measures, including risk 
transfer to third parties. In terms of risk management, Skanska estimated its business risk to 
be low because of the corporation’s pursue of a very large number of projects in different 
geographical markets. During 1999, Skanska implemented a model, Operational Risk 
Assessment, which assisted managers to identify, quantify, and limit its business risks. Risks 
in projects and operations were analyzed and quantified in terms of technical, legal, financial 
and political risks. 

Corporate and ownership structure 
Skanska’s operations were organized into the parent company, Skanska AB, four business 
areas (Skanska Sweden, Skanska Europe, Skanska USA, Skanska Project Development and 
Real-Estate), and three strategic service companies (Skanska Financial Services, Skanska 
Teknik and Skanska IT Solution). In addition, the corporation included organizational units 
for corporate finance, accounting, finance, investor relations, legal affairs, communications, 
environment, personnel, etc. 

Other important events 
Skanska’s Board of Directors decided to allot a total of 294,000 stock options to 10 
individuals in the Corporate Management, among other the President and CEO Claes Björk. 
The Board believed that the options would have a positive effect on future earnings and that it 
was in the best interest of Skanska’s shareholders. 
 
The Swedish National Rail Administration and Skanska reached an agreement late in 1999 on 
the allocation of costs for clean-up and settlement of damages after the 1997 environmental 
accident at the tunnel construction site inside the Halland Ridge rail tunnel, which had led to 
the suspension of the project [2:10/015]. The increasing importance of environmental issues 
became apparent to Skanska in many markets, among them the Nordic countries and the 
United States. Skanska believed that proactive environmental work had a favorable impact on 
Skanska’s sales and profits, both as a consequence of lower costs and by increasing its 
possibilities and opportunities to obtain business. Skanska believed it was well positioned in 
this respect. After having conducted an analysis of its largest projects during 1999, Skanska 
concluded that Skanska’s environmental ambitions often exceed legal and regulatory 
requirements. Environmental standards specified by customers often related to certified 
environmental management systems, environmentally trained employees, waste minimization 
and recycling programs, systematic assessment of materials and suppliers from an 
environmental perspective, energy-efficient solutions, including transport services, and 
documentation of environmental work upon the completion of projects [2:10/015]. 
 
Among Skanska’s most important environmental efforts were SEK 100 million investment in 
the introduction of environmental management systems, Skanska Sweden’s evaluation of the 
environmental activities of 100 of its 120 most important suppliers, Skanska’s participation in 
a project within the EU aimed at increasing opportunities for setting environmental standards 
in public procurement, and the development of a project database containing information on 
projects with special environmental requirements or interesting environmental solutions. In 
addition, Skanska’s risk assessment system was further fine-tuned including environmental 
aspects. This meant that Skanska would not participate in construction projects that it believed 
would result in a serious risks to the environment or to society at large. Similarly Skanska 
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would not acquire companies that were engaged in activities representing a serious risk to the 
environment [2:10/015]. 
 

Skanska’s strategic focus included to broaden its core businesses to new 
geographical markets, e.g. Sweden, Nordic Countries, Central Europe, Western 

Europe, United States, Latin America and Asia [2:10/014], and into new services and areas of 
expertise, e.g. facility management, BOT-projects and telecommunication infrastructure 
consulting and constructions [2:10/021]. Expansion through acquisitions during the year 
focused on country markets in Europe and the United States [2:10/014]. The strategic process 
that Skanska had initiated a few years back in order to focus more sharply on its core business 
was now considered to be essentially completed. 

Strategic focus 
Skanska’s financial targets remained unchanged, including net sales and operating income in 
its core business to increase by at least 12% annually and to have an average annual return on 
shareholders’ equity of at least 15% over an economic cycle. The strategic process that 
Skanska had initiated a few years back in order to focus more sharply on its core business 
through divestments was now considered to be essentially completed. The focus on core 
business had an impact on both the balance sheet and income statement. The increased focus 
was expected to provide a higher overall return on both capital employed and shareholders’ 
equity. 
 
The broadening of Skanska’s core business into new geographical markets [2:10/014] and 
new services occurred concurrently with the divestment of its non-core businesses and assets. 
Its strategy included to strengthen its operations and establish new operations in country 
markets in the following order: Sweden, Nordic Countries, Central Europe, Western Europe, 
United States, Latin America and Asia [2:10/014]. Skanska’s product portfolio was to be 
developed in areas such as Building Construction, Civil Construction, Project Development, 
BOT, FM and Telecommunications [2:10/021]. 
 
Expansion through acquisitions during 2000 focused on country markets in Europe and the 
United States. New “domestic markets” were established in Norway, the Czech Republic, 
Poland and Great Britain. Acquisitions of construction, civil engineering and real-estate 
companies during 2000 included: Barclay White, USA, Baugh Enterprises, USA, Exbud, 
Poland, IPS, Czech Republic, Kvaerner Construction, later renamed Skanska UK9 (including 
50% of Gammon in Hong Kong with operations China, India, Singapore and other Southeast 
Asian markets as well), Proconord Larsen, Finland [2:10/014], Ericsson REM in Sweden 
[2:10/003], and a majority of the shares in the Estonian construction company EMV 
[2:10/014]. Investments in core businesses totaled SEK 15.7 billion, of which SEK 6.0 billion 
related to acquisitions of companies, SEK 7.7 billion project development and SEK 2.1 billion 
to other types of investments. Divestment during 2000 of none-core businesses included 
primarily component companies, e.g. manufacturers of kitchens, flooring and similar 
products, and shares in other listed companies, e.g. JM (construction and real-estate), 
Norrporten (commercial real-estate), Piren (commercial real-estate), and SKF (industrial 
bearings steel) [2:10/011, 2:10/020]. 
 

                                                           
9 Also part of Skanska UK were the remaining joint venture projects with the British construction company 
Costain, which comprised a majority of Skanska’s operations in Great Britain prior to the 2000 acquisition. 
 

2000 
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Skanska’s acquisitions in Poland and the Czech Republic were investments based on expected 
growth over the next few years. Skanska estimated that there was a large need for 
infrastructure, commercial space and housing in these markets. In these markets Skanska 
expected a higher growth, particularly in connection with the enlargement of the European 
Union [2:10/014]. 
 
In addition to focusing on core operations and international expansion, Skanska’s strategy 
included to focus on BOT-projects [2:10/016] and specialized services, e.g. facility 
management, as well as increasing its specialized areas of construction, e.g. telecom 
infrastructure constructions [2:10/021]. The overall objective was to offer customers a 
package solution, however to purchase services and systems from specialized subcontractors 
[2:10/016, 2:14/013]. 
 

“I also think that companies, in general terms, are looking for increasing their scope…from products to 
systems and turn-key solutions such as BOT projects offered by the largest construction companies…just 
like we are when we develop and sell systems of wooden joists rather than wooden beams…we try to sell 
a solution incorporating all our know-how in the products we develop [2:14/013, P. Carlsson]…” 

 
With regard to privately financed infrastructure projects (BOT-projects), Skanska developed a 
methodology for carrying out a risk assessment. This included an analysis of risks connected 
to the construction portion of the project, as well as an analysis of the risks associated with an 
ownership role and responsibility for management of the facility. Also when acquiring 
companies, a comprehensive risk assessment was developed [2:10/016]. A major BOT-project 
awarded to Skanska through SADE; a highway project in Santiago de Chile. The project was 
awarded in cooperation with Spanish-based Dragados. Skanska’s share of the Santiago de 
Chile project was 48%, and the total value of the project about SEK 7.2 billion. 
 
The newly established Skanska Telecom Networks became responsible for managing and 
developing international operations in this industry [2:10/021]. Skanska’s services primarily 
related to design, technology and construction of the infrastructure. Skanska also began to 
investigate the possibility to offer facilities management on an international scale. 

Marketing, sales and distribution channels 
IKEA and Ericsson were examples of customers for which Skanska was carrying-out a 
number of construction projects in different parts of the world [2:10/021, 2:10/025]. 
 

“Ericsson has been a very large customer…we have developed projects for Ericsson in Lund, 
Gothenburg, Stockholm, Kista, Sundbyberg…Ericsson-Hewlett Packard has also been a large customer in 
Stockholm and Gothenburg…Electrolux as well… No doubt, Ericsson has been our largest customer the 
last decade [2:10/021]… Today our customer portfolio is more balanced, we still have large customers 
within the telecom industry…Skanova…but also from the banking industry…Nordea…and the insurance 
industry, If [2:10/021, C. Larsson]…” 

Operations 
Real-estate operations: Real-estate operations relates to property development, property 
management, and property acquisitions and sales. Project Development related to the 
development of commercial real projects. Skanska’s objective in this respect was to decrease 
the total lead-time for the development process, i.e. the process of leasing, planning, 
constructing and divesting. The target was that such process would average three years and 
the development gains totaling a minimum of 25% of the invested capital. Skanska Project 
Development was engaged in 23 projects, of which 17 in Sweden. Projects in Stockholm 
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totaled 65% of expected investment volume, followed by Malmö (13%) and Gothenburg 
(4%). During the year, four real-estate projects were completed and two of them sold. 
 
In terms of property management, the occupancy rate rose from 92% to 93% in terms of space 
and from 94% to 95% in terms of rent. Skanska expected more and more companies over the 
next few years to divest or to phase-out their internal service functions by means of 
outsourcing. This trend was expected to generate a rapid growth for FM services, especially in 
the Nordic markets. As a consequence, Skanska Services was established in March 2000 after 
the acquisition of the Real-Estate and Services (REM) unit of Ericsson [2:10/003]. The 
business area included Skanska’s FM operations as well as the service companies Teknik and 
Skanska IT Solutions. The business that was taken over from Ericsson reported annual sales 
of approximately SEK 2.1 billion and had about 650 employees [2:10/003]. 
 
Construction operations: Construction services related to building and civil construction. 
Building construction included both residential and commercial premises. Civil Construction 
related primarily to roads, bridges, harbors and tunnels. 
 
In New York, USA a consortium led by Skanska, the Air Rail Transit Consortium was 
awarded a major BOT contract for the construction of a high-speed railway. Skanska was 
responsible for the design and construction portion of the project together with New York-
based Perini Corporation. Skanska’s share was 80%, which meant a total contract value of 
more than SEK 5 billion. Bombardier Transit Corporation was further responsible for the 
future O&M the line. 
 
Other operations: Skanska’s capital investments totaled SEK 16.5 billion during the year 
while divestments totaled SEK 17.1 billion. Skanska acquired SEK 6.0 billion worth of 
companies and divested SEK 8.5 billion worth of companies and shares. 
 
With regard to New Business and Telecom Networks, Skanska entered the telecom operator 
business though Orange Sweden. Orange Sweden, owned by Skanska (10%) together with 
France Telecom, the Norwegian-based publishing group Schibstedt and the Swedish-based 
broadband company Bredbandsbolaget, was awarded one of the 3G licenses in Sweden. The 
investment was part of Skanska’s strategy to enhance its know-how in the IT and telecom 
industry [2:10/021, 2:10/019, 2:09/012]. 
 

“Three years ago we entered the telecom business through a 10% interest in Orange…Orange was 
awarded one of the 3G licenses in Sweden… at the time, the logic behind this was simply that everything 
that had to do with telecommunication and IT was good business…anybody that came to a different 
conclusion was considered crazy…the whole world believed in this…we were thinking like just like 
everybody else…at the time it was the right decision…today we can say that this was a wrong 
decision…the idea was to be able to offer telecom services as part of our Facility Management 
offering…if it becomes standard to have fiber optical networks installed in buildings we will have to 
install it…and maintain it if we include this in our Facility Management concept…today, since fiber 
optical networks are not standard in buildings, we deliver buildings with empty tubes so if the customer 
requires such network is easily installed…from this perspective our efforts in the telecom industry was 
not entirely irrational [2:10/021]… The server hotels that I mentioned was different because this is 
actually a building that we need to develop…we knew that by adding just a little more fire safety and an 
air-condition we could call a warehouse a server hotel and double the rent… The whole telecom and IT 
industry went down in a matter of months…fortunately we never entered this segment…nobody talks 
about server hotels today [2:10/019]… We never took a strategic decision, and haven’t actually decided 
yet if we are to operate telecom networks in buildings or if we should contract external operators 
[2:10/021]… We continue to develop intelligent buildings…it’s the future…it’s a merger between 
telecom, IT, and the construction industry [2:10/021, C. Larsson]…” 
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“Skanska, NCC, our suppliers are also looking to offering FM services…many companies are 
involved…telecom operators and suppliers are looking to operate our customers’ communications 
networks…this is also an FM service…many industries converge through FM [2:09/012, C. Linné]…” 

 
Through acquisition Skanska rapidly increased corporate sales. The operations of the acquired 
companies included building and civil construction, mining development and electrical 
installations as well as design and other construction services [2:10/014, 2:10/028]. This 
strategy was however eventually abandoned for some segments, e.g. electrical installations. 
 

“Electrical installations are getting more and more complex which drives costs…installations represent a 
substantial cost of the total construction cost… We purchase most of the installation services [2:10/028, 
C. Larsson]…” 

 
Through the acquisition of American Exbud, Skanska’s sales increased with approximately 
SEK 5.3 billion and the number of employees with some 14,000. The acquisition took place 
in several stages with an investment totaling about SEK 1.2 billion. IPS’s sales, from the 
Czech Republic, totaled SEK 5.7 billion and the number of employees was about 7,900. 
Skanska’s investment totaled about SEK 0.6 billion. In Estonia, Skanska acquired 100% of 
the shares in the listed construction company EMW. The investment totaled SEK 0.1 billion. 
EMW had building and civil construction operations in Estonia, Lithuania and Latvia. The 
company reported sales of approximately SEK 300 million and had more than 500 employees. 
Skanska acquired two small asphalt companies in Finland, Sata-Asfaltti and Savatie. These 
investments totaled slightly more than SEK 0.2 billion. In addition, Skanska acquired all the 
shares in Finnish Böge Larsen and Proconord International, totaling about SEK 0.1 billion. 
The operations of these companies included technology, design and project management for 
IT infrastructure [2:10/014]. 
 
Skanska divested its shareholding in Swedish commercial real-estate company Piren 
[2:10/002, 2:10/020]. The divestment of the shareholding in Piren was the final step in the 
sale of Skanska’s shopping centers, which had been sold to Piren in 1996 in exchange for 
shares in Piren [2:10/020]. Skanska accepted an offer from NS Holding to sell its 25% 
shareholding in the Swedish commercial real-estate company Fastighetsaktiebolaget 
Norrporten [2:10/002]. The divestment represented the completion of Skanska’s sale of its 
properties in central Norrland, which had been sold to Fastighetsaktiebolaget Norrporten in 
1996 in exchange for shares in Norrporten. In addition, Skanska sold its entire shareholding in 
the Swedish-based bearings and steel corporation SKF [2:10/011]. The component companies 
Elitfönster (windows manufacturer) and Nybron (wooden flooring manufacturer) were sold, 
and Poggenpohl (kitchens and bathrooms) was taken over by Nobia [2:10/001]. Nobia’s 
takeover of Poggenpohl was executed through a new share issue which gave Skanska a 
minority stake in Nobia. Skanska divested its remaining equity interest in the Swedish 
construction and real-estate company JM [2:10/002]. As a consequence of the acquisition of 
the British-based company Kvaerner Construction, Skanska sold its entire shareholding in the 
British construction company Costain. Skanska divested its dredging operations by selling 
Skanska Dredging in Sweden and Skanska Rouppaus in Finland. 

Corporate and ownership structure 
Because of its strong expansion during the last couple of years and in order to streamline the 
organizational structure to its processes, Skanska introduced a new, flatter organizational 
structure, based on three fields of operations, Project Development, Construction Services and 
New Business [2:10/004, 2:10/013], and a relatively large number of BUs reporting directly 
to the corporate Executive Team. The Executive Team, which consisted of the CEO and four 
Executive Vice Presidents, worked with Skanska’s continued expansion into new product and 
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market segments. The team also focused on factors crucial to profitability, e.g. management 
development, business development and control systems. Within each field of operations 
there was a number of Business Units, totaling 18. The BUs consisted of construction service 
companies in different regions as well as units active in project development. 
 
Project Development included BU Skanska Project Development Sweden, BU Skanska 
Project Development Europe, BU Skanska Project Development USA and Skanska BOT. 
Construction Services included Skanska Sweden, Selmer Skanska, Skanska Danmark, 
Skanska Finland, Exbud Skanska, IPS Skanska, Skanska UK, Skanska USA Building, Beers 
Skanska, Skanska USA Civil, SADE Skanska, Skanska International Projects. New Business 
included two new BUs are related to services and telecommunication, BU Skanska Telecom 
Networks, and BU Skanska Services, the former responsible for consulting services 
concerning the design, technology and construction of telecommunication infrastructure and 
the latter responsible for Skanska’s FM operations [2:10/021]. 
 

“We have a very process oriented organization…the product actually runs through the organization as we 
develop it… The regional project director are supported primarily by Skanska Sverige responsible for the 
construction work…the regional real-estate director are primarily supported by Skanska Services or 
Facility Management as we call it in Sweden…the business development directors are responsible for the 
transactions…we pretty much support them within the business unit…sometimes we may require 
assistance from Skanska Financial Services, if the transaction gets complicated in one aspect or another… 
You could say that this is one way of industrializing the project development and constructions work…to 
allow the product to run through the organization, a process oriented organization…like a manufacturing 
line [2:10/013, C. Larsson]…” 

Other important events 
With regard to the environmental strategy, Skanska carried-out an analysis of order bookings 
during 2000 including all construction projects with a contract value exceeding SEK 10 
million. The number of large projects implemented with an “environmental dimensions” 
totaled 547. In 391of these cases (SEK 36 billion), Skanska had taken environmental 
initiatives beyond legal and regulatory requirements. Skanska’s customers had taking similar 
initiatives in the remaining 156 case (SEK 15 billion). The total order value of projects with 
such environmental ambitions was about SEK 51 billion, or about 40% of Skanska’s order 
bookings for 2000 as a whole [2:10/015]. 
 
Together with the German construction company Hochtief, Skanska participated in the 
establishment of AECVenture, a global electronic marketplace for construction-related goods 
and services. Its purpose was to make the construction process more efficient, cut costs and to 
offer attractive business opportunities. This market place was to be opened to all players in 
the construction industry. The market place was to be expanded with regional exchanges 
[2:10/022, 2:11/020]. 
 

“Together with the German construction company Hochtief, we established AECVenture; a global 
electronic marketplace for construction-related goods and services…our objective was to lowers our costs 
by increasing volumes [2:10/022, C. Larsson]…” 
 
“The Öresund Bridge project was different also in this respect…we created a separate company or 
consortium Sund Link… I was the President of Sund Link…everybody in the project belonged to the 
consortium Sund Link…not their parent company…I myself was on leave from Skanska…it’s easy to do 
this on the paper…the most important thing is to get in peoples mind that they belong to a new 
organization…we managed to do this [2:11/020]… I was requested by the representatives from Skanska 
in the board of Sund Link to do what was best for Sund Link, not for Skanska…this meant that not only 
the people in Sund Link had to get this in their mind [to prioritize Sund Link rather than the parent 
company]…the board of Sund Link needed to think the same way, otherwise they could have asked me to 
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prioritize Skanska and various subsidiaries within Skanska in the project…purchase from Skanska when 
there were other better solution for instance…the people involved in Sund Link and the board of Sund 
Link truly put the project first and foremost…this is probably one of the reason’s we were very 
successful… We all realized that focusing on Sund Link, the project and the customer would make all the 
parent companies successful…the German and the two Danish companies and us [2:11/020, M. 
Williamson]…” 

 
Skanska’s strategic focus remained unchanged. Skanska’s financial strategy, 
however, was fine-tuned and specified in greater detail. Such strategy included, 

among other things, to improve evaluation of pricing and risk in the tender offer stage and to 
decrease the capital tied up in fixed assets for contracting operations [2:10/016]. As a result of 
the new financial strategy, Skanska’s Board of Directors established new financial targets for 
the next three-year period 2002-2004. Skanska presented a weak income statement (net profit, 
margin) and balance sheet (ROA). In fact, this was a record year (all-time low) considering 
the period 1994-2001 (see Figure 8:6 and Figure 8:7). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 8:6 Skanska net profit and net margin 1994-2002 (source: Skanska) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 8:7 Skanska ROA (%) 1994-2002 (source: Skanska) 
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As a result from its strategy (e.g. to reduce fixed assets) and due to the poor financial 
performance, Skanska began to reduce total number of employees and total assets (see Figure 
8:8 and Figure 8:9). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 8:8 Skanska number of employees 1994-2002 (source: Skanska) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 8:9 Skanska total assets (MSEK) 1994-2002 (source: Skanska) 
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financial items as a percentage of net sales) in construction-related services between 2.5-
3.0%. With regard to the return on capital employed (project development and BOT) the 
target was a minimum of 16%. On a corporate level, Skanska’s target was to have a 
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between 0.4-0.6% and the equity/assets ratio (i.e. shareholders’ equity as a percentage of total 
assets) in the 20-25% range. In addition, Skanska’s corporate financial targets included to 
have an average organic growth in net sales of 4-5% and a return on shareholders’ equity of 
above 16%. In addition, the financial strategy included to improve evaluation of pricing and 
risk in the tender offer stage, decrease overhead costs as a percentage of sales, increase 
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productivity at project level, decrease the capital tied up in fixed assets for contracting 
operations, and increase the turnover rate in commercial and residential project development. 

Product strategy and product portfolio 
The new organizational structure of Skanska was, in principle, geographically based. This led 
R&D efforts towards facilitating the flow of information between internationally spread BUs, 
companies, and projects. The IT-based Skanska Knowledge Network is an example of a 
development project in this direction. Skanska Knowledge Network was put in operations 
during 2001 and contained information on all completed and ongoing projects within Skanska 
and names of the individuals in charge of them [2:10/023, 2:11/005]. 
 

“Skanska Teknik is responsible for Skanska Knowledge Network…our ambition is to diffuse the know-
how we have internationally…if you are going to do something, somebody else within Skanska has done 
before… Skanska Knowledge Network is like an internal communications system…a search engine 
enables people to find other people…an experts or somebody with experience from a similar project or 
assignments…you can find people in many different fields…technology, legal…I think this is a great 
idea…it’s to early to evaluate the system…it takes time…because we have to register an enormous 
amount of people and reference projects [2:10/023, C. Larsson]…” 

 
What such support systems however could not do was to encourage information and 
competence sharing, often embedded in the social interaction during projects [2:11/005, 
2:14/022]. 
 

“To run projects is like a good piece of craftsmanship… The things we learned during the Öresund 
project we try to spread across our organization…as I mentioned this is not an easy task…I am convinced 
that if you made survey among the participants in the Öresund project, one important factor that would 
come out as a success factor would be “because we liked working together”…”we were honest to each 
other”…if you have been in a project where you have this kind positive attitude toward each other…it’s 
really hard to explain to other people…it’s great…what we do is that we put the people that participated 
in the Öresund project in various projects…so they can work on creating this attitude in other 
projects…to spread the know-how they gained during the Öresund project…work processes and so forth 
[2:11/005]… I don’t think Skanska Knowledge Network is the answer to the question of how we could 
improve the transferring of know-how within Skanska… Skanska Knowledge Network is one way of 
reaching out to the different projects that are spread across Sweden…we are very decentralized…maybe 
this can assist us in making people understand that things are changing…you belong to something 
greater…a corporation…and for people to understand why we need to change…the expectations of our 
shareholders, the Swedish building commission, our own vision within Skanska Sverige… Skanska 
Knowledge Network can assist us in this…to spread information [2:11/005, M. Williamson]…” 
 
“Today, unfortunately, we have no industry standard for how the construction process is to be carried-out 
in the most efficient way…this is totally managed on an individual level…by the project manager…it 
varies from project to project…that’s why we need to cooperate across the industry…I mean most of us 
have attended to one of those management courses…they talk about the importance of “team-
building”…you need to work with people that you like…that inspires you and the entire project 
organization… Now, look at the construction industry…the construction projects and 
processes…competitive tenders are sent out by the project organization to potential suppliers for all the 
details that need to be purchased…the cheapest proposal is selected…every time the project organization 
constitutes of different companies and individuals that need to get to know each other…the construction 
process itself is complicated…now add the process of new people getting to know each other in every 
new project…this is also a complicated process…this way of doing things doesn’t favor team 
building…nor the creation of a spirit in which everybody works for the benefit of the project rather than 
the company they represent or for they own personal sake…already from start the project has a problem 
so to speak [2:14/022, P. Carlsson]…” 

Operations 
Real-estate operations: Skanska’s strategy with regard to its real-estate operations included 
to increase the turnover in the real-estate portfolio by divesting fully developed properties and 
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investing in new project development. Axa Sun Life, one of Europe’s largest insurance 
companies, bought Skanska’s remaining properties in London. All three phases of the West 
End Business Center in Budapest, Hungary, were sold to a group of German insurance 
companies. Skanska sold a number of shopping centers in central and southern Sweden. 
Together with the Swedish real-estate company Vasakronan, Skanska established a joint 
venture company with the purpose of exploiting building rights for residential and 
commercial space. As a consequence of its strategy, investments in real-estate projects 
increased from SEK 7.7 billion to SEK 9.4 billion and divestments from SEK 8.2 billion to 
SEK 12.1 billion. 
 
Construction operations: Construction Related Services took place in 12 different business 
units, grouped into Scandinavia (Sweden, Norway and Denmark), Europe (Finland, Poland, 
the Czech Republic and Great Britain), USA and Other Markets (Argentina, Hong Kong, 
India and International Projects). 
 
With regard to Project Development and BOT, Skanska Project Development developed 
commercial real-estate projects for their own account. During 2001, Skanska Project 
Development completed 18 projects, of which 4 were sold during the year. End-of-year the 
number of ongoing projects totaled 11 of which 8 were located in Sweden. In order to reduce 
risk, 91% of rentable space had been pre-leased before project start. In order to reduce risk in 
the BOT portfolio, however, Skanska’s ownership stake varied from approximately 10-50%. 
Skanska had ownership interests in six BOT projects related to roads, harbor facilities, power 
plants, hospitals and prisons. The BOT portfolio consisted of; Build, Harbor in Maputo, 
Mozambique, Ponte de Pedra Hydroelectric Power Station in Brazil, North-South Toll 
Highway in Chile, Kings College Hospital in Great Britain; Operate, Bridgend Prison in Great 
Britain, Nelostie Motorway in Finland; Transfer, Cahua power company in Peru. The 
strongest growth for BOT projects or Private Finance Initiative (PFI), using the British term, 
was in Great Britain, where demand for this type of projects was rapidly increasing. 
Investments in BOT projects generated long-term stable revenue streams. BOT projects were, 
hence, attractive for long-term institutional investors, such as life insurance companies and 
pension funds. In 2001, Skanska sold its ownership stake in a BOT project for the first time; 
the 40% interest in the Cahua hydroelectric power company in Peru. 
 
Among other major project starts were Skanska’s and Tidewater’s bridge over Cooper River 
in South Carolina. This was a good example of Skanska’s ability to develop a specific know-
how in one of its home markets and actually being able to transfer such know-how to the 
international market. The shape and technical design of the bridge over Cooper River was 
very similar to the cable bridge that Skanska build outside Uddevalla in Sweden between 
1997 and 2000. 
 
Within the field of operations Construction-related Services, private business represented a 
growing share of Skanska’s construction operations. This was one of the reasons Skanska also 
experienced an increasing proportion of projects procured by direct negotiations instead of 
competitive bid fixed-price tenders. This in turn resulted in a lower risk profile for Skanska. 
Increasingly, Skanska often had overall management responsibility for turn-key projects. This 
led Skanska to increase the proportion of construction work performed by subcontractors. In 
2001, expanded project management assignments accounted for about one third of Skanska’s 
total net sales. 
 
Skanska International Projects specialized in energy and transportation projects, where 
Skanska expected increased growth and profitability. Activities outside these fields Skanska 
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planned to gradually phase out. Major project starts during the year included the 109 km 
Channel Tunnel Link with high speed trains, beneath the English Channel, linking London 
and Paris. 
 
Other operations: Skanska’s gross investments totaled SEK 13.1 billion, while divestments 
totaled SEK 12.9 billion. Skanska acquired companies and shares totaling SEK 0.4 billion and 
divested companies and shares in associated companies valued at SEK 0.2 billion. The 
Swedish installation company Coromatic, the British telecom company MG 
Telecommunication and additional shares in the South African construction company 
Cementation Africa were acquired [2:10/014, 2:10/021, 2:10/028]. 
 
By 2001 Skanska Services operated in Sweden, Denmark and Great Britain. The most 
significant growth was in the Nordic markets, which was a result of a clear trend toward 
companies outsourcing facility management in order to improve the efficiency of such 
services. Skanska expected that the increase in privately financed (BOT) projects also would 
increase the demand for O&M services and strengthen the growth potential of the business 
unit. During the year Skanska Services expanded and renewed FM contracts with Ericsson. 
This was possible because Skanska Services managed to improve the efficiency by 20% 
compared to Ericsson’s internal support operations [2:10/003]. 
 
According to the corporate strategy to minimize risk, Skanska Financial Services and 
corporate staff, as a first step, conducted a general review of the risk assessment and 
management processes within Skanska. A second step was to adapt such processes and 
decision-making systems to Skanska’s new strategy and organizational structure. The risk 
review included business risk, financial risk, foreign exchange risk, interest rate risk, and 
funding and liquidity risk. 
 
With regard to business risk, Skanska’s operations provided a systematic risk diversification 
due to the large number of projects and the diversity of such projects. Moreover, the large 
number of projects took place in numerous geographical markets and targeted many different 
customer segments. How the business risk was to be minimized was dependent on the specific 
characteristics of the project. For construction projects Skanska used its Operational Risk 
Assessment (ORA) model. Skanska limited or eliminated the identified risks by various 
methods, e.g. through transfer of risks to a third party, through risk ceilings in its contractual 
obligations or by allowing the pricing of the project in question to reflect its risk assessment. 
For the construction portion of Development and BOT projects, Skanska used the same 
assessment and management model as in traditional construction projects. With regard to 
acquisitions, all companies within Skanska were requested to implement their financial 
transactions through Skanska Financial Services (SFS) which in turn interacted in a 
coordinated way with external financial institutions. In 2001, Skanska’s Board of Directors 
approved a new Financial Policy for the corporation. It regulated responsibilities between the 
Board, the Senior Executive Team, SFS and the business units, and established limits for 
financial risk management. Project revenues and costs were mainly incurred in the same 
currency. Exchange risks were, thus, limited. Known and budgeted financial flows were 
hedged, e.g. when divesting foreign assets. Shareholders’ equity in foreign subsidiaries was, 
however, not hedged, because these investments were of a long-term nature. Interest rate risk 
was defined as the risk of negative impact in case of a change of one percentage point in 
interest rates. This risk was never to exceed SEK 100 million on a twelve month basis. 
Funding and liquidity risk was defined as the risk that Skanska could suffer from lack of 
liquidity or not readily available external financing sources. The target was to have at least 
SEK 4 billion available through liquidity or committed credits. 
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Corporate and ownership structure 
In 2001, Skanska implemented an adaptation of its organizational structure [2:10/004]. The 
rationale for the organizational structure was to increase Skanska’s focus on customers and 
customer relationships by linking the BUs more closely to Skanska’s Senior Executive Team. 
This would enable Skanska to respond more quickly to new business opportunities, new 
market trends and changing customer needs. In addition, the new organizational structure 
aimed at lowering costs by increasing the potential for synergies. 
 
The corporate structure continued to have three fields of operations, i.e. Project Development 
and BOT, Construction-related Services and Services [2:10/004]. The 17 BUs, under the three 
fields of operations, reported directly to the Senior Executive Team, which consisted of the 
CEO and five Executive Vice Presidents. No changes were made to Project Development and 
BOT, Construction-related Services. The general idea was to have an organizational structure 
that reflected its main business processes as well as the product life cycle of its products 
[2:10/004, 2:11/012]. 
 

“We used to have five business areas: USA, Europe, Sweden, Project Development and BOT and 
Services… Facility Management belonged to the business area Services… during the spring of that year 
[2000] we established 18 business units…today we have…15 I think…the business unit Telecom was 
discontinued and some of our operations in the U.S. were merged… The business area Project 
Development and BOT [at the time Claes Larsson was president of the subsidiary in Gothenburg] was 
divided into three business units: BOT, Project Development Sweden [Claes Larsson’s current 
responsibility] and Project Development Europe… Project Development continued to manage the 
contracts with our customers…all technical activities…fault reports and so forth…wee sourced from 
other business units… Between the business units we have a business relation… We have organized 
according to the product life cycle of buildings and according to how we see the value chain…project 
development, construction and real-estate management [2:10/004, C. Larsson]…” 
 
“We have a value circle…we develop, construct and manage properties…we learn constantly from this 
process…we learn for instance the life cycle costs of different materials and components…we do our best 
to learn constantly from this value circle…this is one of the reasons that we over time change the way we 
do things…change our strategy…today we have an organization that reflects the value circle…one part of 
Skanska corporation is responsible for property development, another for construction and a third for 
property management…all the business units need to live on their own merits…all the business units are 
responsible for adding value to the entire process…the complete offering…and to make money out of it 
[2:11/012, M. Williamson]…” 

 
The field of operations New Business was renamed Services. Because new investments in the 
telecom industry declined sharply during 2000/2001, the operations of Skanska Telecom 
Networks were re-focused towards servicing and maintenance. In light of this, Skanska 
decided to integrate these operations with Skanska Services, and some of its construction 
companies. This meant that Skanska planned to discontinue Skanska Telecom Networks as a 
separate BU by 2002 [2:10/004, 2:10/021]. 
 

“Last spring we phased out the telecom business…it was integrated with Skanska Services…it cost us a 
couple of hundred millions [2:10/021, C. Larsson]…” 

Other important events 
Skanska’s annual environmental analysis of all construction projects with order value 
exceeding SEK 10 million indicated that the initiative for a higher level of environmental 
standards increasingly came from Skanska. Prioritized areas in this respect were energy 
efficiency and chemical and waste management. Other highly prioritized areas often included 
requirements related to noise and water discharges [2:10/015]. 
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During 2001, Skanska developed a Code of Conduct that clarified its role and ambition 
concerning social responsibility in a broader sense. The Code of Conduct, which was part of 
Skanska’s sustainable development efforts, also addresses human rights, employee relations 
and business ethics. During the year, an agreement on social responsibility was signed with 
the International Federation of Building and Wood Workers [2:10/015]. 
 
The Dow Jones Sustainability Indexes ranked Skanska as the leading company in the 
construction industry in terms of environmental and social responsibility [2:10/015]. 
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CC (Nordic Construction Company) was established in 1988 as a merger between JCC 
and ABB. In 1991 NCC’s A- and B-share was introduced on the A-list of the Stockholm 

Exchange. 
 

NCC’s strategic focus included increase customer focus and to perform value 
adding activities in the civil engineering, building and real-estate segments 

(defined as NCC’s core business) ranging from production of ballast, i.e. production of the 
raw materials used in asphalt and concrete for infrastructure facilities (e.g. bridges, roads, 
railways) and buildings (e.g. residential, commercial and manufacturing and storage), through 
to O&M of such facilities and buildings. In its home markets NCC was to offer its entire 
product portfolio and operate through wholly owned subsidiaries and to grow organically 
(primarily in Sweden) or through acquisitions (primarily in other Nordic country markets). In 
other selected markets NCC was to offer primarily civil engineering services and operate on a 
project basis or through joint ventures and alliances in larger-scale projects. NCC’s product 
offerings were to be differentiated through quality, services and price. The rationale for 
NCC’s corporate strategy, particularly in the Nordic region, was to create synergies in areas 
such as technical development, purchasing, IT and specialization. The latter meant that NCC 
aimed at developing special purpose construction competencies, e.g. rail road constructions or 
telecommunication infrastructure constructions. In addition, establishing activities in several 
domestic markets provided the opportunity to offset economic fluctuations. 

Strategic focus 
NCC’s corporate mission included to perform value adding activities in the civil engineering, 
building and real-estate segments (defined as NCC’s core business) ranging from production 
of ballast, i.e. production of the raw materials used in asphalt and concrete for construction 
infrastructure facilities (e.g. bridges, roads, railways) and buildings (e.g. residential, 
commercial and manufacturing and storage), through to O&M of such facilities and buildings. 
More specifically, NCC’s construction and real-estate operations included concept 
development, feasibility study, purchase of site, contacts with authorities, financing, project 
engineering, production (the “traditional” builder), management and sales. 
 
In the Nordic region NCC had established operations in Sweden and Denmark through 
Armton, a subsidiary in the construction and civil engineering industry. Sweden and Denmark 
were country markets considered “domestic markets”. In Norway, NCC had a minority 
interest in the construction company Eeg-Henriksen. In 1994, NCC Civil Engineering 
established NCC Projects in Finland with the ambition to target the Finnish as well as the 
Russian construction consulting segment. In order to increase its business opportunities in the 
European market, NCC had entered into a strategic alliance, S.E.C., Société Européenne de 
Construction S.A. with headquarters in Brussels, some years earlier. In addition to NCC, the 
alliance consisted of GTM-Enterprise from France, British John Laing and German Strabag. 
 
The rationale for NCC’s corporate strategy, in particular in the Nordic focus, was to create 
synergies in areas such as technical development, purchasing, IT and specialization. The latter 
meant that NCC aimed at developing special purpose construction competencies, e.g. in rail 
road constructions or telecommunication infrastructure constructions. In addition, establishing 
activities in several domestic markets provided the opportunity to offset economic 
fluctuations. 

Marketing, sales and distribution channels 
NCC Real-Estate’s customer portfolio included both large and small organizations from the 
private and public sector. With regard to property sales, major customers included primarily 

N 
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financial institutions and other financially strong players, e.g. insurance companies and 
property funds that purchased properties as a financial investment, companies that intended to 
use the acquired property in their own operations and real-estate companies that used the 
acquired property in their own long-term management activities. NCC Production Facilities’ 
customers were both internal NCC customers, primarily NCC Civil Engineering and NCC 
Building (approximately 49% of sales), and external customers, e.g. municipalities, public 
and private corporations and cooperative businesses (approximately 51% of sales). The reason 
for the business area’s relatively large portion of internal corporate customers was that raw 
materials, e.g. gravel, accounted for approximately one third of the total cost for laid asphalt 
and about half of the cost of delivered ready-mixed concrete [2:11/018]. The business area 
also exported crushed products to Germany, Denmark, Latvia, Lithuania and Poland. NCC 
Building’s customers were the government, municipalities, private customers, and real-estate 
companies owned by municipalities. Finally, NCC Civil Engineering’s customers, in the area 
of road-surfacing, included the National Road Administration, municipalities, and private 
customers. 
 
As a result of NCC’s increased customer focus, NCC Building launched the project “New 
housing for a new era”. The project included, among other things, a database of ideas for 
offering customers a broad range of different types of housing, from small, flexible studios to 
large luxurious apartments [2:13/002]. 
 

“I joined NCC in -94, at that time were in the middle of a deep recession as a result of the Swedish bank 
and real-estate crisis…the only way we saw we could manage was to increase our focus on our 
customers…you may launch a restructuring program or similar but sooner or later you need to start 
focusing on increasing the value you deliver to your customers…this [to increase customer focus] most 
companies began to do back in 1994…in retrospect I can say that prior to the crisis…we and real-estate 
and construction companies in general didn’t care much about their tenants…there were plenty of 
potential tenants…real-estate companies didn’t have any marketing directors…we focused on the 
technical management of our real-estates, not so much on how we could improve the services offered to 
our tenants…suddenly customers became valuable…we could not afford loosing customers and needed to 
attract new ones…we had large vacancies at the time…historically real-estate companies provided an 
office or a building, the rest was up to the tenants to manage [2:13/002, S. Holmlund]…” 

 
NCC Real-Estate had during several years focused on developing an attractive service 
portfolio in order to create stronger relationships with its tenants. The service portfolio 
included a personal service representative responsible for assisting the customer in specifying 
and delivering a service package according to the customer’s specific requirements. 

Product strategy and product portfolio 
R&D work was conducted both at corporate level and within NCC’s business areas. At 
corporate level, NCC Technology was responsible for research designed to enhance the 
overall level of expertise, while the business areas were responsible for product and 
methodology development within their specific areas of operations. The collective R&D 
activities were coordinated by NCC Technology. Most of the development work within NCC 
was done within the different business areas during ongoing projects and in close cooperation 
with NCC’s customers. Because a large portion of development work was conducted as part 
of construction projects, R&D work was often perceived by external observers as being 
directly linked to operations and not as R&D in a conventional sense [2:12/004]. This may 
have contributed to the difficulty in getting paid for the developed know-how embedded in 
processes and products. 
 

“…it’s very difficult in this industry to get paid for the know-how that is embedded in your product 
[2:12/004, J. Byfors]…” 
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One of the most important focus areas within NCC in general, and within NCC Building in 
particular, was to develop concepts for “industrializing” the building construction process, 
among other things, through developing so called “building systems”, i.e. a common 
methodology for planning and managing the different building construction projects. The 
rationale was to lower costs and to increase efficiency and quality [2:13/025, 2:11/009, 
2:14/023]. 
 

“A very important question is how we can industrialized this industry…the construction work…it’s very 
difficult to achieve this…I mentioned mobile factories and fixed products…in order to be more effective 
we need to improve our processes…I also mentioned how we can avoid reinventing the wheel in every 
project…in our projects we have too many people that wont let go of control…we are slowly 
industrializing this industry…3D technology, modularization of construction components are some of the 
efforts…the problem is that the architect, local authorities, construction and property development 
companies, local project managers…everybody wont let go of control…this means that it’s hard to 
industrialize some components or projects…to put everything under the same “roof” or into one 
“manufacturing facility” [2:13/025, S. Holmlund]…” 
 
“I think someone need to step forward and take this role of coordinating the processes across the value 
chain…it may be an existing player or a new one…the important thing is that they see this as their 
mission…I think it’s necessary for someone focus on this…the process logic itself may be a source of 
competitive advantage…I don’t think, however, that this role can be the responsibility of an industry 
associations for instance…I think that most industry associations have been established in order to “kill” 
the bad conscience of the member companies…these organizations [the industry associations] are not out 
there…in the market…they lack the feeling of where things are going…some member companies say that 
they don’t engage in certain activities because the industry association is taking care of it…this is not 
true…this will only result in that nobody is doing it…whatever it may be…I am not saying that the 
industry associations are completely worthless…we have been able to set standards for contractual terms 
and so on…the legal part…what I am saying is that to improve the process across the value chain we need 
companies that take the lead [2:14/023, P. Carlsson]…” 

 
Due to a potential increase in refurbishment contracts in the residential housing segment, a 
variety of ROT-concepts (“Reparation, Ombyggnad, and Tillbygnad”) were developed by 
NCC Building. A ROT-concept included a complete offering for refurbishment, rebuilding 
and building extensions. 

Operations 
Real-estate operations: The property-development process normally took between three and 
seven years from idea to completion. NCC Real-Estate’s development operations 
encompassed the entire chain of activities from market analysis, idea and concept 
development, development of a detailed construction plan, obtaining building permits, land 
procurement, production/construction into a finished property, renting or leasing, sales and 
property management. It could involve the development of vacant land or the refinement of an 
existing property. Value increased through-out the process, however, primarily in the sub-
processes of developing the detailed plan, leasing and acquiring building permits. The entire 
chain, from concept to finished property, was regarded as a single transaction that was not 
concluded until the property had been sold. NCC Real-Estate’s main focus was to develop 
properties for sale directly to investors. In certain cases, this could also involve keeping the 
property under management temporarily for subsequent sale. Accordingly, the business area 
consisted of three business operations: property development, property sales and property 
management, including the provision of services to tenants. Managed properties were 
developed or acquired properties usually managed by NCC Real-Estate. These were to be 
held, on average, at least during an entire business cycle. Properties held for exploitation were 
those properties that were to be sold within a few couple of years. All three of the above 
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operations were undertaken in Sweden in order to develop projects for sale as well as for 
renewing the property management portfolio. In other markets, operations focused on 
development and sales activities. Swedish property management operations focused on urban 
and growth regions, i.e. “prioritized areas”, primarily the Stockholm, Gothenburg and Malmö 
regions. Real-estate holdings in non-prioritized areas were to be discontinued. During the year 
the business area exited from the Boden, Nyköping and the Tranås-region. In prioritized 
areas, new real-estate projects were developed both for property management and for external 
sales. The purpose of property sales operations was to concentrate the portfolio to prioritized 
areas and to realize hidden surplus values. 
 
End-of-year, approximately 90% of managed properties (in terms of rentable space) were 
located in Sweden and the remaining 10% in the rest of Europe, e.g. in England, Norway, 
Denmark, Belgium, Hungary, Poland, Spain, and Germany. The rentable space among 
managed properties were distributed according to residential properties 9%, hotel and retail 
stores 17%, office 48%, industry and other properties 26%. In terms of rent revenues (incl. 
interest subsidies), the distribution was quite similar and distributed according to residential 
properties 10%, hotel and retail stores 24%, office 54%, industry and other properties 12%. 
 
Some of the construction projects were conducted in cooperation or through equity JV with 
other companies. E.g. Västerås’ college, completed during the year, was a project executed in 
cooperation between NCC Real-Estate, the municipality of Västerås and ABB Fastighet, each 
with a 33% interest [2:12/013]. 
 
Construction operations: Sales within NCC’s construction operations amounted SEK 
14,485 million of which NCC Civil Engineering represented SEK 6,426 million (roads 43%, 
bridges 13%, railroads 8%, ground work 17%, industry and process facilities 6%, other civil 
engineering work 13%), NCC Building SEK 7,236 million (new housing 9%, refurbishment 
of residential housing 17%, schools 19%, offices 12%, hospitals 9%, public buildings and 
hotels 18%, industry 11%, other building constructions 5%) and NCC Production Facilities 
SEK 2,045 million (asphalt 32%, concrete 7%, gravel and crushed rock 28%, machinery 
33%). Internal sales totaled (eliminations) SEK 1,222 million. The distribution among the 
different construction “products” were; civil engineering 45%, industrial building 
constructions 9%, residential building constructions 14% and other building constructions 
32%. SEK 1.6 billion related to foreign sales. 
 
NCC Civil Engineering engaged in construction, repair and maintenance activities in the 
roadwork and civil engineering sectors in the Nordic region and in other selected geographical 
markets. NCC Civil Engineering’s expertise extended from planning through to completion, 
as well as O&M activities. Its detailed product portfolio included roads, bridges, tunnels and 
underground facilities, railways and airports, landscaping and land improvement, road 
surfacing, O&M of roads and municipal facilities, and other civil engineering projects, such 
as power plants, plants for process industries, water plants, and harbors. NCC Civil 
Engineering also included several companies engaged in specialist operations, e.g. Hercules 
Grundläggning, a company in the business of foundation and reinforcement contracts, and 
Binab in the business of manufacturing and installation of sealing films and special water-
proof coatings. During the year the business area acquired two other specialized companies, 
Byggs Sprutbetong in the rock reinforcement area and Safe Bridge Scandinavia with 
operations including the manufacturing of safety systems. NCC Civil Engineering in 
cooperation with other European construction companies established the Öresund Tunnel 
Contractors consortium in order to bid on the Öresund Link contract. In addition to NCC, 
Öresund Tunnel Contractors consisted of Dumez-GTM from France, John Laing Construction 
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from the U.K., Boskalis Westminster Dredging from the Netherlands, and Pihl & Sön, a 
Danish construction company. During the year, the Öresund Tunnel Contractors was short-
listed for the tunnel that was to be part of the Öresund Link [2:12/013, 2:12/021]. 
 

“In very large projects we have to establish a consortium because one single company is not able to 
handle such a large project… like the Öresund bridge…it has to do with resource allocation, technology 
know-how and risk management…risk management is extremely important [2:12/021]… The customer is 
always sharing risk…the partners, including the customer, may agree on sharing risk or, within 
consortium, the parties agree on risk sharing and negotiate a contract price with the customer…in that 
price there is a risk premium…since you always negotiate the price, implicitly you’re also negotiating the 
risk sharing or the premium paid for a certain risk level…in order for this to work the market conditions 
need to be reasonable with regard to government interventions and competition…if you have too much of 
any of those [government interventions and/or competition] you cannot transfer some of the risk to the 
customer…this is the case in the tunneling business in Sweden…in the partnering concept all partners 
agree on how to share risk…and costs…if the project gets more expensive than estimated in the budget 
for instance…so far we haven’t included how to share any penalties and so on in the partnering 
concept…should the project be delayed…if we cannot specify how exactly the project will look like we 
need the customer to be part of the process and share risk with us…if the customer was able to specify 
exactly what he wanted, the customer wouldn’t need to be part of the process…if the customer pushes the 
risk on us we need to make sure this is reflected in the price…an example is in road construction…often 
Vägverket make the geo-technical analysis of the ground…they should take responsibility for any 
consequences to the project due to a faulty analysis…otherwise we need to reflect our risk taking in the 
price [2:12/022, J. Byfors]…” 

 
NCC established a consortium, including the British companies GEC Alsthom and Mowlem, 
the Swedish construction company SIAB, and Kraftbyggarna, the Arlanda Link Consortium 
(ALC), in order to bid on the Arlanda Link contract. The Arlanda Link, which would connect 
Stockholm Central Station to Arlanda Airport [2:12/013, 2:12:024], was tendered as a BOT-
project (Build, Operate and Transfer). As a BOT-project it was the first of its kind in Sweden. 
Under this contract, financing and construction was the responsibility of the contractor and 
title was to be transferred to the Swedish government on completion of the Arlanda Link. 
O&M, and consequently operating revenues, however, remained with the construction 
company during a maximum period of 45 years, with an option on behalf of the Swedish 
government to buy-out the contractor after 15 years of operations. During the year, ALC was 
awarded the Arlanda Link contract, totaling an estimated SEK 4.5 billion. The value of 
NCC’s portion of the order was estimated to above SEK 1 billion. A-train, a company 
established by ALC, in which NCC owned a 22% interest, became the building proprietor for 
the Arlanda Link construction and was eventually to be responsible for operating the airport 
commuter service [2:12:024]. The business area was also awarded the Mälarbanan project, a 
contract for a double-track railway line, by the Swedish Railway Administration 
(“Banverket”). The project was a so called BEST-project (Building, Electricity, Signaling and 
Telecommunications). Historically, the Swedish Railway Administration had taken such turn-
key responsibility. 
 
NCC Building engaged in the construction and refurbishment of residential, industrial, 
educational, hospital and other properties. During the year the business area acquired 
Metodbyggen for SEK 76 million, strengthening its position in the segment of private row 
houses in Stockholm. 
 
NCC Production Facilities engaged in the production of ballast and rental of construction 
machinery and services. Ballast included processed gravel and crushed rock products, asphalt 
and ready-mixed concrete. Processed gravel and crushed-rock products are the raw materials 
used in asphalt and concrete. Ready-mixed concrete is used for house building and civil 
engineering projects. Crushed-rock products were extracted from NCC’s own quarries and 
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processed in approximately 80 proprietary plants [2:11/018]. Standard asphalt products as 
well as NCC’s own specialty products were produced in about 60 plants [2:11/010]. 
Machinery rentals included more than 65,000 different items of machinery, ranging from 
hand tools to lifts, cranes, work-site accommodation and power generating facilities. Services 
included e.g. the planning and design of work-site establishments and electricity supply. The 
quality and performance of the equipment was assured by NCC’s own workshops and service 
vehicles. Among several other acquisitions during the year, the business area acquired 
Värnamo Grus och Betong, strengthening its position in the segment of gravel and concrete 
[2:11/018]. 
 
Other operations: NCC Invest engaged in M&As on behalf of NCC at corporate level and 
the different business areas. NCC Invest also engaged in managing subsidiaries and associated 
companies outside NCC’s core business. Wholly owned companies included e.g. Nordisk 
Värme Sana (NVS), in the business of installation of heating, plumbing, sprinkler, industrial 
processes and energy savings applications, Stråbruken, in the business of production of 
building materials and minerals, NCC Prefab, in the business of production of prefabricated 
concrete building elements, and Hedemora Diesel’s, in the business of sales, maintenance and 
servicing of diesel and gas engines. Associated companies included e.g. EffJohn (33% 
holding) and A-train (22% holding). EffJohn was in the business of passenger ferry traffic, 
primarily in the Baltic Sea and the English Channel, and its main operations were conducted 
through Silja Line and Sally UK. During the year, the business area’s minority holding in the 
steel producing company Avesta Sheffield was sold. A minority interest in the real-estate 
company Sifab was acquired. In addition, it acquired a 7% holding in the construction 
company BPA. 

Corporate and ownership structure 
President and CEO was Mr. Jan Sjöqvist. NCC was organized in five business areas; NCC 
Civil Engineering, NCC Building, NCC Production Facilities, NCC Real-Estate and NCC 
Invest. Corporate functions included e.g. NCC Technology with corporate responsibility for 
transferring R&D applications and results into construction projects. The average number of 
employees during the year totaled 13,450, of which 11,202 were employed in Sweden. 
 
The five largest shareholders of NCC held above 80% of the votes. Over the years 1994-2002 
this figure did not change much (see Figure 9:1). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 9:1 NCC largest shareholders 1994-2002 (source: NCC) 
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Other important events 
O&M of computer systems was outsourced during the year. 
 

NCC’s strategic focus included to expand internationally. In accordance with 
NCC’s strategy, NCC acquired companies and strengthened its position in 

Norway and Denmark [2:12/002]. 
 

“We have tried to expand geographically…unfortunately we haven’t had the necessary strength in order 
to be successful…Skanska on the other hand have been very successful in this respect [2:12/002, J. 
Byfors]…” 

 
In addition, NCC was to focus on strategic areas of research, i.e. environment and IT 
applications, the latter focused on increasing efficiency. The ability to offer turn-key solution 
and creative financial solutions became increasingly important as showed by the Mälarbanan 
(a BEST-project) and the Arlanda Link (a BOT-project) projects. 

Strategic focus 
According to NCC’s Nordic strategy, NCC acquired Norwegian Eeg-Henriksen, later 
renamed NCC Eeg-Henriksen. NCC’s operations in Norway were now to be conducted 
through NCC Eeg-Henriksen. Sweden, Norway and Denmark were now country markets 
considered “domestic markets”. 

Marketing, sales and distribution channels 
Marketing activities had traditionally focused on market analysis on a macro level. Few 
marketing activities targeted NCC’s customers, e.g. marketing promotion, surveys for 
identifying customer requirements, etc. 

Product strategy and product portfolio 
A project in cooperation between NCC Industry and the National Road Administration was 
initiated aiming at developing a surfacing material with maximum wear resistance. NCC 
Industry also engaged in developing software applications for purposes such as energy 
planning and work-site establishments. Some of the machinery equipment was designed and 
built in-house, such as rigs for the sealing of tunnel walls and mold wagons for tunnel-casting 
applications. 

Operations 
Real-estate operations: NCC Real-Estate’s strategy included to, over time, discontinue 
jointly owned projects, in Swedish as well as in foreign markets, and to reduce its holdings of 
land for future development. The largest single investments in Sweden totaled SEK 62 million 
and related to the refurbishment of the Hälsan retail properties in Sundsvall. 
 
As a result of NCC’s acquisition of Eeg-Henriksen’s properties in Norway a total floor space 
of 22,700 sq. m. was added to the portfolio of managed properties. Sales of managed 
properties included the divestment of all properties in Ljungby and Kristianstad, Sweden, and 
Budapest in Hungary. 
 
The demand for rental commercial properties increased during the year. The increase in 
demand was concentrated to major cities and growth regions, i.e. Stockholm, Gothenburg and 
Malmö. The level of supply, however, was still excessive as showed by the proportion of 
vacant premises, estimated to nearly 10% in 1995. In the residential market the proportion of 
vacant premises continued low. 

1995 
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Construction operations: In addition to its specialized subsidiaries, NCC Civil Engineering 
established specialized organizational units for underground projects, technologically 
complex bridges, installation of railway tracks and the renovation of cable lines. 
 
Small and medium-sized projects throughout Sweden accounted for most of NCC Civil 
Engineering’s production volume. The business area undertook a total of approximately 3,000 
projects during the year. Road-surfacing projects were conducted on behalf of municipalities, 
the National Road Administration and private customers. 
 
In July 1995, the Öresund Tunnel Contractors consortium was awarded the contract to 
construct the tunnel that was to be part of the Öresund Link. The order amounted to 
approximately SEK 5 billion, of which NCC’s share was approximately SEK 1.2 billion. In 
addition, the construction of the Arlanda Link commenced [2:12/024]. Other major projects 
during 1995 included the opening of the Söderhall-Rösa section of the Norrtälje highway, 
which was included in the first phase of the so-called Dennis package of infrastructure 
investments, and the opening of the first section of the Mälarbanan. 
 
NCC Building engaged in approximately 1,800 projects during 1995. NCC Industry’s 
(previously BA Production Facilities) Ballast operations included investments of completely 
new ready-mixed concrete plants in Borås and Stockholm [2:11/018]. Machinery’s 
investments included 300 prefabricated new work-site accommodation units and a machine 
plant in Borlänge. 
 
Other operations: NCC Invest, through, NVS purchased NBN Rör in the HVAC segment. In 
addition, the business area acquired the remaining 80% of the Norwegian civil engineering 
and construction company Eeg-Henriksen (later renamed NCC Eeg-Henriksen AS). 

Corporate and ownership structure 
During 1995, NCC made smaller organizational adjustments in order to capitalize on potential 
synergies between different organizational units across different Nordic markets as well as 
different product units. NCC’s operations in Norway and Denmark were conducted through 
the subsidiaries NCC-Eeg-Henriksen and Armton. NCC Civil Engineering re-organized 
during the year into nine Swedish Regions, Major Projects and Nordic Operations. Major 
Projects was the result of a merger between former Major Projects and NCC International. 
NCC Production Facilities was renamed BA Industry and New Markets was established 
within the business area. New Markets became responsible for operations outside Sweden, 
including the Nordic region, the Baltic countries, Poland and Germany. 

Other important events 
Information Technology was increasingly considered key in order to increase productivity and 
profitability. During the year NCC entered into a strategic partnership with W/M-data in order 
to further develop and introduce state-of-the-art IT in its construction operations. A new IT-
system for project management and purchasing, developed under the project name VINST, 
was taking form within NCC. The general idea was to provide construction sites with an 
information system that supported the construction process and the corporation the ability to 
coordinate all purchases. The ambition was to eventually enable all construction sites to work 
within the framework of the same IT-system and follow the same project procedures. Most of 
NCC’s different business areas were engaged in VINST-project [2:12/003]. 
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“…to get synergies and economies of scale is not easy because the project organizations are very 
strong…they have traditionally been responsible for purchasing all the materials and services 
[2:12/003]… [we can] achieve synergies and economies of scale by coordinating and centralizing the 
purchasing process [2:12/003, J. Byfors]…” 

 
NCC’s strategic focus included to concentrate its portfolio to priority locations 
and optimize its land holdings, e.g. through the development or the sale of low-

yield development properties and through acquisitions of strategic land. In addition, efforts 
were put in reducing the portfolio of properties held for future development and increasing the 
efficiency of management and administration activities. Prioritized areas of improvement 
included IT, customer service, employee development, and environmental policy 
development and implementation. According to NCC’s international strategy, NCC 
strengthened its position in Denmark and Finland through acquisitions. NCC’s presence in 
Finland created a bridgehead to the Russian and Baltic States markets [2:12/002]. NCC 
internationalized aggressively during the mid 90’s as shown by the increasing percentage of 
foreign sales of total net sales (see Figure 9:2). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 9:2 NCC domestic and foreign sales of total sales (source: NCC) 
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“A good example of how we have tried to become more customer oriented is the development of the 
“Customer Satisfaction Index”…it was developed by the real-estate industry including us…previously it 
had been used in the consumer industry…but we developed it to suit our needs and launched it in 
1996…many real-estate companies joined this effort…for the first time we were able to bench-mark 
against each other… The Customer Satisfaction Index provides good input to the industry and individual 
companies…what to develop and the things we need to improve [2:13/002]… Our efforts in focusing on 
our customers have paid-off…we have been among the three best rated companies since we started to 
measure the Customer Satisfaction Index… We are not guided by the beauty of engineering and 
technology…our customers are our interest… As somebody said…”if you have a conflict with Skanska 
you’ll meet in court…if you have a conflict with NCC you’ll discuss it over the next dinner”… [2:13/019, 
S. Holmlund]” 

Product strategy and product portfolio 
In an effort to prepare for future market conditions, NCC Building began to develop new 
housing concepts in which end-users would have the opportunity to govern the production of 
their housing to a greater extent. Concreting technology was considered an important area 
within NCC Civil Engineering. NCC participated actively in a national Swedish research 
program known as High Performance Concrete [2:11/018]. One important R&D project 
within NCC Building was the Dry Construction project, in which NCC, together with 
Jonsered Environmental Systems, developed a weather protection system for construction 
sites. Dry-construction techniques reduced the risk of damp and building damage, and thus 
enhanced the quality of the finished product. NCC Industry developed and implemented new 
IT-based support systems, e.g. CAD software development and calculation programs, i.e. 
software that enabled customers in a project to dimension and calculate costs for heating, 
energy and electricity consumption, etc. in a construction site. 

Operations 
Real-estate operations: Following the sharp decline in the real-estate segment in the early 
90’s, NCC Real-Estate did not resume operations involving development projects in the 
Swedish market until 1996. In line with NCC Real-Estate’s strategy, established in 1995, the 
business area decreased its holdings of wholly owned properties for future development. As 
part of NCC’s strategy to reduce its holding of jointly owned properties in Swedish and 
foreign operations, the business area’s participation of rentable floor space in such properties 
decreased by more than 50%. The decrease was mainly due to the divestment of 50% of the 
shares in Granit & Beton. In addition, the jointly owned AB Nordiska Kompaniet (NK) with 
retail buildings in Gothenburg was sold. As part of NCC’s strategy to optimize its land 
holdings, however despite the fact that it had strategically decided to reduce its holdings of 
land for future development, NCC purchased the Saltsjöqvarn site in Nacka, Stockholm, with 
the intention to build 600 residential units. 
 
Construction operations: Orders received by NCC’s construction operations, i.e. NCC Civil 
Engineering, Building and Industry, amounted SEK 18.0 billion of which markets outside 
Sweden accounted for SEK 6.8 billion. As a result of the political cuts in appropriations for 
investments, major investments were abandoned or postponed in Sweden. In Sweden, small 
and medium-sized projects continued to dominate the business area’s operations. A total of 
approximately 2,700 projects were undertaken within the business area during 1996. Major 
civil engineering projects during the year included the completion of Mälarbanan, a BEST 
project awarded by the Swedish Railway Administration. The Öresund Tunnel Contractors 
completed the first prefabricated tunnel segment in a newly built plant in Copenhagen. In 
addition, a consortium consisting of NCC’s Norwegian subsidiary NCC Eeg-Henriksen, 
Kvaerner Energy and ABD Kraft was awarded a contract to build a hydro-power plant in 
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Costa Rica. The contract value totaled MNOK 270, of which NCC Eeg-Henriksen accounted 
for above 50%. 
 
During 1996 a new housing strategy was developed for NCC Building. According to the 
housing strategy, the business area was to increase its proprietary residential construction 
activity. New Markets, responsible for NCC Industry’s international activities, established an 
asphalt production plants in Riga, Latvia [2:12/002]. Ballast’s investments included 
completely new ready-mixed concrete plants in Staffanstorp and Stockholm and the 
acquisition of Skånebetong [2:11/018]. 
 
Other operations: NCC Invest managed the acquisitions of the Finnish construction and civil 
engineering company Puolimatka, later renamed NCC Puolimatka. NCC Puolimatka became 
responsible for NCC’s operations in the Finnish market and to establish a footprint in the 
Russian and Baltic markets. In addition, the business area managed the acquisition of 
Rasmussen & Schiötz. 

Corporate and ownership structure 
NCC’s operations in Finland, Norway and Denmark were conducted through the subsidiaries 
NCC-Puolimatka, Eeg-Henriksen and Armton. In early 1996, all development projects in 
NCC Real-Estate were transferred to a joint project organization, Qraft98. Benchmarking of 
the accounts and finance function, new business administration systems, environmental policy 
development and implementation, development and implementation of IT-based support 
systems and ISO adaptation projects were transferred to and became the responsibility of the 
project organization. 

Other important events 
NCC Building started up a school for sales engineers in order to enhance business skills of its 
employees. The first group of sales engineers was trained in 1996. Additional training was 
provided in the use of computerized marketing systems. In addition, NCC Industry arranged 
training programs during 1996 with regard to newly developed IT-based support systems. The 
objective was to improve efficiency and increase decentralization. 
 

NCC’s strategic focus included to focus on so called “prioritized areas”, i.e. 
quality, environment, and IT activities. In addition, strategically NCC was to 

maximize synergies across its operations and minimize procurement costs; in the short-term, 
through the creation of economies of scale, in part by the increasing purchasing volume 
resulting from the acquisition of SIAB [2:12/026, 2:13/003]. In the long-term, however, the 
aim was to raise procurement expertise at all levels, from work sites to the corporate 
management and through the use of a common IT-based purchasing system [2:12/003]. 

Strategic focus 
Prior to the acquisition of Rasmussen & Schiötz, NCC was represented in the Danish market 
through its subsidiaries Armton, NCC Ejendomme and H. Poulsen & Co. In 1997, these 
companies were integrated into NCC Rasmussen & Schiötz. Operations in the Nordic country 
markets were now consolidated into NCC Eeg-Henriksen in Norway, NCC Rasmussen & 
Schiötz in Denmark and NCC Puolimatka in Finland. 
 
The corporate strategy included to focus on so called “prioritized areas”, i.e. quality, 
environment, the VINST project and other IT activities. In addition, strategically NCC was to 
maximize synergies across its operations and minimize procurement costs; in the short-term, 
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through the creation of economies of scale, in part by the increased purchasing volume 
resulting from the acquisition of SIAB [2:12/026, 2:13/003]. In the long-term, however, the 
aim was to raise procurement expertise at all levels, from work sites to the corporate 
management. In addition, all purchases were to be done through a new purchasing system that 
was part of the VINST project [2:12/003]. 

Marketing, sales and distribution channels 
The customers of NCC Housing consisted of end users, i.e. the consumers who purchased a 
house directly from the business area as well as large customers such as municipal housing 
companies, e.g. HSB, Riksbyggen and private property owners. 

Product strategy and product portfolio 
NCC Technology, responsible for R&D on a corporate level, focused on areas of research 
including environmental research, application of IT and efficient building construction. 
Ongoing R&D projects within NCC Industry included e.g. the use of recycled asphalt 
surfacing, and the equipment for producing such asphalt surfacing, and the use of completely 
crushed rock instead of natural gravel in the production of cement. 

Operations 
Real-estate operations: As part of NCC’s strategy to reduce and concentrate its real-estate 
portfolio to around 10 expansive regions in Sweden as well as to increase the turnover of 
managed properties, NCC Real-Estate intensified its sales activities of managed properties 
during the year. The lion part of the sales revenues generated from managed properties (SEK 
5,948 million) originated from the sale of 129 properties in 50 different municipalities (most 
of them in non-prioritized areas) to Morgan Stanley and GE Capital [2:11/006, 2:12/001, 
2:13/001] and the sale of NK Cityfastigheter. 
 

“Until 2000 we didn’t have many foreign investors in Sweden…we closed a few larger businesses with 
GE Capital and Morgan Stanley…in –99 I think…most investors were Swedish… Since 2000 the number 
of foreign investors has increased substantially… These companies don’t really focus on the tenants…of 
course they understand that they need to take care of their tenants in order to be able to make a profit in 
the end…but they see it more like a financial investment…it’s not their core business to manage 
properties…they have a very straight forward way of doing business… Last spring we sold a substantial 
amount of real-estates to Goldman Sachs…worth 3 billion…they contracted an external company to take 
care of property management, services…and so on…while they retain responsibility for the financial 
investment…capital management [2:13/001, S. Holmlund]…” 

 
It became obvious to NCC the increasing importance of financial investor as customers. 
These customers were primarily looking for the rental net that acquired properties were able 
to potentially provide [2:13/004, 2:13/001, 2:13/011, 2:12/001, 2:12/012]. 
 

“…we need to work towards investors…and tenants [2:13/004]… This is a trend in the Swedish real-
estate market…we have more specialized players today…I mentioned the entrance of large international 
financial management groups…they are specialized in capital management…a second group of 
companies are the smaller, effective and local real-estate companies…they take a more active role in real-
estate management…you have real-estate companies like Drott and Vasakronan…they include real-estate 
acquisitions and sales…as core in their business…but they also develop their real-estate portfolio and 
customer relationships through increased service levels and so on [2:13/001]… From time to another we 
have defined our customer as the one buying the real-estate and sometimes the tenant… We have decided 
that our customer is the one actually buying the building…the investors…however, ultimately the tenants 
are the ones that create value…if you own a facility and you are not able to make money out of it…rent it 
or lease it…you will not be able to sell it… In order to attract and retain tenants…and eventually to be 
able to sell the facility…we need to offer facility management services…to attract tenants is part of an 
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“extended” construction process…it’s a difficult balance…how much effort and focus you need to put on 
the end-users…the tenants…and the investors [2:13/011, S. Holmlund]…” 
 
“All our customers have one thing in common…they’re looking for the rental net…and or a potential 
increase in the market value of the facility…Financial investors and the pension funds look solely at the 
investment…short- and long-term…they outsource much of the operation and maintenance, and the 
services offered to their tenants….Vasakronan, one of our largest customers, is a professional real-estate 
company…they take responsibility for operations and maintenance and a greater responsibility for the 
services [Facility Management, etc.] [2:12/001, 2:12/012]… The profile of our customers have 
changed…we now sell more directly to financial institutions and private banks…in addition the 
ownership structure of the real-estate companies have changed…financial institutions and private banks 
have substantial holdings in these companies [real-estate companies]…Of course the requirements we 
have from our customers reflect this…we need to be able to sell a return-of-investment rather than a 
building [2:12/001, 2:12/012, J. Byfors]…” 

 
Other major transactions included properties in Copenhagen in Denmark and Gothenburg and 
Karlstad in Sweden. The latter meant that the business area discontinued operations in these 
locations. 
 
In terms of acquisitions, the most important one was the acquisition of SIAB [2:12/026, 
2:13/003]. As a result of the acquisition of SIAB, NCC’s Swedish real-estate portfolio 
increased by approximately 447,000 sq. m. in 60 locations, compared to 40 prior to the 
acquisition. Since SIAB’s portfolio contained a large proportion of residential space, 
residential space in NCC’s portfolio increased from 11% to 16%. The proportion of rentable 
floor space in non prioritized areas increased from 26% to 36% [2:13/003]. 
 

“In 1994 we were a major player in the Swedish real-estate industry…particularly after we had merged 
NCC Fastigheter AB [today NCC Property Development AB] with SIAB’s real-estate company…it 
included NK among other real-estates…our real-estate portfolio was worth 16 billion… We noticed that 
we had problems in making money out of real-estate management…this was nothing new…since then we 
have been working in concentrating our real-estate portfolio…NCC has been one of the largest sellers of 
real-estates since then [2:13/003, S. Holmlund]…” 

 
With regard to NCC Real-Estate’s holdings of managed properties, rentable space declined 
slightly in Sweden and other Nordic countries, primarily in Norway and Denmark. 
 
Project development involved the development of properties for immediate sale. The purpose 
of real-estate, or project development, however, was to transfer the developed items to the 
business area’s portfolio of managed properties. In Sweden, the business area had had 
virtually no real-estate development during the previous years in the 1990s. However, three 
new projects were initiated between 1996 and 97, in Jönköping, Gothenburg and Kungsbacka. 
End-of-year, the number of properties held for future development was 1,298. 
 
Construction operations: NCC Civil Engineering undertook a total of approximately 2,000 
projects during 1997, of which 80% had a contract value of less than SEK 5 million. During 
1997, the business area established a detailed strategy including target segments with a future 
growth potential and focused product areas in which it was to specialize by developing its 
expertise. The expected growth segments included the energy sector, environmental 
improvements, and the O&M of roads and municipal facilities. The product areas of expertise 
included foundation work, pipeline renovation, underground projects and concreting 
assignments. In addition to the Nordic region, selected markets were defined as the Baltic 
countries, Central Europe, Russia, the Middle East and Southeast Asia. As a consequence, 
NCC decided to establish operations in Poland. In addition, the INS alliance, i.e. NCC, Italian 
construction company Impregilo, and German construction company Strabag, established 
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joint representative offices in Manila in the Philippines and Djakarta in Indonesia. The 
rationale was to strengthen its position in the Southeast Asian construction market while 
being able to share risk. 
 
In Sweden, NCC Housing engaged in more than 1,000 housing starts in 16 proprietary 
projects, primarily in the Stockholm region. Its strategy included to offer customers tailor-
made housing solutions in selected markets. To be able to do this, the business area developed 
a concept for proprietary construction operations, the so-called “total package concept”, 
including a large portion of industrial production. 
 
Industrial production was the production of prefabricated housing modules completed in a 
factory and assembled at the building sites. According to NCC, this method of production 
enabled better quality, e.g. by avoiding damage due to damp, and increased cost efficiency, 
e.g. through mass production processes, while providing the same architectural and design 
variation as houses built on site. In line with its industrial production strategy, and in order to 
improve the business area’s industrial production capacity, Flexihus, a company in the 
business of industrial production of large-volume modules for multi-family dwellings and 
other buildings, was acquired. The housing modules of Flexihus were manufactured in a 
production plant, transported to the construction site, and joined together into residential 
buildings [2:12/010]. 
 
NCC’s total package concept entailed involvement at every stage of a housing project, from 
concept development, procurement of land, planning, building, sale of the property, and 
service and maintenance. On occasions, however, the total package concept was marketed in 
joint cooperation with partner companies, e.g. IKEA. In cooperation with IKEA the total 
package concept offered by NCC included fixtures, etc. An example was the Schäfergarten 
project in Berlin. The Schäfergarten project, completed in 1997, comprised 135 terraced 
houses. The project was developed in cooperation with IKEA, which also accounted for some 
of the marketing. Within the frame of the concept a voucher from IKEA was included in the 
sales price. The voucher could be used by the customer acquiring the house in the selection of 
kitchen and bathroom fittings, and for floor and wall coverings. The rationale for taking 
responsibility for the entire process was that NCC expected fewer intermediaries to facilitate a 
more efficient production process, thus making projects more profitable. This in turn was 
based on the assumption that in conventional building contracts, valuable knowledge was lost 
when a project was transferred from one company to another along the value chain. NCC’s 
total-package solution enabled this knowledge to be retained within the project, thus 
increasing quality, efficiency and profitability [2:12/006]. 
 
All building operations, other than housing constructions, remained within NCC Building. 
The product portfolio of the business area included new construction, extension and 
remodeling activities within the industrial sector and other buildings such as schools, 
hospitals, offices, and laboratories. NCC Building was particularly successful in very specific 
product areas and customer segments. For several years, the business area’s regional offices 
had operated special units for Building Service, i.e. O&M. Until then, Building Services had 
been an interesting area primarily because it could generate larger projects. However, in 1997, 
a number of customers, both private and public, signed national contracts for Building 
Services. End-of-year, Building Services accounted for approximately 14% of the business 
area’s total revenues. An example was the Däldehög subsidiary, active in new construction 
and maintenance of gas stations throughout Europe. Another successful area within the 
business area became the construction of GSM sites for telecom operators. 
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NCC Industry and Ballast and Skanska Anläggning AB reached an agreement regarding the 
discontinuation of 7 jointly held companies. The asphalt and crushed-rock plants and the 
quarries for these companies were divided between NCC Industry and Skanska. In addition, 
NCC made certain concessions to the Swedish Competition Authority by agreeing to sell 
SIAB’s shares in Swerock and Cliffton, and to close down 5 smaller asphalt plants [2:11/010]. 
In 1997, NCC Industry and New Markets increased its shareholding in the Estonian company 
Tasfil and in the German company Scanstone. It also created several subsidiaries, NCC 
Industri in Latvia and NCC Kwarcyt in Poland. During the year NCC also acquired a minority 
interest in the Polish company Skalnik. 
 
Other operations: Important acquisitions during the year through NCC Invest included SIAB 
[2:12/026, 2:13/003] and Norwegian Drammens Rör. SIAB was a construction company 
primarily in the housing segment. Four newly issued NCC shares were offered for each 
multiple of seven shares in SIAB. The rationale for acquiring SIAB was threefold; to 
capitalize on economies of scale, increase competitiveness in larger projects, and off-set 
market fluctuations. First, by acquiring SIAB, NCC expected to increase volumes in sales to 
approximately SEK 33 billion, thereby increasing the possibility to capitalize on economies of 
scale, e.g. in R&D. Second, NCC and SIAB were also expected to create a stronger financial 
capacity in order to participate in larger projects. Third, through SIAB, NCC expected to get a 
strong position in the Germany market, thus, enabling the corporation to counter a weak 
construction market in Sweden, and vice versa. In addition, the acquisition of SIAB would 
enable NCC to better meet the increased competition from overseas companies, both in the 
domestic Nordic market and in other parts of the world. SIAB complemented NCC in terms 
of its expertise and geographical coverage [2:12/026]. In 1995, NCC had acquired NBN Rör 
through Nordisk Värme Sana (NVS). During 1997, Drammens Rör in Norway was acquired 
as part of NCC’s effort to create a Nordic installation company. 
 
A sales offer from Tornet for NCC’s minority interest in Sifab was accepted. Other important 
divestments during the year included Stråbruken, a manufacturer of building materials and 
minerals, and NCC Prefab, a manufacturer of prefabricated units. 

Corporate and ownership structure 
As a result of the projected market development in the housing segment, NCC made a 
strategic decision to establish a separate business area, NCC Housing, in order to focus on 
proprietary projects in growth regions. In addition, the acquisition of SIAB required a 
reorganization in which housing construction activities were concentrated into a separate 
business area. During the year, NCC reorganized from five to six business areas, including 
Civil Engineering, Housing, Building, Industry, Real-Estate and Invest. 
 
NCC Civil Engineering in Sweden reorganized and began to operate through seven 
geographic regions. NCC Housing organized into seven regions in Sweden, plus three special 
companies for operations in other markets, two of which were based in Germany and the third 
in Poland. NCC Building’s Swedish operations were organized into four geographical areas, 
encompassing a total of 14 regions. NCC Industry and Ballast reorganized during the year 
into specialized operating units, i.e. Raw Materials Supply, Production and Sales. NCC 
Machinery concentrated its 33 customer centers operations to 20. 
 
NCC Rasmussen & Schiötz had been acquired in 1996 and was in 1997 merged with the other 
companies NCC already owned in Denmark, i.e. Armton, NCC Ejendomme and H. Poulsen. 
As a result of the acquisition of SIAB, Rasmussen & Schiötz also took over the NPL civil 
engineering company from SIAB. 
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Other important events 
During 1997, NCC established a European purchasing function in Berlin. The purpose of such 
international procurement management function was to optimize purchases of building 
material and subcontractor services [2:12/003]. 
 

“…we have decided to centralize some very specific functions and processes…like purchasing…this 
function is centralized on a corporate level…purchasing is a prioritized area both on a corporate level as 
well as a business unit level…remember 65-70% of our business has to do with purchasing [2:12/003, J. 
Byfors]…” 

 
NCC’s strategic focus included to expand its international footprint [2:12/002], 
increase integration across the value chain, become more specialized and 

increase procurement efficiency. In addition to the Nordic region, NCC aimed at creating a 
leading position and establishing “domestic markets” in the Baltic region and Poland. NCC 
also aimed at creating a strong footprint in European Russia, through its operations in the 
Baltic region, and in Germany. Its international expansion would be carried-out through 
organic expansion, acquisitions, and alliances [2:12/002]. 
 
In order to increase margins and profitability, NCC aimed at controlling to a larger extent 
more value activities in the value chain through, among other measures, engaging in 
proprietary housing construction. The installations segment, e.g. installation of electricity, 
telecommunication and heating facilities, accounted for a progressively larger part of the total 
construction costs of a building while being a segment with a relatively high rate of market 
growth, primarily because the complexity and the number of different technical systems were 
increasing. As a consequence, NCC considered it to be vital to increase its presence in these 
areas. 
 
NCC Housing’s total package approach provided a good example of a successful value chain 
integration resulting in increased profitability. As a consequence, NCC Housing established a 
specialized unit focusing on projects based on a total package concept [2:12/017]. 

Strategic focus 
During 1998, NCC carried-out under a strategic review under a project called NCC Future. In 
the review NCC identified and assessed the importance of those factors that most likely would 
impact the industry’s long-term development. 
 
In addition, the NCC Future project identified two possible developments in the industry, a 
conservative and a radical scenario. These two differed with regard to the assumptions about 
the market growth, the competitive forces as well as political, technological and 
macroeconomic conditions. In the conservative scenario, the Nordic markets would show 
slow growth. A decline in relative demand in Europe would create over-capacity in the 
industry. Large European construction and civil engineering companies would establish 
alliances in order to increase its competitiveness for large cross-border infrastructure projects. 
Alternative forms of financing, e.g. privately funded projects, would not have a great impact 
in this scenario. IT would have an increasing importance, however construction companies 
would be slow adopting and in taking advantage of new information technologies. In this 
scenario, the larger construction companies would not be strong players in the business of 
facility management. In the radical scenario, three regions would emerge as economic centers 
with an annual market growth of above 20%: Warsaw, St. Petersburg and Moscow. Large 
American or European construction groups would establish themselves in the Nordic 
countries by acquiring Swedish construction companies. Alternative forms of financing for 
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e.g. highways, bridges, hospitals and other construction and civil engineering projects would 
emerge. As a consequence, being able to offer innovative financial solutions would become 
increasingly important in order to compete for large projects. The construction process would 
move towards industrial construction and IT would be applied in all the phases of the process. 
Industrial construction would create the foundation for new alliances between construction 
companies and companies in other industries. New network-based forms of organizations 
would have an impact in the construction industry. 
 
Apart from the financial objectives measured as income after financial items and equity/asset 
ratio, the main corporate objective was to increase the value of the NCC share, i.e. the share 
price. In addition to NCC’s corporate strategy (detailed below) and due to the share price 
trend in 1998, NCC decided to implement specific measures to increase the value of the NCC 
share. A five point program was formulated and implemented during 1999 in order to reach 
this objective: (i) increase dividend from 1/3 of after-tax earnings to approximately 1/2. As a 
result, the dividend per share for 1998 was raised from SEK 1.50 to SEK 2.50, (ii) liquidate 
shareholdings in “non-core operations”, e.g. by liquidating the shareholdings in Neptun 
Maritime and Hufvudstaden, either through a sale in the market or a spin-off to NCC’s 
shareholders, (iii) increase liquidity of the NCC share, e.g. by intensifying contacts with 
international asset managers in the Nordic capitals, London and other major financial centers, 
(iv) engage in new structural transactions, e.g. in complementary businesses where obvious 
synergies existed, (v) create incentives for senior executives to increase the value of the NCC 
share, e.g. by implementing a continuous stock options program [2:13/017, 2:12/026]. 
 

“It’s difficult to engage in property development and being forced to deliver results on a quarterly 
basis…as I mentioned property development takes several years…we need to balance the requirements of 
our shareholders and our customers [2:13/017, S. Holmlund]…” 
 
“We have seen a shift within NCC…3 to 4 years ago we were extremely focused on shareholder 
value…now we are extremely focused on our customers and on creating long-term profitability…we have 
changed “regime” and we have another corporate strategy…focusing on our customers will create 
profitability…and eventually shareholder value…this also has to do with the owners…approximately five 
to six years ago NCC was merged with SIAB…one of the largest owners of SIAB was Fredrik 
Lundberg… Fredrik Lundberg is very long-term and he truly understands this industry… He also believes 
that shareholder value is a consequence of customer focus and long-term profitability… A proof of this 
shift within NCC can be found in how bonuses and other incentives are paid to top management…it has 
nothing to do with our share price anymore [2:12/026]… From 1994 to…maybe 2001…NCC’s strategy 
was to grow, grow, grow…to capture market share…our growth strategy was based on mergers and 
acquisitions…we looked too little on profitability… Some two years ago we suddenly stopped and said 
“we need to focus on profitability first and foremost and to grow accordingly”…so we began to focus on 
the things that generated profit…at least in a foreseeable future…and cut the rest…today we are 
profitable in virtually all of our markets and segments… The reason we decided to grow through mergers 
and acquisitions was simply because organic grow takes too long time…this has to do with creating 
shareholders value…today we still aim at growing…growing through organic growth…through 
increasing our scope of profitable business [2:12/026, J. Byfors]…” 

 
Based on the market review in NCC Future, NCC’s strategy included to expand its 
international footprint [2:12/002], increase integration across the value chain, become more 
specialized and increase procurement efficiency. These strategic measures are further 
described below. 
 
In addition to the Nordic region, NCC aimed at internationalizing by creating a leading 
position and establishing “domestic markets” in the Baltic region and Poland. NCC also 
aimed at creating a strong footprint in European Russia, through its operations in the Baltic 
region, and in Germany. Its international expansion would be carried-out through organic 
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expansion, acquisitions, and alliances [2:12/002]. In the Baltic region NCC’s vision was to 
become the industry leader in terms of profitability and market position and to use this as a 
basis to develop strong international project operations. NCC expanded its operations in 
Estonia, Latvia and Lithuania. NCC’s expansion in the Baltic region and the St. Petersburg 
was done primarily through acquisitions of local companies with knowledge of the country 
market. In Germany, NCC was active through the wholly owned subsidiary NCC SIAB and in 
Poland through the in 1998 established subsidiary NCC Polska [2:12/002]. 
 
In order to increase margins and profitability, NCC aimed at integrating the value chain, i.e. to 
control to a larger extent more value activities in the value chain through, among other 
measures, engaging in proprietary housing construction. The installations segment, e.g. 
installation of electricity, telecommunication and heating facilities, accounted for a 
progressively larger part of the total construction costs of building while being a segment with 
a relatively high rate of market growth, primarily because the complexity and the number of 
different technical systems were increasing. As a consequence, NCC considered it to be vital 
to increase its presence in these areas. Consequently, NCC decided to enter this segment, 
capitalizing on the opportunities available in this segment. This strategy can be detected in the 
moderate negative cash-flow (i.e. investments) in shares and participations between 1998 and 
1999 (see Figure 9:3). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 9:3 NCC cash-flow (MSEK) in shares and participations 1994-2000 (source: NCC) 
 
NCC Housing’s total package approach provided a good example of a successful value chain 
integration resulting in increased profitability. As a consequence, NCC Housing established a 
specialized unit focusing on projects based on a total package concept in selected markets 
[2:12/017]. 
 

“I mentioned that 65-70% of our business is purchased material…you might think that we could increase 
the added value we provide by integrating backward…the problem is that the suppliers market is very 
fragmented…what should be integrated…the suppliers market belongs to a variety of value-chains…we 
rather integrated forward through “partnering”…nonetheless in some segments we have integrated 
backward…we own gravel pits and asphalt factories…when it comes to roads we have also integrated 
forward…we construct the entire road…we aim at taking responsibility for the signposts…and so 
on…sometimes we even own and operate a high-way…it’s easier to integrate forward than 
backward…Through partnering we know from previous experiences that we get higher satisfaction 
among our customers and this in turn generates increased revenues and higher margins… A construction 
process is very much a reciprocal process…we need to be clear about this…you have an 
idea…an….ambition…the whole thing develops…and you have to rethink your initial plan…you need to 
discuss with the buyer once again…purchasing building materials is a much more straight forward 
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process…this is one of the reasons we are more interested in integrating forward than backward 
[2:12/017]… The construction industry is a profitable industry as a whole…however the players closest 
to the end-users are less profitable…like the architects, consultants and the construction companies…the 
ones upstream in the value chain…the ones closest to the gravel…are the most profitable…companies 
manufacturing and producing components, building materials, raw materials and so on…maybe to the 
contrary of other industries where the companies closest to the end-users are the ones that profit the 
most…even though 65-70% of our business is purchased and upstream companies are the most profitable 
we integrate forward…sounds strange maybe…the reason is that this is exactly what we are trying to 
change…to create more value and profitability downstream where we have our business…it’s possible 
that industries that are driven by downstream companies have more profitable companies upstream and 
vice versa…maybe [2:12/017]… By moving forward in the value chain we aim at increasing our 
profitability from 2-3% to 5-6% [2:12/017, J. Byfors]…” 

 
NCC Future project had assessed that privately or jointly financed projects would become, 
and was actually already becoming, a prerequisites in many country markets, including the 
Nordic countries and Sweden. In order to increase its competitiveness in larger infrastructure 
contracts, NCC aimed at providing alternative forms of financing, e.g. as in BOT projects. 
Increasing the corporation’s financial strength and developing its expertise and know-how 
with regard to these types of projects and financial solutions became critical. In addition, in 
order to manage larger international BOT projects and alike, NCC realized that it had to 
further develop its legal expertise and know-how in the field of advanced project management 
[2:12/005, 2:13/008], risk assessment/management and its knowledge of international 
markets. 
 

“In its essence we take responsibility throughout the entire value chain…we coordinate and are constantly 
in touch with future tenants, local authorities, the construction company, architects, investors, facility 
management companies…and so on [2:13/008, S. Holmlund]…” 

 
In order to increase margins and profitability, NCC aimed at increasing specialization, 
targeting segments with a high degree of added value and reducing its previous focus on 
general-purpose building constructions. Once again, NCC Housing’s production based on a 
total package approach provided a good example of relatively higher profit margins compared 
to other housing projects. Other specialized areas were the construction of telecommunication 
sites, railways, etc. 
 
Procurement, an area that, according to NCC’s estimates, accounted for 2/3 of NCC’s total 
construction costs, offered considerable potential for improvement and cost savings. During 
the year, changes in the procurement process were initiated aiming at creating and capitalizing 
on economies of scale. In addition, NCC intended to further develop cooperation across 
national borders, between subsidiaries and projects, and between BAs in order to exploit 
untapped synergies. 

Marketing, sales and distribution channels 
The housing cooperatives, HSB and Riksbyggen, had traditionally been NCC’s largest 
customers in the area of housing. During 1998, however, their investments in new housing 
constructions were small and limited to a few municipalities. NCC Industry’s internal 
customers accounted for slightly less than half of sales, of which NCC Civil Engineering for 
almost 40%. Infrastructure investments by the National Road Administration, primarily in 
surface maintenance work on the Swedish highway network, and the Swedish Railway 
Administration increased compared to previous year. This had a positive effect on the 
business within NCC Civil Engineering and NCC Industry. 
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A long-term plan for a corporate branding campaign of NCC’s trademark was designed and 
launched during the year. NCC estimated that the trademark made a number of business 
processes more efficient, i.e. marketing, sales and recruiting, thereby assisting NCC in 
achieving its strategic objectives. Only a few years later NCC discovered some of the 
difficulties in branding the corporation and its products separately [2:13/016, 2:13/009]. 
 

“I believe we were the first company in Sweden that branded individual projects…real-estates…Kista 
Science Tower is one example…this has been a strong trend in the market…sometimes we develop a 
project in cooperation with the future owner…we both require our brand to be visible…what has 
happened now is that we have lost focus on our own brand…NCC… Some people don’t even recognize 
that we are the ones responsible for Kista Science Tower…this is terrible…branding has been 
“hysterical” ever since “the new economy” in the late 90´s…to build new brands costs huge amounts of 
money…a company like NCC should focus on its strong brand…and not engage in creating new 
ones…this should be the responsibility of the real-estate owners…the Ericsson Building or whatever…we 
will no longer create any new brands…our strategy is “One name, One brand, One Company” [2:13/016, 
S. Holmlund]…” 
 
“…we have chosen to create this separate company Consess under its own brand…the reason is simply 
that they are responsible for a completely different set of products…product portfolio…they represent 
other values, have a strategy of their own and so on…another important thing is that we will eventually 
sell the project…the real-estate…after selling the property we need to terminate our engagement with our 
customer…leave the project…Consess is part of the product that we sell…and we leave them behind to 
take care of the services or functions that we have agreed upon… If you are not able to make it clear 
when the project has ended, it can go on forever [2:13/009, S. Holmlund]…” 

 
In addition to the traditional construction segments in which NCC competed, NCC recognized 
that it needed to increase its competitiveness in other markets such as the labor and financial 
markets. NCC believed that a strong brand could assist in this respect. Outdoors at 
construction sites, advertisements and customer activities became some of the components in 
this campaign. 
 
In order to intensify marketing and sales efforts, NCC Housing established an active sales 
organization in Stockholm, Gothenburg and Malmö through so called home-buyer shops 
(“bobutiker”) [2:13/015]. 
 

“NCC Bostad has established points of sales towards the private end-users…and has their own 
realtors…we have observed JM in this respect…they have been very successful [2:13/015, S. 
Holmlund]…” 

 
In addition, marketing and sales activities were initiated through a national toll-free number 
and over the Internet [2:12/020]. 

Product strategy and product portfolio 
NCC Real-Estate’s R&D efforts focused on reducing the energy and water consumption as 
well as the use of materials that had a negative effect on the environment. 
 
In an effort by NCC Housing to develop the total package concept, an extended list of 
optional housing features (e.g. equipment, surfaces, materials and various optional packages 
for safety and allergy prevention) and financial solutions were offered to potential customers. 
 
NCC Building engaged in various R&D projects, e.g. the Future Production Environment 
project aimed at developing weather protection systems with heat, ventilation, lighting etc., in 
order to create an outdoor production environment similar to that of an indoor environment. In 
addition, the business area engaged in a corporate-wide project on vibration free, fiber 
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strengthened concrete [2:11/018]. Two other important R&D projects in that the business area 
engaged in were the Nordic development project Nordic WOOD “Multistory buildings with 
carcassing” and the Swedish Steelwork Institute’s development project, “Lightweight 
Building Techniques in Steel”. It seemed, however, that the major construction companies 
(including NCC), as they turned their attention to project management, increasingly pushed 
R&D to their suppliers through e.g. outsourcing. The rationale was said to be to allow 
specialization across the value chain as well as to transfer risk [2:12/005]. 
 

“…in addition you have all the suppliers and producers of different materials…they also drive the 
development in this industry…they develop a new window or floor system…we can only construct based 
on what’s available in the market in terms of components…that’s not how the car industry or the telecom 
industry work…they [the system suppliers] decide what they need to develop and then they develop it or 
request the suppliers to develop it…we are much more dependent on what our suppliers decide to 
develop…and we need to adapt…if you look at the suppliers they spend much more in development 
compared to the large construction companies…One example is Södra Building Systems…they put a lot 
of effort in developing construction systems….systems of beams…joists…of course we, as a large 
construction company, are an important driver of this industry…but one should not ignore the driving 
power of the smaller suppliers…though their innovations [2:12/005]… In larger projects where we own a 
larger portion of the product…and we are responsible from idea through concept development to delivery 
we have our greatest potential to develop innovations and manage the entire process…at NCC we have 
engaged in substantial outsourcing…pushing our suppliers to do more…we however retain control and 
management of the construction process though our own project managers… suppliers today deliver not 
only materials and components but also resources to put everything together…to get everything in 
place…there are many reasons for us doing this…one is specialization…a company delivering a floor or 
tile knows exactly how to do it [install and deploy]…another reason is to transfer risk…in a construction 
process you have to be able to manage risk [2:12/005, J. Byfors]…” 

 
NCC Industry focused on developing new products in the areas of recycling and building 
assistance. Concepts in which synergies could be created by utilizing resources and skills 
from both machinery rental’s and ballast’s operations were prioritized. A good example was 
the concept of recycled asphalt surfacing and the development of equipment for such 
purposes. A concept for the business area’s use of natural resources from rock or gravel pits 
was developed and branded as “The Natural Way”. The objective was to create value added 
for society when a pit operation had been completed. In cooperation with municipalities and 
others, the business area offered to establish long-term plans for developing pit sites into e.g. 
land for residential or recreational purposes. NCC Industry planned to introduce all its 
concepts in all of the Nordic countries and the Baltic Sea region. 

Operations 
Real-estate operations: Although NCC Real-Estates’ business consisted of real-estate 
management, sales of managed properties, and real-estate development, the management team 
decided that project development was to become the business area’s core business; real-estate 
management and real-estate sales were to become supporting operations. As a consequence, 
further reduction in the portfolio of managed properties continued. The business area’s 
strategy included focus on selected customers, regions and locations. In the selected customer 
segments, i.e. office and retail premises, as well as public administration buildings, projects 
were to focus on prime locations. With regard to regions, the business area decided that no 
long-term management operations would be conducted outside Sweden. In Sweden, the 
business area continued to withdraw from non-prioritized areas. The business area’s net sales 
decreased mainly due to reduced rental revenues as a result of extensive sales of properties. 
 
The vacancy rate in property management declined from 11% to 7% in the Swedish and the 
foreign portfolio. With regard to sales of managed properties, one major transaction during 
the year was the sale of the remaining holding in NK Cityfastigheter to Hufvudstaden in 
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return for shares in Hufvudstaden. As a result of the transaction, NCC received a minority 
interest in Hufvudstaden. Among the largest property development projects in which the 
business area engaged during the year was the 62,000 sq. m. Kista Science Tower, in Kista, 
Stockholm, with a project volume of SEK 1 billion [2:12/008, 2:12/012]. 
 

“We also have project development…we buy land…construct a building…find the tenants and put it on 
the market for investors to buy…one example is Kista Science Tower [2:12/012, J. Byfors]…” 

 
Construction operations: In 1998, NCC Civil Engineering engaged in a total of 
approximately 2,000 projects in Sweden, of which approximately 80% had a contract value of 
less than SEK 5 million. Major domestic projects during the year included the completion of 
the Arlanda Link. A-train AB began test operations during the year branded under the Arlanda 
Express name [2:12/024]. With regard to international projects, the joint venture company, 
IGL-NCC in which NCC had a 25% interest, was established with the Italian construction 
company, Impregilo, in order to target major projects in the Baltic States and Russia. In 
addition, NCC Eeg-Henriksen completed the hydropower plant in Costa Rica in cooperation 
with ABB and Kvaerner [2:12/002]. 
 
NCC Housing continued to build residential properties in accordance with its total package 
concept, as well as on a contract basis for external construction companies. Although the 
latter generated the lion part of sales, its focus became increasingly the former, both in terms 
of business and product development. The business area’s number of housing starts in 
Sweden was 1,743 distributed among 45 projects, of which 1,294 units were proprietary and 
the remaining 449 units developed on a contract basis. Of the 1,294 proprietary projects 181, 
or 14%, were conducted under the total-package concept, and the remaining 1,113 were 
conducted according to “standard” processes and procedures. Based on previous experiences 
and as stated in the corporate strategy, the business area assumed that the key to higher 
profitability was to increase value chain integration and industrialization as well as 
specialization, i.e. to move away from being a general-purpose builder. Consequently, the 
business area intended to develop the total package housing concept and introduce it in all of 
NCC’s domestic markets. Similar plans were made for industrial operations. Three key 
factors were identified in order to increase value chain integration, industrialization and 
specialization; (i) to attain and develop the business area’s know-how of the entire 
construction process as well as of each sub-process in the total-package process [2:12/007], 
(ii) to develop its ability to acquire land in attractive locations, and (iii) to increase customer 
orientation and to increase its focus on marketing and sales. Consequently, NCC believed that 
specialization and the development of standardized processes, modules and products 
contributed to industrialization and cost effective construction works. Nonetheless, it could 
potentially also contribute to value chain disintegration which could result in a less effective 
process and increased lead-times [2:12/007, 2:12/010, 2:13/013]. 
 

“The different project organizations are not particularly specialized in different product areas…some 
specialize in infrastructure and other on buildings…that’s it… We have tried to create a more specialized 
organization…like in housing and private homes…they are specialized on the products and the end-
users…in this organization the specialized expert units have the know-how…but they contract the 
construction resources from other parts of the organization…the traditional line organization… we are 
specialized in highways, bridges and other areas…this is one way of industrializing the processes, to 
capitalize on repetitive effects…in an industrialized process we need to be able to transfer know-how 
between individuals [2:12/007, J. Byfors]…” 
 
“In order to be more industrialized we need to standardize our processes [2:12/010]… We also work on 
reducing costs by standardizing our products with a few variations so we can satisfy the specific needs of 
the customers…once we have standardized our products we can work our way back and tell the project 
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organization and our suppliers what they need to do [2:12/010]…they have no choice…we get total 
management and control…we are doing this for apartment buildings… One example is the concept that 
we call “Ljuva Livet”, one and two story apartment buildings that are very cost effective… We work with 
designing modules that are industrialized and prefabricated… We standardize a number of 
modules…these modules are usually on a room level…the living room, bed room, kitchen…in addition 
we have standard and modularized systems of joists…and walls, when we design an apartment building 
we do it based on the standardized modules…for every module we have a few different designs…in order 
to be able to provide options for our customers…to deliver according to customer requirements…in most 
cases however, the outer dimensions are fixed...the outer dimensions are defined according to what’s 
possible to load into a truck platform…until now our suppliers have been proactive in designing 
standardized modules and showing us the benefit of it…cost savings and so on…we are taking a more 
proactive role…we decide what products we need to deliver and ask our suppliers if they are able to 
develop the required modules…it’s changing…this shift is very much due to our effort to standardize the 
end product…the apartment building…few apartment buildings have been designed and constructed 
according to a standard…the apartment buildings don’t necessarily have to look the same but the product 
logic behind it needs to be the same [2:12/010]… Modularization means that we define some technical 
specifications such as standard outer dimensions and joints…and the interface…between different 
modules…in addition we need to specify the functionality that we are looking for…when it comes to the 
end-product…the buildings…we try our customers to understand the they should be concerned with the 
functionality that they are looking for and to allow us to decide how we technically are going to achiever 
this…we think our customers know best what they need and we are better in finding the best technical 
solution… If you take a road as an example…the customer needs to specify the traffic intensity, how long 
it’s supposed to last, maintenance costs…it’s up to us to find the best technical solution according to the 
functions specification…this way of working enables this industry to find the most cost effective solution 
and to generate a high degree of technical innovations [2:12/010]… The only way to lower costs is to 
industrialize the construction process…we are pretty clear how this is going to be 
achieved…modularization…and industrialization [2:12/010, J. Byfors]…” 
 
“One way of reducing the lead-times across the entire value chain is to integrate the value chain through 
expert units…as we are doing within NCC…previously we had one business unit responsible for 
producing asphalt and another for pavement…today we have one integrated business unit…Roads…it 
[the BU Roads] is responsible for the entire value chain…in a sense this is what we do in the construction 
industry…we are an expert unit responsible for the entire value chain of commercial real-estates… 
During the last couple of years we have been able to identify more precisely the different value chains in 
the construction industry…today we try to understand where it starts and where it ends…and understand 
where we fit in…and how we can control it…it’s easier to create value to the end-user if you have a value 
chain perspective rather than just looking at your immediate customer…today we talk about the value 
chain…back in 1994 we never discussed the value chain [2:13/013, S. Holmlund]…” 

 
Another potential problem in developing too much standardization was that it could 
potentially hamper innovations [2:12/014]. 
 

“Too much standardization, just like regulation, impede the rate of innovations…if you aim at introducing 
a new product that has not been developed according to some market standard…this will of course be 
virtually impossible…this is a balance that we need to consider within this industry just like in any other 
industry I guess…the construction industry has developed from a very regulated environment…we use to 
have “Statens Planverk”…a government authority…that detailed exactly how apartments had to be built 
and how they had to look like…they had various incitements to have the industry to follow their 
regulations…legislation was one…but you also had to comply with all their regulations in order to be 
able to get loans…nobody in this industry had to think or was allowed to develop any creative 
solutions…if you planned to construct a 2 bedroom apartment you looked it up in one of their 
manuals…there was no need to and no room for developing innovations…the industry was 
hampered…and, in a sense, restricted peoples mind…everybody expected someone else to tell them what 
to do…there was no creativity [2:12/014, J. Byfors]…” 

 
On successful completion of the Schäfergarten project in the Berlin area, NCC and IKEA 
agreed to continue to cooperate in a row-house project in Hannover under the same 
framework [2:12/006]. 
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NCC Industry made several structural acquisitions and divestments during the year, primarily 
in Sweden, the Baltic Sea region and Poland. In October, NCC sold its shareholding in 
Swerock as well as its minority interest in Cliffton to PEAB. The transaction also included the 
acquisition of Eskilstuna Betongfabrik [2:11/018]. Through the acquisition of Superfos 
Construction Europe the business area significantly enhanced its position in Denmark and 
Finland in the segment of asphalt and ballast operations. NCC Industry started up production 
in an asphalt plant in Poland and a ready-mixed concrete plant in Latvia [2:11/018]. With 
regard to the business area’s Baltic Sea region operations, two new customer centers for 
machinery rental were established, one in Latvia and the other in Estonia. 
 
Other operations: Apart from NCC Invest’s core activities of M&As and management of 
subsidiaries and associated companies, the business area engaged and assisted the corporate 
management team in developing its strategy. NCC Invest headed the strategic study, under the 
working name NCC Future, and conducted a study of the Nordic installations sector. In line 
with NCC’s strategy to concentrate its operations to its core business of construction and 
project development activities, the NCC Board decided to increase divestments activities in 
what was considered non-core businesses. Small acquisitions were however made in order to 
support NCC’s strategy to control, to a larger extent, more value activities in the value chain, 
primarily in the installation segment. 
 
With regard to acquisitions and divestments in Sweden, complementary purchases to NVS 
(Nordisk Värme Sana) of small heating and plumbing companies were made during the year. 
Nonetheless, NCC’s holdings in NVS, and other companies, e.g. BPA, were to be evaluated. 
Hedemora Diesel, a company in the business of manufacturing, servicing and provisioning of 
spare parts for diesel and gas engines, was sold. 
 
In addition to the Norwegian subsidiary, NCC Eeg-Henriksen (acquired in 1995) responsible 
for operations in Norway, NCC Rasmussen & Schiötz, NCC’s Danish subsidiary since 1996 
and NCC Puolimatka, (acquired in 1996) in Finland, NCC formed a subsidiary in Poland, 
NCC Polska. 

Corporate and ownership structure 
The organizational unit Major Projects changed its name to NCC International. In line with 
the corporate strategy to increase integration across the value chain and based on the 
experiences gained from NCC’s participation in the Arlanda Link project, one of Sweden’s 
first BOT project, a specialized BOT unit was established within NCC Civil Engineering. In 
addition to the 14 regions in Sweden, NCC Building established a special building services 
unit with a nation-wide responsibility for coordinating the Swedish construction service 
operations. 

Other important events 
In line with the corporate strategy to increase integration across the value chain, NCC Civil 
Engineering put an IT system which supported the planning and execution of several 
processes in areas such as marketing and constructions operations. 
 

NCC’s strategic focus included to implement the strategy it had formulated in 
1998, in particular with regard to specialization, value chain integration and 

procurement. In addition, NCC’s focused on reducing its portfolio of managed properties, 
developing its financing and risk management capabilities, increasing quality, developing 
management capabilities through its corporate culture and establishing a solid strategy 
development process and organization for such purposes. 

1999 
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Strategic focus 
NCC followed through on the strategy that it had formulated in 1998, in particular with regard 
to specialization, value chain integration and procurement. In accordance with its strategy to 
reduce its focus on general-purpose building constructions and increasing specialization, NCC 
Telecom was established in order to focus on the expansive telecommunication segment 
[2:13/024]. 
 

“Back in –94 the division of work in our industry was pretty clear…then many companies aimed at 
integrating forward in the value chain and to do as many value activities as possible……in addition many 
construction companies went beyond the boundaries of the industry…Skanska entered the 
telecommunication industry through Orange…we [NCC] established NCC telecom and we had plans to 
establish a broad band operator…everybody aimed at doing everything…not only by broadening the 
portfolio of products and services that was sold but also to produce the entire portfolio in-house…the 
division of work was blurred within this industry…I guess this happened at the same time the stock 
markets reached peak levels…between –99 and 2001…we then saw that few companies were profitable 
in doing everything…today we are back to where we started…the division of work is once again clear 
[2:13/024, S. Holmlund]…” 

 
In addition, in order to be able to control to a larger extent more value activities in the value 
chain NCC was to develop systems know-how in the installation segment. With regard to 
procurement, the NCC Sourcing Committee was established with the objective of creating a 
coordinated procurement function through-out the entire purchasing process, i.e. initiation, 
product-range analysis, request for tender, contract negotiation, follow-up and development 
[2:12/003]. 
 
NCC made some important additions to the strategy formulated in 1998, including details on 
how to increase shareholder value, financial, risk and quality management, corporate culture 
[2:13/022] as well as the strategic and organizational development process. 
 
The corporate strategy of reducing its portfolio of managed properties became tightly linked 
to the objective of increasing shareholder value. The value of the portfolio of managed 
properties was less than SEK 6 billion at the end of 1999. NCC’s target was to reduce the 
portfolio to approximately SEK 4 billion. The capital released by the sale of managed 
properties would in part be reinvested in real-estate development and used for acquisitions, 
and in part distributed to the shareholders. The decision could be seen in the direct return of 
NCC’s shares in 2000 (the B-share reached all-time-high during the period 1994-2002), as 
well as the immediate positive reaction of the capital market in 1999 (see Figure 9:4 and 
Figure 9:5). 



NCC 

 

268

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 9:4 NCC direct return on B-share (%) 1994-2002 (source: NCC) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 9:5 NCC adjusted share price (B-share in SEK) 1994-2002 (source: Stockholmsbörsen) 
 
Financial management, risk management and quality assurance became increasingly strategic 
areas within NCC in general and within NCC Civil Engineering and Housing in particular. 
 
BOT projects had become increasingly important. A BOT project should pay for itself over 
the concession period, after which it was handed over to the purchaser. This meant that 
revenues were generated over time and that the construction projects tied up capital for a 
longer period of time. In its essence, however not in a legal sense, a BOT project put NCC in 
an ownership situation, which was quite different from taking production responsibility only. 
Becoming a virtual owner of a project and deferring revenues over time dramatically changed 
the risk profile of the project and the requirements for financing capabilities of NCC. 
 
NCC’s financial policy had been determined by NCC’s Board of Directors and managed by 
NCC Treasury, NCC Insurance and NCC Project Finance. Financial management and risk 
management had traditionally been associated with cash-flows and the operations within NCC 
Treasury, a company that acted as NCC’s internal bank and was responsible for coordinating 
and managing NCC’s financial flows and associated risks. 
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NCC estimated that, on average, quality problems in the construction industry resulted in 
added costs of 5 to 10% of the total production cost within each project. Analyses also 
showed that 80% of these deficiencies were the result of recurring faults, which indicated 
considerable potential for systematic improvement programs. Legal requirement to rectify 
construction faults had, until then, been the responsibility of NCC Insurance. Increasing 
quality, however, by systematic improvement programs on a project level rather than on a 
corporate level through NCC Insurance became increasingly important in light that NCC 
more often was being put in an ownership situation. 
 
NCC Project Finance specialized in developing customized financing solutions. Although 
NCC Project Financing had been in operation for several years, the majority of the developed 
financial packages related to relatively small projects, i.e. rental agreements for customers 
who did not want to own their own premises or facilities and leasing solutions or credits for 
the development of residential areas. The financing capabilities of the corporation and the 
know-how within NCC Project Finance also became increasingly important in light that NCC 
more often engaged in major infrastructure projects, such as the Arlanda Link BOT project 
[2:12/024, 2:14/003]. 
 

“The construction companies are the driving force in how the business logic has evolved…risk sharing 
and so on…the reason is simply because financially we are the strongest ones…we can take responsibility 
for the Arlanda Link project, a BOT project…we can manage a project like Kista Science Tower…of 
course we set the standard for how business should be conducted…few others have the financial 
capability to take on such large projects…among other things it’s a matter of cash-flow…our cash-flow is 
substantial…this is one of our core capabilities to set up projects also from a financial point of view…find 
financing…and so on…we have credibility among investors…if necessary we can take on a large project 
on our own accounts…this is not optimal from a cash-flow perspective…but we can do it if 
necessary…in this business it is of strategic importance to be able to acquire land…and we have the 
financial capability to do so…smaller players can’t do it [2:12/024, J. Byfors]…” 
 
“One of the reasons project development is handled by the larger construction companies is simply 
because they have the financial strength to do so…they can finance a projects until it has been sold…they 
have cash and the credibility to get the cash if so required…other smaller players lack this…financing 
shouldn’t be a problem for Skanska and NCC [2:14/003, P. Carlsson]…” 

 
In previous years, NCC had worked on creating a corporate structure that was controllable 
and manageable. During 1999, however, the management team recognized that there could be 
one important parameter that they could have missed-out; the corporate culture. The 
management team reasoned that NCC in order to be controllable and manageable, as a highly 
decentralized organization with thousands of workplaces and operations in several countries, 
needed not only an optimal corporate structure but also a strong business and corporate 
culture [2:12/008, 2:13/022]. 
 

“Because the project organizations are very autonomous, it’s difficult to control it from the outside…from 
the line organization…it’s hard to tell the project organization what tools they need to use and so on…I 
am not saying it’s impossible…we do it [control the project organization from the line organization] but 
there is a huge barrier…the culture is within the project organization…and it’s very strong…sometimes 
stronger than the corporate culture [2:12/008, J. Byfors]…” 
 
“We bench-mark against other country markets in the Nordic region and try to see which concepts that 
have been most successful…to develop best practices…we haven’t been particularly successful in reusing 
gained know-how within the group…to transfer know-how from a successful project in Finland to 
Sweden… To be able to repeat a successful project is important… this is important down to the project 
management level…we must be able to learn from each-others…to be able to do this we need to create a 
corporate culture…people’s attitude…that stimulates this development…to develop a huge amount of 
papers in order to document your processes…all these process charts…that simply doesn’t work…believe 
me, we’ve tried it… we were certified until last year…we no longer are…this is not important 



NCC 

 

270

anymore…In addition to the corporate culture we need an organizational structure that support this…we 
cannot have an organization managed from the top…when we have found a successful concept and this is 
going to be implemented in a particular market…the country manager should act as a coach…and assist 
the organization to create a network…we try to move away from a hierarchical, top-down organization to 
networked and bottom-up organization… In contrast to most other industries we have mobile factories 
and fixed products…this means that we need to establish a project organization over and over again…we 
have tried to use databases and other support systems in order to transfer know-how from one project to 
another…but as I’ve said…the most important thing for us is to establish a corporate culture that people 
can internalize within themselves…so that people share their knowledge with each-other [2:13/022, S. 
Holmlund]…” 

 
The strategic work during 1998 had been executed primarily by NCC Invest. The 
management team recognized the importance of this kind of work and in 1999, a new 
corporate unit, Business Development, was created responsible for NCC corporate strategic 
process, i.e. planning, business intelligence, development of future scenarios and with 
expertise in the area of M&As. 

Marketing, sales and distribution channels 
The total customer base of NCC Civil Engineering in Sweden consisted of approximately 
2,000 customers, with less than 150 customers accounting for approximately 80% of net sales. 
The largest customer was the Swedish National Road Administration. 
 
Marketing became an increasingly complex function, not only including the analysis of trends 
on the macro level. NCC’s marketing activities increasingly focused on the industry level and 
the customers; to identify various customer segments (e.g. end-users and investors in various 
segments) and their needs. In addition, the marketing function became increasingly proactive, 
e.g. through marketing promotion. In 1999, a new logotype was established. The rationale 
was to clarify the values represented by NCC [2:13/004, 2:13/011]. 
 

“…we analyze the economical and market trends…on a national as well as regional level…business 
cycles, regional immigration and emigration, regional growth potential, developments in localization of 
universities…we also analyze future scenarios…and so on [2:13/004, S. Holmlund]…” 

 
One of the reasons for the changing role and importance of marketing was also the general 
trend of moving into functional sales (rather than sales based on technical specifications). In 
selling function, companies like NCC increasingly needed to understand customer needs as 
well as to communicate how the suggested solution was able to fulfill such needs [2:13/014, 
2:09/015]. 
 

“We work on specifying “functions” rather than the “technical specifications” that will be delivered…this 
is also one way of getting more customer focused…functions have the customer as the starting 
point…functions that mirror some kind of value to the customer…technical specifications on the other 
hand have us as a construction company and our products as the starting point…I am not sure that if I 
would describe our products from a technical point of view that our customers would understand what I 
was talking about or could translate those [specifications] into some sort of value [2:13/014, S. 
Holmlund]…” 
 
“A general trend in this industry is to purchase “function” rather than a detailed technical solution…in 
general terms this enables the creation of innovative projects and greater flexibility to construct according 
to customer requirements…it also enables differentiation [2:09/015, C. Linné]…” 

 
The total package concept developed by NCC Housing required intensified marketing efforts 
in order to get in contact with the potential customer and establish the framework and the 
details of the construction plan according to his/her preferences. Further developments of the 
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sales process and organization continued to include the build-up of an in-house sales 
organization and reducing the need for brokers. 

Product strategy and product portfolio 
During 1999, NCC’s R&D Council, responsible for coordinating the R&D activities within 
the different business area’s and in which all business area’s were represented, agreed that 
NCC should focus its research on areas such as IT, “intelligent buildings” [2:13/023], 
environment with particular emphasis on energy issues, increased construction efficiency, and 
neighborhood-friendly restoration and renovation. 
 
R&D within a variety of different IT applications became probably the most important area of 
research since it was considered to enable considerable progress in all other research areas. 
Research was conducted in close cooperation with industry leaders and other organizations 
with high level expertise, e.g. the Universities. 
 
IT not only related to administrative systems but also e.g. virtual reality and 3D modeling 
used to support the design, construction, functional analysis and administration of complex 
buildings. In this respect NCC cooperated with e.g. Chalmers Technical University. 
Intelligent buildings referred to buildings with integrated IT systems, often over the Internet, 
enabling the monitoring and control of the building’s operation, adaptation of the interior 
climate and lightning to individual preferences, monitoring of security and other service 
functions such as the possibility to offer free telephony between tenants e.g. in cases where a 
tenant owner association formed a neighborhood network. A cooperative agreement was 
signed with Ericsson with regard to R&D in the area of “intelligent buildings” [2:13/023]. 
 

“In 1999 we signed a strategic cooperative agreement with Ericsson for joint development of new 
products…concepts…we developed different concepts for implementing broad band in “intelligent 
buildings”, GSM positioning in different construction sites…we discontinued this cooperation…the 
economy went down…it takes time to convince our customers and make them understand the value of 
these new concepts…however we still have what we call “future lab” within NCC…we continue to 
develop these concepts…I believe this will explode in the future [2:13/023, S. Holmlund]…” 

 
IT increased efficiency in the construction process through increased coordination among the 
parties involved. IT, thus, enabled moving towards industrialization at the construction site. 

Operations 
Real-estate operations: NCC estimated that an optimal size for the portfolio of managed 
properties was SEK 4 billion. Consequently, the management team decided to gradually adapt 
the portfolio of managed properties accordingly. The focus of NCC Real-Estate remained on 
developing office and retail properties, hotels/restaurants and buildings used by public 
administrations, such as schools and hospitals. 
 
As planned, NCC Real-Estate continued to decrease its participation in jointly managed 
properties. With regard to property management, rental revenues continued to decrease due to 
the reduced portfolio of managed properties. The total vacancy rate, however, in terms of 
floor space decreased slightly in the Swedish and foreign portfolio. 
 
Construction operations: According to NCC corporate strategy, NCC Civil Engineering 
increasingly began to offer financial solutions and to undertake O&M activities. 
Internationalization was another strategic area in which the business area put emphasis on. 
NCC acquired the asphalt and ballast operations of Denmark’s Superfos Group. The 
acquisition was also expected to provide NCC Puolimatka with an increased competitive edge 
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in industrial and civil engineering operations through Superfos’ 50% interest in the Finnish 
civil engineering company Valtatie. NCC also acquired slightly more than 25% of the shares 
in PRInz, Poland’s third-largest highway builder. In St. Petersburg and Moscow, IGL-NCC 
Contractors opened sales offices [2:12/002]. A total of slightly more than 2,000 projects were 
carried out in Sweden during 1999. The majority had a total contract value of less than SEK 5 
million. Major domestic projects during the year included the completion of the Öresund Link 
project in which NCC was engaged through the Öresund Link Contractors. The Öresund Link 
was planned to be opened for traffic on July 1, 2000. 
 
An increasing share of housing production was based on the total package concept, both in 
Sweden and internationally. In 1999, NCC’s total housing construction operations began 
construction of 7,407 apartments, of which 2,176 in Sweden and 5,231 units in other country 
markets. Of the total of 7,407 housing starts, approximately 3,480, units, or 47%, were based 
on the total package concept and the remaining 3,927 units on “standard” construction 
processes and procedures. 
 
Internationally, the total-package solution was introduced in Norway and Finland. NCC 
acquired Denmark’s largest standard housing company, Bülow & Nielsen, in order to 
establish a specialized housing unit in the Danish market [2:12/002]. 
 
Very much in accordance with the corporate strategy, five areas within NCC Building were 
given the highest priority; installation systems, environmental issues, quality, financing and 
specialization. With regard to NCC Building’s specialization efforts, two areas were 
particularly successful; Services and Telecommunications. The Construction Services unit 
(established in 1998) signed important nation-wide agreements with various customers as did 
the subsidiary NCC Telecom (established in 1999) [2:12/007]. NCC Telecom, with 
headquarters in Copenhagen, Denmark and subsidiaries in each of the Nordic countries, 
gathered the corporation’s expertise in mobile telecommunication site constructions and fiber-
optical contracts. 
 
NCC Industry was able to further expand internationally, in accordance with the corporate 
strategy, through the acquisition of Superfos Construction Europe and GH Beton, which 
significantly increased NCC Industry’s market positions in Denmark and Finland. A strong 
position was also established in the Russian asphalt segment, primarily through a cooperative 
agreement with the highway contractor Perspektiva in St. Petersburg. Efforts in the Baltic Sea 
region were also intensified during the year [2:12/002]. For example, production of concrete 
was initiated in Estonia, Latvia and Poland. In addition, several gravel pits were acquired in 
Poland [2:11/018, 2:12/002], and machinery operations were established in Estonia, Latvia 
and Lithuania [2:12/002]. 
 
Other operations: As planned in 1998, NCC Invest made important divestments during the 
year in order to cleanse the portfolio from non profitable and non-core business. As a result of 
the sale of the Neptun Maritime and BPA shareholdings, NCC estimated that all necessary 
divestments had been made. During the year ownership and responsibility for A-Train’s 
operations was transferred to NCC Civil Engineering as the Arlanda Link, i.e. the Arlanda 
Express train service was inaugurated [2:12/024]. As a result, NCC Invest was discontinued at 
the end of 1999. With regard to acquisitions and divestments, NCC continued to make 
acquisitions of heating and plumbing companies to complement the business of NVS in 
Sweden and Norway. 
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Corporate and ownership structure 
The perception among corporate executives was that NCC’s Swedish operations lacked 
coordination and, as a result, profitability was below to what could be reasonably expected. 
Consequently, a new organizational unit was created in order to coordinate the Swedish 
business, exploit NCC’s collective strength and improve profitability. A country manager was 
assigned to head the Swedish Coordination unit. 
 
In order to increase efficiency and coordination, NCC Civil Engineering’s operations in 
Sweden was concentrated in five regions. In addition, all road-surfacing operations was 
separated from the regional organizations and concentrated in one single unit, Beläggning 
Sverige. NCC Building established a specialized telecommunication subsidiary NCC 
Telecom. NCC Telecom, with headquarters in Copenhagen, Denmark and subsidiaries in each 
of the Nordic countries, gathered the corporation’s expertise in telecommunication site 
constructions. As a result of 1998’s strategic decision to actively market the NCC share in the 
capital market, primarily in the Nordic region and London, the rate of turnover of NCC shares 
increased by 85% and the percentage of non-Swedish shareholders increased from 2.7% to 
4.4%. 

Other important events 
NCC introduced “Balance Scorecard” concept in order to enhance management and control, 
primarily with regard to customer operations, employees, processes and owners. According to 
NCC, with the balance scorecard, the corporate focus changed from cost based to value based 
performance measures. 
 

NCC’s strategic focus included product development, increasing marketing and 
sales activities, continuously lowering procurement costs through economies of 

scale, reducing construction operations costs, developing IT and e-business solutions to 
support all of the above and finally to continuously enhancing skills, e.g. in marketing and 
sales and business process. 

Strategic focus 
NCC continued to work on detailing the strategy from 1998. Most of NCC’s growth since 
1994 had been achieved through acquisitions. Product development, marketing and sales, 
procurement, construction operations, IT and e-business, and organizational development 
were identified as interrelated key factors in order to increase organic growth and to 
strengthen NCC’s market position 
 
With regard to product development, NCC aimed at, among other things, increasing its focus 
on project development and negotiated contracts, i.e. turn-key contracts. In turn-key contracts 
NCC often took responsibility for the purchase of land, contacts with architects and technical 
consultants, as well as the construction work and the maintenance work that followed. NCC 
did this primarily through NCC Housing, Property Development and Contracting. NCC’s 
concept for construction and property development was further defined so that Facility 
Management services were included [2:13/009, 2:12/012, 2:13/006]. 
 

“I define facility management as any services that allow a company to focus on its core business…we 
have chosen to focus solely on such activities that we estimate we can create added value…it doesn’t’ 
necessarily have to be very “advanced” services…the most simple things that the tenants really need 
include receptionist services, well functioning meeting and conference rooms, catering, cleaning services, 
garbage collection…other more advanced services may be included…like tele- and data communications 
services… This development only reflects our ambition to focus on our customer’s needs [2:13/009]… I 
remember back in –94 when I was working in Kista…the vacancy rates were much higher than 

2000 
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today…on average over 20% [009, 010]…at the time, we noticed that in buildings where we offered more 
services…it was easier to rent, we had lower vacancy rates…in bad times rents didn’t drop as much as in 
our other facilities…it took us a while before we realized this…since then we constantly think on how we 
are able to develop our offerings to include more than just the office space…most construction companies 
do this today…we differ primarily in the scope of our offerings…if you look at Skanska…they have a 
very broad scope…they are prepared to take over the employees of their customer…like the receptionists 
or whatever…we don’t do this… I think this has to do with the risk profile of the company, the resources 
you have available to manage this…we have decided not to acquire the facilities of our customers and not 
to employ an “extra pair of hands” in order to satisfy our customers…we have a management company 
that in turn purchases all the services we have promised our customers… Skanska for instance…they 
acquired the real-estate portfolio of Ericsson and took over all their personnel to manage this… this is not 
our strategy… I believe we are more focused on our core competence… We transfer ownership and risk 
to the investors…we don’t take over ownership and risk from our customers [2:13/009]… I have tried to 
understand the concept of Facility Management… Facility Management is the coordination of all 
facilities, functions and resources in a work place in order to enable the customer to focus on its core 
business…how core business is defined is up the customer… I include everything apart from a company’s 
core business in Facility Management…from receptionist services to accounting… One dimension of this 
concept includes the content…from [Facility] Management to [Facility] Services…the former means to 
provide planning and coordination of resources and services and the latter to provide the actual 
resources…a company delivering Facility Management or Services needs to decide if such are to be 
produced in-house or sourced from a third party…this is the second dimension of the concept…Consess 
delivers Facility Services by planning and coordinating the resources and services from third party 
suppliers [2:13/009, S. Holmlund]…” 
 
“NCC Property Development is one example of how we are moving from being a general contractor to a 
project developer…what differs Property Development from the general trend is that their ambition is to 
find an investor as soon as possible…sometimes we need to find the tenants to be able to sell the 
property…the ambition is however not to own the property and maintain it… In Finland we don’t start the 
construction work unless we have found a buyer or investor… A couple of years ago we established 
Consess that is focused on services…the idea was to deliver anything that the customer would require 
with regard to services…Consess helps us to attract tenants and to sell the facilities we construct…an 
attractive investment consists of the building and the tenants…with long-term leases…that’s the reason 
we still have it [Consess]…We used to manage our own buildings…we have sold many of those 
buildings [managed properties] and our true ambition is to have no proprietary buildings…we are no 
longer a construction and real-estate company…only a construction company… What we sell today is a 
rental net…future revenues…attractive buildings attracts attractive tenants…those that can afford high 
rental levels…this is how we create value for money for our customers [2:12/012, J. Byfors]…” 
 
“We have established a subsidiary…Consess…that is responsible for taking care of the service concepts 
that we develop…when we sell the entire project they remain responsible for operations and providing 
such service concepts…in order to make sure that we deliver what we initially promised our 
customers…some call this Facility Management…to me Facility Management is beyond the service 
scope that Consess is supposed to handle and provide…we are able to make much more if we sell the 
project compared to owning and operating the facility [2:13/006, S. Holmlund]…” 

 
In addition, NCC continued to put effort in increasing specialization, e.g. by increasing its 
focus on telecommunication and service operations, including Facility Management. A 
specialized BA Service was established. Specialization was further defined on four different 
levels. On a global level, it meant to focus on BOT, Tunneling, and Telecom, on a Nordic 
level housing and property development, on a national level building services and on a 
regional level customer knowledge [2:12/007]. 
 
The development of NCC’s marketing and sales function meant, among other things, to 
establish a systematic program for serving and creating long-term relationships with key 
customers and other stakeholders aimed creating and delivering maximum customer value 
[2:13/018, 2:13/019]. One of many enabling factor to achieve this was the development of IT 
and e-business. 
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“Nobody owns the end-user…but if you are responsible for a larger portion of the value chain you are 
probably better positioned to create value for the end-user… As our offerings get more complex…they 
include services, warranties and so on…it’s more difficult to answer the question who owns the 
customer…I just said that nobody owns the customer…what I meant is that nobody is able to say that 
they own the customer…only the customer is able to decide this…the customer will probably select a 
supplier that is close…a supplier with whom the customer has developed a day-to-day 
relationship…relationships is the only thing today that enables us to own the customer… In this respect 
we need to listen to all our stakeholders and create good relationships with all of them…this I think is 
particularly important in the property development and construction industry because it’s a business that 
involves many players in our society [2:13/018, S. Holmlund]…” 

 
Another dimension of the marketing function, more related to the offering, was that NCC 
realized that in addition to the economic rationale for a purchasing decision, there needed to 
be a socially constructed appeal with regard to their offering, projects that would “speak to 
your heart” [2:13/021]. 
 

“In addition, we need to develop projects that speak to your heart…people make decisions based on facts 
as well as feelings…the projects we develop need to consider both [2:13/021, S. Holmlund]…” 

 
The development of NCC’s procurement philosophy meant, among other things, to reduce the 
number of suppliers and to create long-term relationships with selected suppliers in order to 
establish joint development strategies aimed at reducing cost [2:12/003, 2:12/023]. One 
enabling factor to achieve this was again identified as the development of IT and e-business. 
 

“Since there are so many suppliers involved in a larger project it’s sometimes difficult to coordinate how 
we all should share risk…what we do is that we focus on a few critical suppliers and try to handle these 
risks…in those cases we look at many different things…quality…delivery capabilities and so on…this is 
one of the reasons that we minimized the number of suppliers…we have selected a few suppliers in 
different product segments…the ones that we have selected we enter into a long-term agreement…with 
some of them we even cooperate in research and development …we call it supplier cooperation 
[“leverantörssamverkan”] [2:12/023]… We haven’t organized our suppliers into firs and second tier 
suppliers…like in the car industry…We only have larger, strategic suppliers…these suppliers are strategic 
because of the large volumes that we purchase from them but also because their products are 
critical…installation products such as electrical components and so on [2:12/023, J. Byfors]…” 

 
The development of its construction operations was considered key, among other things, in 
order to reduce costs by rationalizing NCC’s operations throughout the corporation, and to 
invest in industrial operations. Again, the enabling factor to achieve this was the development 
of IT and e-business. 
 
The development of IT and e-business was thus essential for the improvement of marketing, 
sales, purchasing and construction operations. Efforts within NCC included the development 
of e-business portals in order to support sales and purchasing activities, e.g. by enabling the 
use of electronic invoices and call orders, thereby increasing efficiency in procurement 
[2:12/003]. In addition, to support this development NCC needed to enhance skills, e.g. in 
marketing and sales and business process, e.g. when entering into negotiated contracts. 

Marketing, sales and distribution channels 
The most important target customers of NCC Telecom were operators, system suppliers and 
infrastructure owners. The new logo, designed in 1999, was introduced in 2000. 

Product strategy and product portfolio 
As part of NCC’s effort to contribute to a sustainable development, NCC started to develop, 
in partnership with several sawmills, a solid-wood framing system. NCC Property 
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Development engaged in substantial product and concept development primarily targeted at 
small and large companies in growth industries. An example was the NCC Business Park 
concept for the development of office properties including access to modern and flexible 
premises, and services such as gymnasiums and travel agencies. Other products and concepts 
launched during the year included the “virtual building” and the “local community system”. A 
virtual building was a property that existed on the web. Tenants could access the building 
through a website and obtain information on the services and amenities available in the 
proximity of the property, monitor the building’s operations, etc. The “Local Community 
System” (LCS), developed in cooperation with Ericsson, was a local telecommunication 
network providing the business tenants flexibility in designing its internal telecommunication 
services according to their specific needs. 

Operations 
Real-estate operations: In accordance with NCC’s strategy established in 1999, NCC 
Property Development’s (previously named BA Real-Estate) portfolio of managed properties 
was reduced to approximately SEK 4 billion. A decision was made to reduce the portfolio 
even further and only to retain properties, within the managed portfolio, with development 
potential or which, for commercial reasons and in order to maximize the return, sales was not 
an option. Decision was also made to decrease the level of investments. As the business area’s 
focus gradually shifted from managed properties to property development, which consisted of 
identifying project opportunities, acquiring land and leasing and selling real-estate projects. 
The name of the business area was changed to NCC Property Development. The business 
area’s international operations were primarily engaged in sales of properties. NCC sold its 
remaining properties in the UK and Spain. 
 
During 2000, construction of 29 different property development projects started. The largest 
property development project in which NCC had ever engaged in was the construction of 
Kista Science Tower. The project represented a total investment of approximately SEK 1.5 
billion and included six office buildings [2:12/008, 2:12/012]. As a result of the business 
area’s acquisitions of other companies during the past years, end-of-year, the business area 
held approximately 70 development properties in Sweden that it did not plan to use for 
proprietary projects. It was decided that these properties were to be sold by 2003. 
 
Within NCC Services, two specialized units were established, Building Services and Facility 
Management (FM). Building Services included operations in three different areas; Service 
Contracts, e.g. janitorial services or development, renovation and operations, Assignments, 
i.e. services aiming at providing support to customers in emergencies, e.g. arranging 
temporary premises due to a fire, and Value-adding projects. Value-adding projects were 
offered to companies within a variety of different industries where brand and concept were of 
major importance, e.g. banking, insurance, retail and gas. Facility Management included 
operations in three different areas; Technical FM, e.g. building services, energy management, 
O&M, IT, communications, safety, security systems, etc., Service FM, e.g. catering, cleaning 
services, switchboard services, guard service, domestic care service, day-care, elderly care 
services, etc., and Business-related FM, e.g. logistics services, human resource services and 
administrative services, etc. [2:12/001, 2:12/012]. 
 

“There is a general trend in the construction industry, excluding NCC…to take more and more 
responsibility for services…Facility Management Services… In Europe today most larger construction 
companies say that their business is in Construction AND Services…for some of them 50% of their 
revenues comes from Services…not only Facility Management Services…they operate subways…are 
responsible for operations and maintenance of public buildings…highways…provide financial 
solutions…and so on…this is a clear trend…many construction companies are integrating forward…we 
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also began to develop these areas…today we are holding back a bit…we need to make sure we are the 
best in what we are supposed to do…construction work…however we see ourselves as a company that 
develop projects and build…we now focus on moving from a general contractor to a project 
developer…eventually we may target the segment of Facility Management…we are holding back at the 
moment [the development of Facility Management] [2:12/012, J. Byfors]…” 

 
Construction operations: NCC Contracting continued its efforts to become more specialized 
and to increase internationalization both within Civil Engineering and Building [2:12/002]. In 
addition to the specialized Däldehög (specializing in new construction and maintenance of gas 
stations) and BOT units, a new specialist unit was established, NCC Tunneling. 
 
NCC Civil engineering operations developed particularly well and showed improved 
earnings, despite the fact that the market was stagnating. During 2000, NCC increased its 
shareholding in Polish PRInz. In order to strengthen its tunneling operation in general and in 
the Norwegian market in particular, Statkraft Anlegg, a Norwegian underground-engineering 
specialist with tunnel boring machine expertise, was acquired. Statkraft Anlegg was merged 
with NCC’s previously existing underground engineering activities in Norway and Sweden to 
form a new specialist unit, NCC Tunneling. 
 
NCC Building operations were affected by the increasingly polarized Swedish market in 
which metropolitan areas showed high-growth and healthy profitability while losses were 
reported in other areas. As a consequence, NCC Building operations in Sweden were 
restructured in order to reduce costs. The number of regions was reduced from 14 to 8, the 
number of business managers by 15%, the number of local offices by 50%, and the number of 
administrative employees by 130, the equivalent of around 35%. 
 
NCC reported a total of 6,868 housing starts in all geographical markets. According to its 
strategy, NCC Housing continued to focus on increasing the share of housing production 
based on the total package concept, both in Sweden and internationally [2:12/002]. The total 
package concept accounted for 55% of the total number of housing starts within NCC (all 
country markets), the equivalent of 2,951 units. 
 
According to the corporate strategy, NCC Industry focused on divesting non-core operations 
and investing in its international expansion, however, through acquisitions. NCC acquired 
Rieber & Sons’ Road Division, with operations in the Nordic region, i.e. Norway, Denmark, 
Finland, the Baltic countries and Poland. The acquisition turned NCC into the largest player 
in the Nordic market for crushed products and asphalt with market shares of approximately 
1/3 [2:12/002]. The business area also expanded internationally, primarily in Finland and 
Denmark, in the segment for ready-mixed concrete, through acquisitions [2:11/018, 
2:12/002]. 
 
NCC Telecom was established as a knowledge organization, focused on marketing and sales 
and with no production responsibility. All production services were purchased primarily from 
other business areas within NCC, particularly from NCC Contracting and NCC Building. 
NCC Telecom offered primarily telecommunication site constructions in total-package 
projects, as a general contractor, subcontractor or consultant. In this segment, NCC’s offering 
included not only project development, project management and construction work, but also 
the maintenance of mobile base stations and wired (broadband) networks. Project 
management included the coordination of network design, site acquisition, project planning, 
construction and installations, e.g. broadband installations. During the year, NCC Telecom 
and Ericsson entered into a long-term agreement for the build-out of 3G networks. 
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Corporate and ownership structure 
President and CEO, Mr. Jan Sjöqvist announced his intention to leave his position at NCC. 
NCC introduced a new organizational structure in 2001. The business areas Building and 
Civil Engineering were merged into NCC Contracting. At the same time, NCC Telecom and 
NCC Service were separated from their former business areas and formed independent 
business areas. NCC Telecom was established in order to exploit the business opportunities in 
the growing telecommunication industry, primarily in the rolling-out of broadband networks 
and 3G cellular networks. 
 
The business area Contracting and the Heavy Industry unit began to establish a key account 
management organization, e.g. for the paper and steel industries [2:12/011, 2:13/019]. 
 

“In order to do this [assisting customers to specify functions rather than the technical solution] we need 
somebody to in depth understand the customer and to talk to the customer…we actually have people 
working with specific customers and customer segments…we have just begun…we are behind some 
other countries…a key account organization is very important in order to be able to succeed… We have 
key account managers in some areas…like in the heavy industry segment…but we need to develop this 
way of working even further [2:12/011, J. Byfors]…” 
 
“In line with our focus on the customer…we [Property Development] are right now implementing an 
organizational structure based on key accounts…we will no longer be organized according to our product 
portfolio…this is a must in order to create good relationships and to deliver what the customer is asking 
for… There are several critical factors that need to be in place for a key account manager to be able to 
create good relationships with our customers…creativity and initiative… Creativity is very important in 
order to be able to develop new interesting projects together with our customers…it’s not that we need to 
build the most spectacular building…but we need to be able to contribute to the discussions we are having 
with our customers…we need to surprise our customers…it’s good when you hear your customer say 
“this was interesting, I never thought of this…”…this is valid for all our stakeholders 
actually…municipalities, investors, tenants [2:13/019, S. Holmlund]…” 

 
NCC’s strategic focus included to reduce its financial risk exposure, implement 
the “partnering concept” in its marketing and sales approach including an “open 

book” approach, risk sharing and, to some extent, profit sharing [2:12/006, 2:13/013]. In 
addition, NCC focused on continuously reducing the total number of suppliers and increasing 
coordination within the purchasing function [2:12/003, 2:14/018], and continuously 
developing the corporate culture, including developing ethical business behavior. 
 

“Cooperation is an increasing important ingredient in this industry…I have mentioned our cooperation 
with Gyproc…I would say this is a horizontal cooperation…there are other types cooperations…those 
that are more vertical…an example is when a larger construction company make a long-term agreement 
with a supplier…such agreement may include delivery commitments as well as cooperation in product 
development, sales and marketing…once again look at Skanska and NCC… they usually have long-term 
purchasing and sale agreements with their most important material suppliers…usually for materials that 
they use the most…plasterboards, wood, isolation materials…this became common during the mid 90’s 
[2:14/018, P. Carlsson]…” 
 

Despite the fact that NCC’s ambition was to focus on project management and to implement 
the “partnering concept” it retained strong construction operations. The rationale was to be 
able to understand greater part of the value chain as well as to understand how e.g. costs and 
time added-up in the value chain [2:13/013]. 
 

“…we [NCC Property Development] have a business relation with the construction organization of 
NCC…we usually have really tough negotiations with them…the advantage in having an internal 
construction company in that we understand the entire value creation process throughout the value 
chain…and are able to look at costs across the entire chain [2:13/013]… We have discussed within NCC 
how we can improve our processes…make things better, less expensive, quicker… We have realized that 

2001 
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we need to look at the processes across the entire value chain rather than just within our 
organization…key is to make things simple [2:13/013, S. Holmlund]…” 

 
NCC presented a weak income statement (net profit, margin) and balance sheet (ROA). In 
fact, this was a record year (all-time low) considering the period 1994-2001 (see Figure 9:6 
and Figure 9:7). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 9:6 NCC net profit and net result 1994-2002 (source: NCC) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 9:7 NCC ROA (%) 1994-2002 (source: NCC) 
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As a result from the financial performance, NCC began to reduce total number of employees 
and total assets (see Figure 9:8 and Figure 9:9). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 9:8 NCC number of employees 1994-2002 (source: NCC) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 9:9 NCC total assets (MSEK) 1994-2002 (source: NCC) 

Strategic focus 
Strategically, NCC abandoned some of contents of the strategy formulated in previous years, 
and worked on detailing some others. According to NCC, the corporation was suffering from 
lack of focus resulting in unsatisfactory profitability due to tied-up capital and costs. NCC 
could not reach its objective and deliver substantial shareholder value. Thus, strategically, 
profitability and lowering costs became NCC main concern. Lowering costs was to be 
achieved by focusing on core operations in domestic markets which were more narrowly 
defined as the Nordic region. Measures targeted at cutting costs, e.g. selling, liquidating or 
closing down operations with low profitability and weak future potential, were to be 
implemented before the end of 2002 [2:12/002]. Creating shareholder value continued to be 
top management’s objective for NCC as a corporation. NCC raised its financial objective 
from a return of 12% on shareholders’ equity after taxes to 15%. 
 
NCC’s expansion strategy from 1998, including internationalization and value chain 
integration, was abandoned. Poland was no longer considered a domestic market. NCC 
terminated building operations and began to gradually phase out its housing operations in 
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Poland. In addition, NCC decided not to invest further in expanding its operations in 
Germany. Operations in the telecommunication sector were concentrated into Sweden and 
NCC began to phase out such operation in Norway and Finland [2:12/002]. With regard to 
value chain integration, Building Service operations were being reduced by 2/3 and the 
remaining segments integrated in Construction Sweden. Facility Management was being 
liquidated entirely. 
 
Greater emphasis was put on e.g. financing and risk management, marketing and sales, 
procurement, management and corporate culture. NCC’s financing and risk management 
philosophy included reducing its financial risks exposure. Measures to limit financial risks 
included to be more selective in bidding for contracts, selling managed properties and other 
operations, tying up less capital in housing and property-development projects, and being 
restrictive in making acquisitions. NCC’s marketing and sales strategy focused primarily on 
introducing the “partnering” concept with its customers. Partnering was important in order to 
standardize modules, products as well as business processes in a value chain that was 
becoming more disintegrated due to specialization [2:12/006, 2:12/008, 2:12/010, 2:12/013]. 
 

“It has become “fashion” in this industry to talk about partnering, open books and to share risk…the 
whole idea is of course to jointly develop successful projects…this is beneficial for all parties 
involved…traditionally the construction process worked like a relay race…one party had to tell the next 
what to do…the problem in this way of working is that you don’t have everybody focused on the end-
result…everybody focus on their work and what’s coming next…the customer’s work… We have tried to 
get everybody involved and focused on the entire project and the end result…everybody is part of 
“Project Inc”…this is the most important, not each individual company involved in the project… The 
ones that are the most important in developing a concept…a project…are the customer, the construction 
company, usually a consultant and an architect…most probably others will eventually become 
involved…but this is the core team [2:12/006]… Depending on each company’s contribution to the 
project….sometimes also depending on the economic strength of the company…the risk and profit 
distribution is agreed upon…we also agree on a price list…price per hour for a certain service…then we 
open the books and start the project…we work a lot with “team-building” [2:12/006]… This way of 
working [partnering] we think is better…rather than optimizing a linear project…across the value 
chain…we create reciprocal relations…within a project organization… In this industry we are very 
project oriented…we are maybe too project oriented…we create a project…assign resources to it and wait 
for the results…the deliveries…we usually don’t interfere within the project…it’s up to the project 
organization to do what they have to do [2:12/006, J. Byfors]…” 
 
“The construction industry has historically nothing “corporate” about it…traditionally you gather a group 
of people…provide them a drawing and start working…it’s very project oriented [2:12/008, J. Byfors]…” 
 
“We standardize our products in order to be competitive…standardization work on an industry level has 
always been done…I wouldn’t say that we are driving the standardization process on an industry 
level…there are many industry standards…we use all the standard components available on the market 
when we design our standard modules…we don’t need to develop and standardize windows…in a sense 
we are not looking for developing open standards…however when it comes to partnering…we aim at 
having all our partners agreeing on a standard [2:12/010, J. Byfors]…” 
 
“This industry works according to a number of standard contracts…when it comes to partnering we 
would be interested in developing similar industry standards…standard contracts within the partnering 
concept…specifying the division of work, risk sharing and so on [2:12/013]… If there is anything that we 
are good at in this industry that would be contractual agreements and to standardize such agreements… I 
see we need to…and I think we will eventually…standardize our contracts under the partnering 
concept…how to share risks…profits and so on…in order to be able to do this we have to complete a 
couple of projects so we understand what this means in practice…this is what we are doing at the moment 
[2:12/013, J. Byfors]…” 

 
Although NCC estimated that the knowledge of the local supplier market was an important 
factor to profitability, a large portion of the corporate profitability was to a large extent 
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dependent of the efficient coordination of procurement related to the large number many 
small-scale projects. According to its strategy detailed in 2000, the total number of suppliers 
and the purchasing-related overheads were reduced during 2001 [2:12/003, 2:13/013]. With 
regard to organization, management and corporate culture, NCC’s ambition to create a strong 
business and corporate culture continued during the year. In addition, and as a result of the 
Swedish Competition Authority finding NCC to have been engaged in competition-impeding 
collaboration, developing ethical business behavior became important factors in developing 
the corporate culture [2:12/008]. 

Marketing, sales and distribution channels 
NCC’s marketing and sales strategy focused primarily on introducing the “partnering 
concept” with its customers. Partnering involved an open book business approach and risk 
sharing between NCC and its customers. The rationale for partnering was to jointly with its 
customers reduce cost and lead-times as well as to increase quality in the construction 
process. In the so called open book business approach both parties continuously reported the 
costs of the construction project openly. Through risk sharing, the parties agreed on a price 
ceiling with regard to the construction project. If the costs of the construction project turned-
out to be lower, NCC shared the additional “profit” in a manner agreed upon in advance. In 
addition, partnering was also believed to be beneficial to both parties as it was expected to 
reduce time consuming discussions during the construction process with regard to changes in 
the original plans. Sales agreements based on the partnering concept required substantial 
marketing efforts as the concept required NCC to entering into discussions with potential 
customers at an earlier stage. The partnering concept was introduced in Sweden and Denmark 
[2:12/006, 2:13/013]. 
 

“Recently we launched the concept of “partnering” with our Swedish customers…we have implemented 
this concept successfully in Denmark…we share risk and additional profits with our customers…should 
we be able to complete a project below estimated cost…the entire concept is build on trust and open 
books…our role is to understand our customer needs, to show how we intend to satisfy such needs 
through a number of functions that we will deliver, to get acceptance for those functions and to make sure 
that the construction company understands and deliver these functions…in a sense we are the customer in 
the partnering model [2:13/013, S. Holmlund]…” 

Operations 
Real-estate operations: In 1998, NCC had decided that it should regard property 
development as NCC Property Development’s core business, and property management and 
sales of managed properties as supporting operations. As a consequence, the business area had 
during the last couple of years been active in reducing its portfolio of managed properties 
down to approximately SEK 4 billion. This year, the business area decided to sell its entire 
holding of managed properties within two years. 50% of NCC’s largest property development 
project, the Kista Science Tower, was sold to Vasakronan. The agreement included an option 
to sell the remaining 50% on completion. 
 
The operations of NCC Service were concentrated into the Swedish market. Economies of 
scale and the concentration of NCC’s managed properties during the last couple of years were 
factors contributing to such decision [2:13/012]. 
 

“The real challenge is to make money out of this business [value added services/facility 
management]…many are struggling and there are many reasons for this…as a construction company we 
are not used to make this kind of business…we need to be careful when preparing proposals and 
estimating costs…in addition, this business requires economies of scale…and we have chosen a strategy 
to grow organically and slowly…allowing ourselves to develop valued concepts…we don’t want to rush 
into something…it involves a shift in attitudes as well…it’s not same thing to construct a highway and to 
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sit in a reception… The only way to create economies of scale is to have many similar clients in many 
similar buildings…it facilitates if these buildings are relatively close to each-other…this is one of the 
reasons we have been focused on concentrating our portfolio…in Kista for example [2:13/012, S. 
Holmlund]…” 

 
NCC evaluated the feasibility of establishing a solid facility management operation. It decided 
however not to proceed with such plans. 
 
Construction operations: Strategically, the NCC Contracting faced some conflicting forces 
with regard to how to implement the corporate strategy on a business unit level. One of its 
main concerns was how to balance the trade-off between its ability to create business 
opportunities while lower risks and costs resulting from tied-up capital. The business area 
regarded the acquisitions of development rights in attractive locations as a prerequisite for the 
success of e.g. a housing development project. Land ownership was a prerequisite for being 
granted development rights, which in turn generated risks, e.g. that future demand weakened, 
and costs, primarily in tied-up capital. In order to become more specialized, NCC Contracting 
was divided in three specialist units NCC International, NCC BOT, and NCC Tunneling. 
 
Operations outside Sweden accounted for slightly less than 50% of NCC Contracting’s sales. 
Examples of operations that were closed or downsized, according to the corporate strategy, 
included the civil engineering operations in Denmark and parts of the civil engineering and 
tunnel operations in Norway. However, despite the fact that NCC’s corporate strategy 
included to downsize and its strategic intent to focus on the Nordic region, NCC International 
acquired a majority interest of Hydrobudowa, a Polish civil engineering company in the 
business of marine facilities, bridges and foundation construction work [2:12/002]. 
 
The operations within NCC Industry were divided in order to reflect its product offerings, 
including Asphalt, Aggregates, i.e. the raw materials extracted from NCC’s own gravel pits 
and rock quarries or through recycling, Machinery rental, Ready-mixed concrete, and Traffic 
safety, i.e. road signs and markings. During the year, and in accordance with NCC’s 
downsizing strategy, the business area began to evaluate the concrete business for sale 
[2:11/018]. 
 
During the year, Tele2, 3G Infrastructure Services AB (3GIS) and Hi3G each awarded NCC 
Telecom a contract for the construction of 3G sites. The business area’s customer portfolio 
included Tele2, Teracom, Telia, Orange, Sonofon, Colt and Banverket (the Swedish Railway 
Administration). The business area’s market share in the mobile networks market in Sweden 
and Denmark was about 20% in 2001. During the year, operations were being concentrated in 
Sweden. 

Corporate and ownership structure 
Succeeding Mr. Jan Sjöqvist, Mr. Alf Göransson took office as President and CEO. As a 
result of NCC’s involvement in cases of cartel collaboration, NCC developed an action 
program aimed at ensuring that NCC’s managers and other relevant employees, at all levels, 
complied with the Competition Act and other relevant legislation. The action program 
included an in-house program covering corporate culture, ethical behavior and a compulsory 
training in the field of competitive legislation. In addition, NCC developed its existing rules 
and regulations including binding instructions requiring all organizational units to 
immediately report any suspected violations of the Competition Act [2:11/014, 2:12/008]. 
 

“Many of the people that today work within our customer’s organization used to work for us or other 
construction companies…they have also been involved in these cartels…what they don’t know is that 
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Skanska made a very strong statement and decided in 1997 that we were not going to be part of any 
cooperation that could be disruptive to competition…their [the former employees of Skanska] perception 
of us and the way we work goes back to the days long before the Competition Act…this is hard for 
people to understand… The reason it took us almost three years, from –94, when the new Competition 
Act became effective to –97 when we took this decision officially, is that there were very strong forces 
that we had to overcome before we could make an official decision…there are very strong personal bonds 
in this industry…think about our competitors…they continued until 2001 [2:11/014, M. Williamson]…” 

 
The new CEO announced NCC’s core values as well as some behavioral guidelines in order 
to support the development of a new corporate culture. The behavioral guidelines can be 
summarized in terms of focus, simplicity and responsibility. Focus meant that every process 
within Skanska had to have the customer in mind. Simplicity meant not making things 
unnecessarily difficult and bureaucratic. Responsibility meant making sure that people took 
action and not just waited for someone else to act. Underlying these three behavioral 
guidelines were three core values that constituted the foundation for all corporate activity; 
honesty, respect and reliability. In order to establish such values throughout the organization a 
special program was launched. The program, targeted all employees, included an internal 
training course in corporate culture, ethical behavior and business morals. The compulsory 
training in the field of competitive legislation was expanded to include both managers as well 
as other relevant employees [2:12/008, 2:13/022]. NCC’s handbook on competitive legislation 
was developed to constitute a compliance program containing binding instructions for all 
units within NCC regarding their responsibility to report any violations of the Competition 
Act. The task of binding the knowledge that existed in the organization to structures and 
processes was addressed in cooperation with employees from various parts of NCC. The 
SeeMee website (launched in 2001) was established in order to increase internal mobility 
among employees. Through SeeMee, NCC employees in Sweden could enter their CV, 
declare an interest in moving to a different position within NCC and apply for vacancies. 
 
During the autumn of 2001, the corporate functions for purchasing, quality and environment 
were discontinued. The rationale was to move these functions and the related work processes 
closer to customers on a project level; thereby reducing costs [2:12/003]. 
 
NCC Contracting was divided in three specialist units NCC International, NCC BOT, and 
NCC Tunneling. In addition, the subsidiaries Hercules, specializing in foundation work, 
Däldehög, specializing in the construction of gas station and NCC Technology, including its 
group of internal technical consultants, were transferred to NCC Contracting. 
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ÖDRA BUILDING SYSTEMS AB was as company within the Södra Group. The Södra Group 
was divided into four business units, i.e. Södra Cell, Södra Timber, Södra Skogsenergi 

and Södra Building Systems. Södra was owned by approximately 34,000 member companies 
of small forest owners in southern Sweden. Södra employed approximately 3,100 people in 
2001. The same year Södra’s turn-over totaled SEK 10.5 billion and net profit SEK 584 
million. In 2001, Södra Building Systems employed 15 people. Net sales totaled SEK 8 
million. 
 
Until 1994, Swedish regulation and common practice stipulated that load-bearing walls in 
houses with more than two stories had to be constructed with non-combustible materials. 
From 1994 and onwards, however, more functional demands and specifications were applied. 
For example, a wall had to be able to resist fire for a specified number of minutes, no matter 
the material that was being used. This created a new market for wood as a construction 
material in Sweden. From 1994 and onwards it became possible to build multi-story buildings 
using wood [2:14/027, 2:14/024, 2:11/017, 2:11/018]. 
 

“Before 1994, in Sweden and in most Nordic countries…it was forbidden to construct multistory wooden 
buildings…three-story wooden-buildings or above…then the regulations changed to be based on 
functionality rather than based on the technical details…like prohibiting flammable materials [an example 
of a detailed technical regulation]… From Södra’s perspective they saw an opportunity to increase the use 
of wood in multistory buildings…in the U.S. and in Japan they use wood in this kind of buildings…why 
not in Sweden…this is basically the background to why Södra decided to establish Södra Building 
Systems [2:14/027, P. Carlsson]…” 
 
“In Sweden we like to look at the U.S. and compare to how they do things…like when we sell wooden-
house-technology…most multistory houses, up to 3-4 stories are build in wood [referring to the 
U.S.]…and those are built on site…simply because it’s cheaper…their total cost is approximately half of 
the cost in Sweden…at least five years ago this was true…I would think it’s about the same today…OK 
they may not have the same quality levels as we have…but anyway…they have well defined systems that 
they follow…everybody knows “this is the way this industry does things”…in addition they have very 
effective flows of materials…they have managed to establish a very efficient construction process despite 
the fact that it’s done on site [2:14/024, P. Carlsson]…” 
 
“Maybe wooden buildings are becoming or will become more common…we nee to lower construction 
costs…and unfortunately wooden buildings are quite expensive [2:11/018]… In 1992 we sent a 
delegation of Skanska engineers to the U.S. in order to scrutinize the American construction industry…to 
understand why they were able to build so much cheaper than us…we found a variety of different 
things…they used many standard components…and there were no requirements for any special education 
among blue-collar workers…they didn’t need to be qualified…because of industry rules and legislation 
but also because of the standard components…you don’t need to be very skilled in order to work with 
standard components… We also found many small things that all together are important for the total 
cost…in the U.S. they never put the electrical cables in plastic tubes…as we always do…we discovered 
that this was not a legal requirement in Sweden…it had just always been done [2:11/017]… I guess that 
over time things develop and nobody knows why…we use a lot of these plastic tubes [to collect the 
electrical cables]…it’s really not necessary…This is only an example [2:11/017]… we sometimes require 
too high quality which results in very expensive apartments and homes [2:11/017, M. Williamson]… 

 
Since the beginning of the 1990s, the Södra Group had consistently invested in developing 
products and systems for wooden constructions. Legislation and an increasing outsourcing 
and demand for systems opened the opportunity for Södra to establish Södra Building 
Systems [2:14/028]. 
 

“Multistory wooden constructions is, with no doubt, an example of “market pull”…we certainly didn’t 
push for this…it has been a market requirement [2:14/028, P. Carlsson]…” 
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One way for the larger construction companies to reduce costs in procurement (by reducing 
the number of suppliers), in construction operations (by rationalizing constructions through 
industrial manufacturing), and in product development (by pushing development upstream in 
the value chain) was to purchase larger systems from their suppliers. This development 
created new business opportunities for suppliers such as Södra Building Systems, e.g. by 
developing and marketing standardized building modules that were easily integrated into 
systems [2:14/014, 2:14/015, 2:14/021]. 
 

“I still believe that many things remain to be done in systems development…the standardized modules 
that are being developed can be easier to integrate…most projects today are still like a prototype, a pilot 
project…we still engage in endless discussions in each and every project trying to figure out how the 
whole things is going to be build and integrated…we believe that we have an important role to play in this 
respect [2:14/014, P. Carlsson]…” 
 
“The larger construction companies have been extremely focused on project development activities and 
selling such projects…their products need to fulfill certain functional requirements set by the government 
and the market…. The larger construction companies have pushed this responsibility to us and other 
suppliers to develop products according to such functional specifications… Previously they [the larger 
construction companies] did this kind of development work themselves…they had the know-how…look 
at Skanska…today they are more forward oriented than before, and are putting much more pressure 
backwards…on us… I think companies are getting more specialized…more focused on their core 
competence [2:14/015, P. Carlsson]…” 
 
“We need to increase efficiency in the entire construction process… I think we are still able to make 
better use of our time…there are two possible ways to improve this…one is to continue to construct 
“prototypes”…in this case, in order to increase efficiency, people need to be able to develop their skills in 
logistics and time planning…however, in every new project you have a new project organization…the 
second option is to move towards standard buildings, prefabrication, modules and systems, standard 
interfaces…I think we have a great potential to develop the latter…look at the construction industry in 
Holland…they are able to build cheap apartment buildings because they have succeeded in this 
respect…they are very efficient [2:14/021, P. Carlsson]…” 

 
The business idea of the Södra Group was to contribute to the profitability of its members 
companies. Through the cooperation within Södra, small individual forestry companies were 
able to capitalize on the strength only large corporations were able to benefit from. Södra’s 
own industries provided its member companies a long-term market demand for their raw-
materials at satisfactory prices. Södra’s efforts in this respect resulted in the establishment of 
Södra Building Systems on January 1, 2001 [2:14/005]. 
 

“Södra Building Systems is a subsidiary of one of Sweden’s largest forestry associations “Södra”… 
Through Södra’s own industries the member companies in Södra are able to find long-term market 
demand for their raw-materials, primarily wood, at satisfactory prices [2:14/005, P. Carlsson]…” 

 
Södra Building System’s office was located in Växjö, Sweden. The mission of Södra Building 
Systems was to develop, manufacture and market timber-based building components and 
building systems for the European building industry [2:14/004]. Competition in this segment 
had been “unwelcomingly” low ever since Södra Building Systems had been in 2001 
[2:14/004]. 
 

“The mission of Södra Building Systems is to develop, manufacture and market timber-based building 
components and building systems for the European Building industry…in a sense we are bridging 
between two different industries…the forestry and sawmill industry and the construction industry… Our 
main suppliers come primarily from the forestry and sawmill industry but also from the plasterboard 
industry and the isolations materials industry…we also have minor suppliers of glue, nails and 
screws…our customers come from the construction industry… Our customers are Skanska, NCC, and JM 
but also smaller local construction companies [2:14/004, P. Carlsson]…” 
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“I would welcome increased competition in the segment of multistory wooden building 
constructions…this would actually assist us to educate the industry in this respect and to jointly create a 
market for our products [2:14/004, P. Carlsson]…” 

 
As mentioned, Södra Building Systems aimed at contributing to the establishment of timber-
based building systems as a competitive alternative to concrete on the European market. 
Södra Building Systems targeted Sweden, Denmark and the UK. Södra Building Systems 
developed and marketed building systems of wood. Its product portfolio consisted primarily 
of system of joists (SödraSemi) prefabricated floor structures (SödraSolid), and wall systems 
(SödraSinus). During 2002-03, Södra Building Systems focused on marketing activities and 
in the beginning of 2003, a new timber building handbook for the building industry was 
published (“Högre hus med trästomme”). This handbook offered advice on how to use Södra 
Building Systems’ products in different constructions [2:14/004]. 
 

“This manual “Högre hus med trästomme” will be launched very soon…it’s the first of its kind…there 
has never existed such a handbook for wooden multistory buildings…it contains all the technical details 
for how to construct a multistory buildings in wood…of course our products…the ones that we have 
patented…play a central role in this handbook…we aim at selling our products [2:14/004, P. 
Carlsson]…” 
 
“This is one of the reasons we developed this handbook [“Högre hus med trästomme”]…we need to assist 
the project manager in his day-to-day work and make him feel confident in our solution…it’s a matter of 
educating the industry…many people, companies, schools and universities need to learn this new 
technology…people need to learn how to design wooden buildings…we have taken an active role in 
educating people…I now that today, at any university probably 90% of the time is spent on learning 
concrete technology…the remaining 10% has to do with wood, steel…technology…and of course when 
these engineers graduate and start working they will go for a technology they know…at least reasonably 
well…it’s a heavy burden to try to change the industry the way we are doing…but at least someone in this 
industry is trying something new [2:14/004, P. Carlsson]…” 

 
“…if we are going to be competitive, particularly if you are entering a market with a new system…a 
technology that the market is not used to…our customers, and the project manager in particular, need to 
feel comfortable with this new technology…he is responsible…he is probably thinking “I have used this 
other technology and I am confident I will be able to keep the project within budget…then suddenly 
comes Peter Carlsson from Småland trying to convince me to use another technology that I have never 
used before…and he is convinced that I will be able to save on costs”…I can assure you…It will take a 
whole lot for this project manager to change his mind…he’d rather play it safe… The only way I can 
assist the project manager to feel confident is to take a greater responsibility myself…I need to be able to 
guarantee functionality, quality…stability…timeframes, costs…if I can’t do it, he [the project manager] 
will never feel confident and purchase from me…this is important for any new technology and 
particularly in the construction industry where we deal with very large projects involving substantial 
investments…it’s a delicate issue from a corporate perspective [2:14/004]… We need to increase our 
scope an integrate forward in the value chain…it’s minimum requirement to be able to succeed, however, 
not sufficient… In addition, I also believe that we will experience greater margins and increased 
profitability by increasing our scope and integrating forward [2:14/029]… This is one of the reasons we 
developed this handbook [“Högre hus med trästomme”]…we need to assist the project manager in his 
day-to-day work and make him feel confident in our solution…it’s a matter of educating the 
industry…many people, companies, schools and universities need to learn this new technology…people 
need to learn how to design wooden buildings…we have taken an active role in educating people…I now 
that today, at any university probably 90% of the time is spent on learning concrete technology…the 
remaining 10% has to do with wood, steel…technology…and of course when these engineers graduate 
and start working they will go for a technology they know…at least reasonably well…it’s a heavy burden 
to try to change the industry the way we are doing…but at least someone in this industry is trying 
something new [2:14/004]… Our efforts in wooden technology provide a good example of 
specialization…we specialize in wooden technology in multistory buildings…this is our area of 
expertise…our ambition is to provide high quality products in this area…this is where we will find a 
profitable niche [2:14/030, P. Carlsson]…” 
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“Högre hus med trästomme” was developed in cooperation with Gyproc, one of Södra 
Building Systems’ suppliers. The reasons for cooperating with Gyproc were Gyproc’s 
understanding of Södra Building Systems’ offering in terms of wooden systems as well as 
their excellent reputation in providing technical support [2:14/001, 2:14/002]. 
 

“…until recently Gyproc has been very “generous”, so to speak, with their technology…they issued a 
manual explaining in detail how to use their plasterboards and from any construction site, workers could 
call to Gyproc and get support over the phone…irrespective of whether they were using Gyproc’s or any 
other producer’s plasterboards in their construction… Gyproc’s plasterboards can be easily replaced by 
plasterboards from other producers like Danogips, owned by German Knauf…so construction workers 
called Gyproc because they new that the best technical support was given by Gyproc…today Gyproc 
require that their plasterboards are used in order to provide technical support…I would think that as 
Gyproc’s market share and profitability decreased, they realized they had to start thinking “what makes us 
unique”…one dimension was the technical support…technology and know-how…so they limited that 
kind of technical support to include their own products only…in order to get paid for their uniqueness, 
technology and know-how [2:14/001]… When we sell…we sell a solution in which the plasterboards is 
one component…through our cooperation, Gyproc has asked us to require to our customers that Gyproc’s 
plasterboards are used…we are still discussing this today…it’s not that they require exclusivity…I 
understand that we need to be able to offer Gyproc something in return in order for Gyproc to be 
interested in this cooperation…I don’t see this as a big issue…we complement each-other…together we 
can offer a system and sell more…we aim at selling “lightweight wooden technology and systems”…in 
order to do this we need plasterboard components as well as wooden components…so we have decided to 
join forces with the largest and the best company in the field of plasterboards…Gyproc [2:14/002, P. 
Carlsson]…” 

 
Södra Building Systems operated in the segments of office premises and multi-family 
dwellings. In 2002, the manufacturing unit in Hultsfred was closed due to inconsistent 
capacity utilization. Manufacturing were now outsourced and purchased from subcontractors 
[2:14/006]. 
 

“We don’t manufacture any “construction elements”…like our system of wooden joists…these are 
prefabricated joists that we transport by trucks to the construction sites…the manufacturing of this system 
of wooden joists we have outsourced to others like LB-Hus…a manufacturer of small private homes…we 
used to do it ourselves but decided to focus on the development work…primarily technical design…and 
sales…the reason is simple…as a newly established and small company we couldn’t manage to handle 
everything by ourselves…manufacturing goes up and down as new products are being developed…so 
flexibility also played a major role in this decision…I still think this has been a wise decision [2:14/006, 
P. Carlsson]…” 

 
I3G was established on July 27, 2000. Until December, 2000 Hi3G had engaged in 
preparing its license application for a nationwide UMTS license in Sweden. On 

September 16, 2000, Hi3G submitted its application to PTS, and on December 16, 2000 PTS 
notified Hi3G the award of a license. During 2000, Hi3G had no employees. Resources were 
provided by the owners and through consulting companies. The owners of Hi3G were 
Luxembourg based Hutchison 3G Sweden (60%) and Investor (40%). Hutchison 3G Sweden 
was owned by Hong Kong-based Hutchison Whampoa. In 2002 the ownership of the 
Luxembourg based company was transferred to Hi3G Access AB, based in Stockholm, 
Sweden. 
 
From the day Hi3G was warded the license until 2003 it focused on deploying their 
telecommunication network and developing and marketing cellular service products. The 
deployment of the network was primarily done through 3G Infrastructure Services (3GIS), a 
joint venture company between Hi3G Access (33%), Vodafone Sverige (33%), and Orange 
Sverige (33%). The three companies were, however, to operate independently of each-other 
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under full competition. 3GIS was responsible for covering 70% of the Swedish population, 
excluding the Stockholm, Gothenburg and Malmö region where Hi3G Access retained sole 
responsibility for the network roll-out. Hi3G’s service products were developed in 
cooperation with other companies within the Hutchison Whampoa group that had been 
awarded a 3G license in other country markets, e.g. Hutchison’s subsidiaries in Australia, 
Austria, Hong Kong, Israel, Italy, the UK and Ireland. The rationale for cooperating both in 
network deployment and development of service products was to speed up such processes and 
to minimize costs. In 2003 Hi3G launched commercial services in Sweden. 
 
With two nationwide 3G licenses, one in Sweden and the other in Denmark (through Hi3G 
Denmark), Hi3G’s ambition was to be the market leader in the Nordic region for high speed, 
multimedia, mobile communications. Hi3G’s strategy in this respect was to integrate its 
Nordic operations as far as possible, enabling international economies of scale. The average 
number of employees during 2001 was 55 and 344 during the first half of 2002. 
 

ODAFONE Group (Vodafone) was founded in 1982. Vodafone’s vision was to become the 
world’s leading mobile communications company. Vodafone targeted individuals, 

companies and communities. More than 225 million people in 28 countries, approximately 
one in four mobile subscribers, had a Vodafone subscription in 2002. In 1999, Vodafone 
became the majority owner in Europolitan through the acquisition of the US mobile 
communication company Airtouch, which at the time was Europolitan’s largest owner. The 
link between the two companies was further underlined when Europolitan launched the 
Europolitan Vodafone brand in the spring of 2001. Vodafone owned 71% of the shares in 
Europolitan Holding AB (Vodafone/Europolitan), while the remaining shares were owned by 
private shareholders, investment companies and pension funds [2:05/002]. 
Europolitan/Vodafone is listed on the Stockholm O-list. Vodafone/Europolitan’s net sales 
during the fiscal year of April 2001 to and including March 2002, totaled SEK 5.85 billion 
and net income totaled SEK 1.35 billion Europolitan/Vodafone employed 1,461 people on 
average during the fiscal year. 
 
In April 2002, Europolitan/Vodafone implemented a new organization, dividing its operations 
into three business areas, Consumer, Corporate & Telematics and Service Provision. 
Subsidiaries to Europolitan/Vodafone’s were Vodafone Sverige (operator), Vodafone Stores 
and Ocom (distributors of Europolitan/Vodafone), LunarMobil Sverige (cellular service 
provider to LunarStorm’s youth portal), Doberman (development company in the area of 
mobile Internet), and MR Mobile Relations (mobile Internet service provider). 
Europolitan/Vodafone’s consumer services and products were sold and distributed through 
the company’s own chain of stores, Vodafone Stores and Ocom, through partners and a great 
number of retailers, as well as through the internet site vodafonestores.se. The reason for 
establishing its own distribution chain and retail stores was said to be the increasing 
importance to maintain a close relationship with end-users because of the growing range of 
advanced services. Europolitan/Vodafone needed to teach customers how to use these 
services. Europolitan/Vodafone’s customers included both corporate and private customers. 
However, Europolitan/Vodafone focused mainly on high-end users, i.e. customers with 
substantial mobile telecom requirements. These customers imposed high demands on quality, 
both in terms of customer service and the network, and were also characterized by their quick 
adoption of new and innovative services, e.g. services that integrated data and mobile voice. 
During fiscal year 2001-02, an agreement was signed between Europolitan/Vodafone and 
Telenor’s subsidiary Zalto concerning the launch of a new type of mobile subscription for 
young people, marketed under the brand “djuice”. Service providers in 
Europolitan/Vodafone’s network were Glocaltnet and Universal Telecom. 
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Europolitan/Vodafone strategy included to differentiate through quality (network and 
customer services), brand, and innovative services and content. In addition, 
Europolitan/Vodafone strategically emphasized lobbying and other activities in order to 
ensure that the telecom industry developed without regulations that could possibly hinder 
competition. One step in this direction was Europolitan/Vodafone’s ambition to create a 
forum for discussion between the operators and government representatives. Customer 
services played a strategic role for Europolitan/Vodafone. In September 2001, 
Europolitan/Vodafone’s customer service teams were awarded the first prize in the annual 
Grand Prix Customer Service Awards for telecommunication companies. 
 
With regard to services and content development, Europolitan/Vodafone commercially 
launched GPRS during 2001/2002. GPRS was a packet-based service, which meant that 
Europolitan/Vodafone’s customers only paid for the amount of information transferred, rather 
than for the time they were connected to the network. Vodafone Sverige was granted a license 
to operate a 3G mobile network in Sweden at the end of 2000. Vodafone’s Swedish 3G 
network was also launched commercially in Karlskrona on December 2001. 
 
Collaboration within the Vodafone Group enabled the creation of economies of scale in a 
number of areas. During 2001/2002, Europolitan/Vodafone began international collaboration 
with other Vodafone operators in the areas of service and technology development, 
purchasing, key international accounts and brand management. The link to the world’s largest 
mobile operator provided access to the group’s expertise and development resources, an 
important strategic factor as technology enabled the development of innovative services and 
content packages. In addition, the global network allowed Vodafone’s to offer to its customers 
seamless services across borders. Europolitan/Vodafone also co-operated on the development 
of new services both with leading telecom companies, e.g. Nokia and Ericsson, and with 
innovative and highly specialized companies. 
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he analysis in this chapter is structured according to the frame of reference. The first 
section analyses the content and process of strategy on a corporate level, including 

corporate level bundling through mergers and acquisitions and corporate level unbundling 
through outsourcing (both the vertical and horizontal dimensions of corporate 
bundling/unbundling are included in the analysis). The second section analyses the content 
and process of strategy on a functional level including bundling through systems, functions 
and solutions and unbundling through modularization and complementary products (both the 
vertical and horizontal dimensions of functional bundling/unbundling are included in the 
analysis). The third section analyses the context of corporate and functional level of strategy, 
including intra-industry consolidation (vertical bundling) and inter-industry merger 
(horizontal bundling) as well as intra-industry fragmentation (vertical unbundling) and inter-
industry forkation (horizontal unbundling). In addition to the industry context, the third 
section analyses the macro environment. It should be emphasized that the “horizontal 
dimension” referred to here includes both related and unrelated businesses. The analysis 
focuses on identifying the reciprocity between strategies on different levels. In addition, the 
analysis focuses on identifying the relationship of finality (RoF) between indicators/drivers 
( ) and outcomes/results (●) with regard to the content and process of strategy. 

11.1 Corporate level strategy – content and process 
The analysis under this section focus on the content and process of strategy on a corporate 
level, including corporate level bundling through mergers and acquisitions and corporate level 
unbundling through outsourcing (both the vertical and horizontal dimensions of corporate 
bundling/unbundling are included in the analysis). It should be emphasized that the 
“horizontal dimension” referred to here includes both related and unrelated businesses. 

11.1.1 Corporate level bundling – mergers and acquisitions 
[2:02/019] A financially driven strategy may result in a realized strategy that is not well 
aligned with the corporate strategy as planned by corporate management. In general, a 
financially driven strategy usually fails as proven by Carrier One, Global Crossing, Pangea, 
etc. It has been argued that these companies went bankruptcy because they had all been driven 
by the capital market and the stock market in particular in order to create instant shareholder 
value (see 2:07/006). In particular, a financially driven strategy fails because it is not always 
possible to follow through with regard to the planned exit strategy. Financial investments 
require a solid exit strategy. Nonetheless, financial markets may be short sighted and fickle, 
requiring one thing one day and another the next. Corporate management and the financial 
markets may think similarly in respect of what to invest in and when. However, later on, their 
view on when to divest, i.e. exit, may differ. Another possible reason for a financially driven 
strategy to fail is that during the lifetime of the investment the financial investment may 
become a financial burden for the corporation. As opposed to industrial investments, financial 
investments become little integrated with the corporation as a whole, e.g. in terms of creating 
synergies. The Telia case serves as a good example. Telia’s international expansion was in 
part financially driven and on some occasions international investments represented a pure 
financial investment. As Telia in year 2000 was floated on the Stockholm exchange it had to 
show the financial markets a clear and consistent strategy in terms of its geographical focus. 
For cultural reasons among others, Telia decided to focus on the Nordic region. Consequently, 
Telia had to exit from some of its international investments no matter what the initial plan had 
been with regard to its exit strategy for such financial investments. 
 
In the beginning of the 90’s Telia was very much restricted in how it could borrow money, 
e.g. for their GSM expansion in its home market. The CEO, at the time Lars Berg, initiated an 
international expansion that would allow Telia to borrow locally through local subsidiaries. In 
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1994 Telia International established operations in Namibia (cellular operations), Ecuador 
(cellular operations), Russia (cellular operations), and Latvia (at the time, Telia had had 
operations in Estonia since 1991). In 1995, Telia made investments, among others, in fixed 
network operations in the Philippines and mobile network operations in India. In addition, 
Telia established two subsidiaries in the Nordic region, Telia A/S in Denmark, and Telia 
Norge AS in Norway, for the supply of international traffic, data communications and 
corporate communications. In 1996 Telia’s international expansion and service development 
had become its largest cost driver. Nevertheless, its international expansion continued; in 
Finland (long distance, international and data communications operations), in Norway 
(internet service provider), and in Estonia (cable-TV), in Poland (local fixed telephony), in 
Ireland through a JV company with KPN/PTT Telecom in Netherlands (fixed 
telecommunication), in Sri Lanka (fixed telecommunication), in India (paging and GSM 
operations), and in China (cellular operations) among other country markets. In 1997 the 
rationale for Telia’s continued international expansion slightly changed. Its international 
expansion was now explained as one important way to cope with the saturated Swedish fixed 
telephony market. Telia International continued, however, to deliver a negative operational 
profit margin. Telia was by now established in 20 countries. Telia launched commercially its 
DCS 1800 network in Denmark and Finland. In addition, Telia Overseas was awarded a 
mobile license in, among other countries, Uganda. In Hong Kong, Telia commercially 
launched its GSM 1800 network. In 1998, Telia’s international expansion began to slowdown. 
Lithuania, Estonia, and Latvia were country markets targeted through acquisitions in joint 
cooperation with Finnish Sonera. Among a few other operations, Telia sold its cellular 
operations in Ecuador. Nonetheless, Telia Overseas was awarded a mobile license in, among 
other countries, Brazil, through a joint venture company, TESS, and in Slovenia and Uganda. 
In 1999 Telia declared its international focus to be some major international markets, 
primarily European country markets, i.e. France, Italy, Spain, UK, Germany as well as the US 
market, in addition to its “home markets”, i.e. Sweden, the Nordic and Baltic sea region and 
Russia. Its international expansion strategy, in particularly with regard to cellular services and 
operations, was now explained as a way to actively seek continued growth as the Swedish 
market as well as other markets in the Nordic region had become saturated. Acquisitions were 
made in e.g. Spain and Ireland. In 2000/2001 Telia officially declared that its geographical 
spread would be limited to the Nordic countries, the Baltic Sea region, including Poland and 
Russia. On June 13, 2000 Telia was introduced on the A-list of the Stockholmsbörsen. The 
same year, in 2000, Polish Netia was successfully introduced on NASDAQ. During the year, 
Telia’s international expansion included primarily Russia. A Memorandum of Understanding 
was signed with Telecom Americas for the sale of Telia’s interest in TESS, the Brazilian 
cellular operations. With regard to cellular and fixed operations, in 2001, Brazilian TESS was 
sold in addition to its operations in Ireland and Slovenia. Telia’s Internet operations in Spain 
and U.S. were sold [2:02/019]. 
 

*** 
 
[2:01/024] There has been a dramatic shift in the rationale for corporate bundling through 
M/As from financial investments to industrial investments. A financial investment is aimed at 
rapid expansion (e.g. internationally or into new technologies), possibly to satisfy the 
expectations of shareholders and the stock market. The rationale is to capitalize on “portfolio 
management” of e.g. SBUs. Today’s industrial investments, however, focus on creating long-
term competitiveness for the entire corporation across all SBUs by capitalizing on possible 
synergies among those. Examples are Telia’s financial acquisition of Eircom (i.e. a fixed 
operator) and Eircell (i.e. a cellular operator) in Ireland. Both companies were sold in 2001. 
The rationale for Telia’s industrial acquisition of Danish Powercom in 2001 was however to 
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obtain a better coverage, and consequently economies of scale, in what Telia considers to be 
its home market, the Nordic region, within its wholesale business. In 2000 Telia’s core 
businesses were defined as “mobile services”, “fixed services” and “portals”. In addition, 
Telia defined a fourth business portfolio, “Equity” including Telia’s financial investments. In 
2001, Telia declared that it was now to act as a “networked organization” in close cooperation 
with partner companies. The days of financial acquisitions had come to an end [2:01/024]. 
 

*** 
 
[2:02/020] M&As may bring strategies to the corporation that were not initially intended or in 
the core of the corporation’s business, e.g. in terms of corporate management’s competencies. 
Nonetheless, M&As may also bring additional competencies to corporate management. As a 
floated company, Telia’s international expansion outside its home markets, i.e. the Nordic and 
Baltic Sea regions, had become more focused. Telia’s internationalization was based on 
country markets where a dominant position and synergies across its product portfolio (product 
synergies) or its markets (market synergies, e.g. due to integrated geographical areas in terms 
of trade) could be obtained. In addition, for a market to be considered a home market Telia 
required to obtain ownership control over its subsidiary. Cultural similarities between home 
markets and markets Telia intended to establish were a prerequisite for understanding 
customer needs and creating a dominant position. Within its internationalization strategy was 
to expand with new product areas or services, e.g. 3G, in markets where it already had an 
operations up and running and a customer base to build from. As Telia merged with Sonera it 
needed to consider Sonera’s eastern expansion, e.g. into Turkey Azerbaijan, Kazakhstan, 
Moldavia, Georgia, etc., markets that Telia initially never intended to target and corporate 
management had little experience of. This didn’t necessarily mean problems to Telia/Sonera 
since corporate management from both companies could bring competencies in different 
markets to the new merged corporation [2:02/020]. 
 

*** 
 
[2:07/001, 2:07/010, 2:07/011] The rationale for corporate level bundling through e.g. M&As, 
may be explained quite differently depending on different perspectives among corporate 
managers with regard to corporate strategy. Different perspectives may have great practical 
implications for an acquisitions strategy, if it should focus on acquiring competence (i.e. a 
static perspective) or acquiring “time” (i.e. a dynamic perspective). 
 
In 1998 the “string of pearls” strategy was launched by Ericsson. In its essence, it meant that 
Ericsson was to supplement its existing skills, expertise and products with critical know-how, 
products or components in the areas of data-communications and IP technology through 
acquisitions of small and medium-sized companies with state-of-the-art technologies or 
through strategic alliances with major industry players. The above illustrates a static 
perspective on strategy, i.e. to obtain competence, know-how or products. This perspective 
has been brought forward by e.g. Mr. Kurt Hellström. A dynamic perspective on strategy is 
also well illustrated in the Ericsson case. The rationale for “string of pearls”, from a dynamic 
perspective, assumed that Ericsson in fact had the required competence for developing 
products or components in the areas of data-communications and IP technology. Ericsson, 
however, lacked time to turn such competence into profitable products. This perspective has 
been brought forward by e.g. Mr. Sven-Christer Nilsson. 
 
At the Ericsson strategic meeting in 1996 (“2005 – Ericsson entering the 21st century”), it 
was decided that Ericsson would continue to focus on developing the AXE. R&D staff, 
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however, was not entirely convinced that this was the right path for Ericsson. Because product 
development in areas such as IP-telephony had not been given priority by corporate 
management, Ericsson did not develop such products and markets. Competence, however, had 
developed within Ericsson as “skunk works” spread around the corporation for the 
development of IP-telephony. In 1998, after corporate management having conducted a 
“technology review”, Ericsson finally decided to put the AXE on harvest mode as the AXE 
development staff was cut by half. Ericsson was now to focus on IP-telephony. As mentioned, 
from a dynamic perspective, Ericsson was buying “time” in product and market development 
by launching the “string of pearls” strategy in 1998. 
 
These two perspectives can be analyzed by drawing a two by two matrix including the need of 
the acquiring company (competence or applications) in one axis and the value offered by the 
company subject to an acquisition (competence or applications) in the other axis. The need of 
both the acquiring company and the value offered by the company subject to an acquisition 
could be either an established competence, i.e. an established know-how and the ability to 
developing certain products or markets, or applications, i.e. actually developed products 
and/or established markets. The following four scenarios emerge; 
 

• Quadrant 1 the acquiring company is looking for applications in order to save time (a 
dynamic approach) and the (potentially) acquired company is offering competence): 
Acquiring a company with great competence and know-how will not fulfill the needs 
of the acquiring company having the competence and know-how but lacking the 
product(s) and/or the market(s). Consequently this is probably not a good match as the 
acquiring company has already the competence being offered. 

 
• Quadrant 2 the acquiring company is looking competence in order to develop its 

capabilities (a static approach) and the (potentially) acquired company is offering 
competence: A company with great competence and know-how may fit the acquiring 
company lacking such competence and know-how, particularly if the company subject 
to an acquisition is a relatively cheap start-up with a relatively small product portfolio 
and market share (meaning that the acquisition price is likely to be “reasonable”). 
Consequently this is probably a good match. 

 
• Quadrant 3 the acquiring company is looking for competence in order to develop its 

capabilities (a static approach) and the (potentially) acquired company is offering 
applications: A company looking for acquiring competence may find it embedded in a 
company’s offering (i.e. developed products) or established markets. In this case the 
acquiring company need to evaluate the premium it may be required to pay for 
applications it does not need. 

 
• Quadrant 4 the acquiring company is looking for applications in order to save time (a 

dynamic approach) and the (potentially) acquired company is offering applications: If 
a company is looking for buying “time”, i.e. shortcutting the product and/or market 
development process, this may be found in a company offering developed products 
and markets. It is possible that the company subject to the acquisition will be a well 
established and possibly larger company. Consequently, price may become an issue. 

 
In 1998, Ericsson’s string of pearls strategy resulted e.g. the acquisition of Advanced 
Computer Communications, ACC (established in 1991), an American company with its core 
in IP technology, developing Internet switches and remote access, a technology used for 
linkup with the internet, and data network products, as well as routers. In addition, Ericsson 
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purchased an interest in U.S.-based Mariposa Technology (established in 1997), a company 
with its core in developing access systems for the transfer of voice and data via ATM, and in 
Juniper (established in 1996), an American company with its core in router technology. It 
seems that Ericsson was buying competence, i.e. positioned itself in quadrant 1, while in fact 
Ericsson needed applications, i.e. to position itself in quadrant 4. A good partner for Ericsson 
in quadrant 4 would have been a company such as Cisco and in fact Ericsson and Cisco 
discussed the possibility to cooperate around applications such as IP-telephony and routers (at 
the time Cisco had become far too large for Ericsson to acquire so this was not an option). 
Due to cultural differences, however, this cooperation never materialized (see 2:06/014) 
[2:07/001, 2:07/010, 2:07/011]. 
 

*** 
 
[2:08/030] Similarly, in fast changing industries, corporate culture may be one of the most 
important competitive tools. Because an industry changes quickly, over a longer period of 
time there is neither an optimal strategy nor optimal organizational structure. There may not 
even be time for adapting strategies and the organizational structure as the industry 
environment evolves. Employees need to be flexible, middle mangers need to focus on their 
employees and the business rather than prestige, and top managers need to understand the 
entire business in detail in order to make quick and credible decisions (rather than to execute 
control over the organization) and to organize accordingly, i.e. to create a flexible process 
oriented structure that enables each individual to execute their task in a flexible manner. As a 
result, strategic decision such as mergers and acquisitions are strongly influenced by the 
corporate culture. A market oriented culture may drive acquisitions to capture market share 
while a technology oriented culture may drive acquisitions to tap into new technology 
[2:08/030]. 
 

*** 
 
[2:05/018, 2:07/008, 2:07/009, 2:08/023, 2:08/27] Acquisitions targeted at capturing markets 
in contrast to technologies may however be driven by other factors as well. From a product 
perspective, probably one of the most important capabilities within a corporation is to be able 
to change the corporate culture from engineering to market oriented. This is particularly valid 
as industries and markets mature and more price sensitive and less technology oriented end-
users are targeted. This means that corporations allow consumers, rather than engineers (as 
consumers learn more about the technology) to take greater responsibility for establishing 
what value is about and what product development should focus on. In the early days of 
mobile telephony, consumers had few requirements on a cellular phone. Today, from an end-
user perspective phones need to be designed, small, and easy to use. The built-in antennas in 
cellular phones are one design feature that Ericsson recognizes it was late to adopt due to its 
engineering and technology oriented culture. Despite Nokia having a tremendous success with 
smaller cellular phones with built-in or internal antennas, Ericsson continued to manufacture 
cellular phones with external antennas. From an engineering point of view, however, external 
antennas provided better coverage [2:05/018, 2:07/008, 2:07/009, 2:08/023, 2:08/27]. 
 

*** 
 
[2:06/002, 2:05/004] Industry development can be seen as a parallel process within industrial 
value chains and end-user markets. Within industrial value chains, technological innovations 
are in focus in order to support the creation of new social processes in the end-user market, 
sometimes referred to as social innovations. Social innovations are however not created unless 
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end-users are able to adopt the supporting technology. The vision of creating 
telecommunication services that are somewhat like face-to-face communications has driven 
the telecom industry. This vision has been driven by technology development, i.e. by 
developing the enabling technology, as well as a vision to create social innovations, i.e. to 
enable people to telecommunicate in a face-to-face like situation though voice, data and 
video. The development of fixed wireline telecommunication enabled a social innovation 
based on voice telecommunication between rooms (fixed), the development of analog cellular 
telecommunication (1G) enabled standard voice telecommunication between people 
(mobility), the development of digital cellular and data telecommunication (2G) enabled 
personalized voice and data communications between people (mobility), the development of 
video communications (3G) enabled personalized voice, data and video communication 
between people (mobility) in a face-to-face like situation. In driving these two parallel 
processes industries may need to take an evolutionary approach by developing the enabling 
technology, then educating people to adopt the technology while creating a new social 
innovation, further development of an enhanced enabling technology, further education of 
people to adopt the enhanced technology while creating a new social innovation, and so on. 
Consequently, industries may change from being technology driven to market driven, then 
technology driven again to market driven, and so on. As technology development no longer 
supports new social innovations it becomes entirely market oriented. It seems that the telecom 
industry went from technology to market driven in an intertwined process between technology 
and market orientation. Nokia quickly understood that educating end-users, in terms of the 
social innovation they were trying to create, in order for end-users to adopt their technology, 
was a critical success factor. The slogan “Nokia connecting people” was introduced relatively 
early in the history of personalized telecommunication. Ericsson, on the other hand, got stuck 
with terms and abbreviations that reflected the technology they were developing (3G, WAP, 
etc). Much later Ericsson also understood the power of educating end-users, in terms of the 
social innovation they were trying to create, in order for end-users to adopt their technology. 
The slogan “Its about communications between people, the rest is technology” was introduced 
relatively late in the history of personalized telecommunication. Other examples from the 
Ericsson case are the 1998 marketing promotion campaign “Make yourself heard” and the 
2000 marketing promotion campaign “The Mobile Internet Revolution. It’s an everyday 
thing.” [2:06/002, 2:05/004]. 
 

*** 
 
[2:08/027] A similar example is also found in the Allgon case. The structure within a business 
unit tends to reflect industry evolution as an industry evolves from a technology oriented 
towards a market oriented logic. The structure on a business unit level tends to move away 
from product/market oriented organizations towards flexible project organizations or 
customer (KAM) and process oriented organizations. On a corporate level, the structure does 
not always reflect the change in the industry’s business logic. Throughout 1994-2001 
Allgon’s corporate structure reflected its product portfolio in different business units. In 1999, 
however, as a response to among other things the shortened lead-times in the industry, the BU 
Antenna Systems created a separate organization, Global Product Supply, in order to 
coordinate the activities and processes of the BU related to procurement, logistics, 
manufacturing and distribution. According to Allgon’s experience with working with 
Ericsson and Nokia this is probably one of the reasons Ericsson were not as successful as 
Nokia in adapting to the industry’s new business logic as the telecom industry evolved. While 
Nokia organized according to their customers and business processes, Ericsson continued far 
too long working and organizing as it had done traditionally; in a product line organization, or 
product/market matrix organization [2:08/027]. 
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*** 

 
[2:08/007] Bundling through M&As drives the industry consolidation and concentration of 
industries. Bundling through M&As is driven by the necessity to manage and control costs as 
well as to bring down costs through economies of scale. This applies on e.g. a functional level 
including manufacturing and R&D. It also allows for greater flexibility. This has been the 
development in the telecom industry, including the suppliers of components, system as well 
as the operators [2:08/007]. 
 
[2:02/021] A successful cooperation may be determined by the degree of industry 
disintegration and the “industry recipe”. Because such recipe may evolve over time, timing 
becomes important, i.e. to enter into a cooperative agreement when there is a general and 
common understanding that the cooperation will succeed, and be more profitable for all 
parties, over competition. A cooperative (equity) joint venture established for competitive 
purposes (“cooperate to compete)” rather than for cooperative purposes is not likely to 
succeed. The cooperation itself will eventually be perceived as a potential threat to the 
owners. Unisource is a good example of this. At the time Unisource was established the value 
chain in the telecom industry was still quite integrated and most companies and operators 
believed they could manage themselves in a competitive frame. The cooperation was 
primarily perceived as an opportunity to get rid of competition and to capture business in the 
home markets of other partner’s. This mentality became evident as it was difficult for 
Unisource to act independently from its owners. The owners could not agree on issues such as 
whether Unisource should be allowed to compete with KPN for a new license in the 
Netherlands or if Unisource should be allowed to compete with Telia (in Sweden) and KPN 
(in the Netherlands) for the international traffic between the Netherlands and Sweden. 
Unisource failed and was eventually sold. It had been created for competitive purposes 
between the partner companies rather than between groups of partner companies and become 
a threat of its own for the partner companies. Today, with a disintegrated value chain and a 
different mentality among industry players, some argue that this cooperation would have 
succeeded. The Telia case provides a good illustration of the above. 
 
For the purpose of providing a “one-stop-shop” of telecommunication services to international 
corporate customers, and for creating economies of scale, e.g. in R&D and support systems, 
Unisource was created in 1993. Unisource was initially a JV company between Telia, 
KPN/PTT Telecom Netherlands, and during 1994 also joined by Swiss PTT Telekom and 
WorldPartners, a JV company between American AT&T, Japanese KDD, Singapore 
Telecom, and Unisource. In 1994 Unisource had rapidly become a pan-European operator and 
service provider, primarily, of fixed and mobile telephony. As operators, every shareholder in 
Unisource had the exclusive right to exploit the business opportunities within its country of 
origin. In 1995, Unisource decided to focus on Germany, France, Italy and the UK. All 
together, these country markets represented 70% of all the data and telecommunication 
market in Europe. Partner companies were established in France and in Germany. In 1996 
Telefónica from Spain joined Unisource, but decided however to leave joint venture the next 
year in 1997. In 1998 Unisource had still not become profitable. High cost of leased lines 
contributed to Unisource’s poor financial result. Telia decided to decrease its holding in the 
joint venture and AT&T announced its plan to terminate, during the year 2000, its cooperation 
with Unisource due to an agreement with BT to establish a JV company. In 1999 most 
companies within Unisource were sold and on June 1, 2000, Unisource was dissolved. The 
remaining holding within the joint venture were transferred to the partner companies, in 
Telia’s case to Telia Telecommunications International B.V. (TTI) [2:02/021]. 
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*** 

 
[2:02/027] If the rationale for corporate level bundling is to create shareholder value M&As 
or equity investments may be preferable in comparison to establishing cooperative agreements 
or through internal growth into new businesses. In comparison to establishing cooperative 
agreements, M&As tend to be more visible to the financial market. In a way, M&As becomes 
a communication tool, a way of communicating the corporate strategy in a trustworthy 
manner. In comparison with internal growth, M&As tend to accommodate the realization of 
the planned strategy to the time requirements of the financial markets. The downside of using 
M&As to create shareholder value is that suddenly the financial market may not value this 
strategy. Suddenly cost and return on asset may become more important than a visible 
strategy aiming at increasing sales. “Less is more” may suddenly become the buzz word of 
the day for the financial markets. Downsizing, outsourcing, etc. may become what drives the 
financial markets. M&As was how Telia, through their New Business organization, bundled 
across the telecom industry as the industry became more disintegrated. Two things made Telia 
abandon this strategy and start working on creating cooperative agreement rather than 
acquiring companies. One was the shift in what the financial markets valued. The second was 
that Telia realized that it eventually could not sustain a strategy is which it aimed to have a 
stake in every company that contributed to deliver value to end-users. The industry had 
become too disintegrated and complex in the process of merging with other industries (data 
and IT as well as entertainment for content). In addition, cooperative agreements may allow 
for greater flexibility and a greater potential for finding more companies to cooperate with. By 
acquiring a company, the acquiring party may also “acquire” a whole set of new competitors 
with whom cooperation becomes difficult. The number of competitors increases and the 
number of potential partners decreases [2:02/027]. 
 

*** 
 
[2:06/004] A similar example comes from the Ericsson case. Corporate level bundling 
through e.g. M&As (or unbundling through e.g. outsourcing) may only be a consequence of 
the contemporary “industry recipe”, i.e. to create what could be term a “strategic brand”. If 
the rationale for corporate level bundling is to create shareholder value M&As or equity 
investments may be preferable in comparison to growing through establishing cooperative 
agreements or through internal, organic growth into new businesses. In comparison to 
establishing cooperative agreements, M&As tend to be more visible to the financial market. In 
a way, M&As becomes a communication tool; a way of communicating the corporate strategy 
in a trustworthy manner. Ericsson never followed the M&A trend in the telecom and IT 
industry during the end of the 90’s and the beginning of year 2000. Ericsson’s acquisitions 
strategy, termed “string of pearls”, was launched 1998 more as a communication tool towards 
the financial markets rather than a new aggressive M&A strategy. “Sting of pearls” was 
Ericsson’s strategic brand for their M&A strategy. For several reasons it seems that Ericsson’s 
M&A strategy (before, during and after “string of pearls” was launched) essentially remained 
the same, before, during and after the peak of the IT-boom and all the M&As that followed 
with it. Most likely, many of the M&As in the telecom industry at the time were executed in 
order to satisfy the capital markets and to create “instant” shareholder value. Among those 
companies that tried this were e.g. Lucent, Alcatel, Nortel and Motorola (see 2:07/005). 
Ericsson’s M&A strategy, i.e. “string of pearls”, remained to do industrial rather than 
financial investments, i.e. acquire companies in order to save time in a rapid changing 
environment with regard to technology development (e.g. IP technology and mobile Internet 
applications) and to acquire companies which specialized in product areas in which Ericsson 
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lacked competence. E.g. in 1998, Ericsson acquired interests in Advanced Computer 
Communications, an American company experience in IP technology, developing Internet 
switches and remote access and data network products and routers, Mariposa Technology, an 
American company that developed access systems for the transfer of voice and data via ATM, 
and Juniper, an American router start-up, etc. and in 2000 in the area of mobile Internet 
applications development, including content and technology, companies such as Red Jade, 
Merrimac Industries, Littauer Technologies and Mediatude. In retrospect, it is difficult to say 
if Ericsson’s M&A strategy was a consequence of corporate management’s professionalism, 
i.e. ability to foresee the future (i.e. the crash of the IT industry) and to act with a high degree 
of integrity (i.e. not allowing the financial markets to influence on their strategy) or due to the 
fact that Ericsson was not able to acquire companies with their own shares. It is however 
evident that Ericsson’s strategic brand, i.e. “string of pearls”, was appreciated in capital 
market [2:06/004]. 
 

*** 
 
[2:02/007] Industry rivalry may increase in certain segments and decrease in other due to 
corporate bundling through M&As. As down-stream companies are bundled through M&As 
and competition lowered, upstream companies may have to compete harder for the decreasing 
number of customers. An example is Telia’s acquisition of the Norwegian operator Netcom in 
year 2000. Netcom had Siemens as their prime systems supplier. It is reasonable to assume 
that competition among operators in the Nordic region may have decreased, and that system 
suppliers such as Ericsson now have to compete with Siemens on a Nordic scale for Telia’s 
business [2:02/007]. 
 

*** 
 
[2:08/001] The Allgon case also shows that the rationale for corporate level bundling through 
M&As is to obtain economies of scale as the industry matures and becomes more focused on 
cost. This may be particularly valid for small niche players that cannot compete based on 
economies of scope. An example is Centurion’s acquisition of Allgon Mobile 
Communications in 2003, two niche players in the mobile antenna segment of the telecom 
industry [2:08/001]. 
 
[2:08/009] In addition to economies of scale, the rationale for corporate level bundling 
through M&As is to obtain economies of scope as the industry matures and becomes more 
focused on cost. This may be particularly valid for small niche players that cannot alone 
compete based on economies of scale/scope. Once again Centurion’s acquisition of Allgon 
Mobile Communications in 2003 provides a good example. These were two niche players in 
the mobile antenna and antenna near part segment of the telecom industry. Economies of scale 
were obtained in e.g. manufacturing through a larger combined market share and 
complementary customer portfolios. The lion part of Allgon’s and Centurion’s business used 
to be with Nokia and Motorola, respectively. Economies of scope were obtained in e.g. R&D 
for both antennas and antenna near products as well as in the integration of both [2:08/009]. 
 

*** 
 
[2:08/028] In fast changing and growing industries, like in the telecom industry during the 
mid 90’s, corporations seem to lack long-term planning and long-term objectives. Planning is 
done on a day-to-day basis and the main objective is simply to comply with the daily 
deliveries. As industries mature, corporate management seems to require greater control. 
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Long-term strategic planning hence becomes increasingly important. Bureaucracy increases 
and flexibility is lost. Goals are set long in advance, sometimes becoming useless in guiding 
middle managers in what to really focus on in their day-to-day work. Eventually, successful 
corporations find a reasonable balance between long-term planning and flexibility, i.e. the 
ability to change or adapt long-term plans. Goals are set considering corporate management’s 
need for control as well as middle management need for guidance. Consequently, the M&A 
process changes accordingly, i.e. from being an emergent strategy based on a bottom-up, 
incremental process and decision to a planned strategy based on a top-down, radical process 
and decision. 
 

*** 
 
[2:05/003] Since 1994, a similar development, as noted in the operator segment, in terms of 
industry concentration and industry consolidation through M&As, has also been noted among 
system suppliers (see 2:05/002), although the consolidation seems not to be as dramatic 
compared to the operators and service providers. The national system supplier used to have a 
symbiotic relationship with the national, state owned operator. As markets were privatized 
and liberalized such symbiotic relationship disappeared. Many smaller companies offering 
router solutions and IP-telephony entered the telecom industry. These companies were 
primarily companies originating from the datacom and IT industry. An example of datacom 
and IT companies gaining ground in the telecom industry was their growing business with the 
Swedish operator Telia during the 90’s. In 1997, the data-communications product family, 
e.g. servers, modems, etc. from Cisco, 3Com and US Robotics, captured a turn-over of SEK 
1,127 million within the Business Area Business Systems of Telia. The product family, for 
small, medium and large corporate switches from Ericsson, e.g. the MD110, and Northern 
Telecom’s, e.g. the Meridian, captured SEK 1,995 million of the Business Area’s turn-over. 
Today, just like in 1994, around six major telecom suppliers are responsible for supplying 
equipment, services and systems (cellular, fixed broad and narrow band systems) to the world 
market, including American Lucent and Motorola, Canadian Nortel, German Siemens, French 
Alcatel and Finish Nokia. Industry consolidation among system suppliers refers mainly to the 
consolidation through M&As among the traditional telecom systems suppliers and mentioned 
new entrants originating from the datacom and IT industry. An example is Ericsson’s M&As 
strategy named “string of pearls” (see 2:06/004, 2:07/001, 2:07/010, 2:07/011) [2:05/003]. 
 

*** 
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Table 11:1 Summary of identified RoF: corporate level bundling through mergers and acquisitions 
Corporate level   
Sub-supplier Systems supplier Operator 
[2:08/009] M&As  ● economies 
of scale  industry concentration 
 
[2:08/030] rapid industry growth 

 ● manage through 
organizational culture rather than 
strategic plans and corporate 
structure  strategic decisions 
such as M&As influenced by 
corporate culture e.g. market 
oriented culture may drive 
acquisitions to capture market share 
while a technology oriented culture 
may drive acquisitions to tap into 
new technology 
 
[2:08/027] industry maturity  ● 
targeting of mass market with less 
technology oriented customers, 
however, with greater demands on 
basic product features  
development of market oriented 
corporate culture (enabling 
marketers to develop future product 
specifications based on customer 
requirements) rather than 
technology oriented culture 
(enabling engineers to develop 
future product specifications)  
change in corporate structure e.g. 
from product organization to 
market/customer and process 
oriented organization (e.g. KAM 
organization) 
 
[2:08/028] industry evolution from 
growth to maturity  ● strategy 
change from short-term organic, 
strategic maneuvering at functional 
level to long-term, mechanistic 
strategic planning at corporate level 
● M&A process changes 
accordingly, i.e. from being an 
emergent strategy based on a 
bottom-up, incremental process and 
decision to a planned strategy 
based on a top-down, radical 
process and decision 

[2:07/001, 2:07/010, 2:07/011] 
industry context, e.g. rapid pace of 
industry evolution or wide spread 
know-how with regard to certain 
technologies  ● (facilitate) 
M&As in order to save time or to 
acquire know-how 
 
[2:06/004] shareholders’ demands 
on rapid growth e.g. through 
M&As  ● the creation of a 
“strategic brand” to satisfy such 
demands by communicating the 
strategic direction of the 
corporation (rather than actually 
executing major M&As) 
 
[2:05/018, 2:07/008, 2:07/009, 
2:08/023, 2:08/27] industry 
maturity  ● targeting of mass 
market with less technology 
oriented customers, however, with 
greater demands on basic product 
features  development of market 
oriented corporate culture rather 
than technology oriented  change 
of acquisitions targeted at 
competence and technologies 
(enabling engineers to develop 
future product specifications) to 
acquisitions targeted at markets 
(enabling marketers to develop 
future product specifications based 
on customer requirements); change 
in corporate structure e.g. from 
product organization to 
market/customer oriented 
organization (e.g. KAM 
organization) 
 
[2:06/002, 2:05/004] interaction 
between value chain and end-users 

 ● technology innovations drive 
end-users  social innovations 
drive corporations  further 
technology and social innovations 
(and so on) ● change from 
technology driven corporations to 
market driven corporations and 
back to technology driven 
corporations (and so on) 
 
[2:05/003] acquisitions by major 
telecom suppliers of minor data and 
IT companies  ● consolidation in 
the supplier segment of the telecom 
and data and IT industry 

[2:01/024] financial drivers (e.g. 
portfolio management) and/or 
industrial drivers (e.g. synergies) 

 ● M&As 
 
[2:02/021] M&As  ● industry 
consolidation  increased 
competition 
 
[2:02/027] M&As  ● costly, 
“creates” new competitors, fewer 
potential partners  shareholder 
value may decrease 
 
[2:02/027] M&As  ● makes 
corporate strategy visible towards 
capital market (“strategic brand”) 

 shareholder value may increase 
 
[2:02/019] shareholder demands for 
expansion and few borrowing 
opportunities in local market to 
carry-out expansion  ● 
international M&As to access 
foreign capital markets  loss of 
management focus and loss of 
synergies across businesses and 
markets  shareholder demands to 
focus and concentrate businesses 
and markets  divestments 
 
[2:02/020] requirements for new 
competencies  ● M&As  
brings competencies to the 
corporation (provided, however, 
staff and/or management of the 
acquired corporations is kept) 
 
[2:02/007] M/As  ● industry 
rivalry decreases, e.g. between the 
merging corporations and their 
customers or their suppliers ● 
industry rivalry increases, e.g. 
between the suppliers as well as 
customers to the merging 
corporations 
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11.1.2 Corporate level unbundling – outsourcing 
[2:06/011] Corporate unbundling through outsourcing may also occur horizontally (as 
opposed to vertically, e.g. when Ericsson outsourced manufacturing to Flextronics). The 
rationale may be to allow corporate management to further focus on core business activities 
and to shrink the balance sheet, increasing e.g. ROA. The outsourcing process seem, for 
several reasons, to be a two step process in which “internal outsourcing” first occurs e.g. 
between business units from a non specialized unit to a specialized and central unit. In a 
second phase “external outsourcing” occurs on a corporate level to external partners, e.g. by 
selling the entire specialized, central unit. Ericsson Public Communications (i.e. fixed 
telephony BU) and later Ericsson Radio Communications (i.e. cellular telephony BU) 
outsourced their IT operations and maintenance function to a specialized and central unit 
within the Ericsson group. In 1999, Ericsson, on a corporate level, signed a letter of intent 
with Compaq to outsource IT support, starting in the Nordic region and involving more than 
40,000 work stations. Another such outsourcing example from Ericsson can be found in its 
real-estates. Ericsson concentrated its real-estate holdings and facility management services in 
“Ericsson Real Estate & Services”. By selling “Ericsson Real Estate & Services” in 
1999/2000, Ericsson divested the majority of its real estate holdings. In addition, real-estate 
management and services were outsourced to Skanska [2:06/011]. 
 

*** 
 
[2:02/004] Functional level outsourcing requires unbundling the function into value activities 
and it requires every value activity to be evaluated based on the firms need to retain control as 
opposed to flexibility over such value activities and if the value activities are a source of 
competitive advantage, e.g. through differentiation. Activities as a source of competitive 
advantage may vary in time and space, i.e. the context may be of importance. An example is 
Telia outsourcing strategy of its customer care. The concept of customer care contains a 
number of value activities that can be unbundled into service management and service 
delivery. The activities that Telia consider to provide a competitive advantage and 
consequently needs to retain control over are service management, e.g. setting service levels 
and quality standards. These value activities have been kept within Telia. Other activities 
have, in part, been outsourced to a call center company. The activities that Telia do not 
consider to be a source of competitive advantage and consequently do not need to retain 
control over are service delivery activities, e.g. the picking-up the phone and answering the 
customers. These activities have been outsourced and transferred outside Telia. Nonetheless, 
the service delivery activities have not been outsourced throughout the entire corporation. The 
importance of the context as it relates to functional level unbundling is well illustrated by 
Telia’s outsourcing of service delivery activities. In Denmark these activities were 
outsourced. In Norway these activities are kept in-house and in Sweden these activities are 
kept in-house and additional capacity (above what Telia is able to produce) is bought from a 
third party call center company during peak periods [2:02/004]. 
 

*** 
 
[2:02/005] Functional level outsourcing requires unbundling the function into value activities 
and it requires every value activity to be evaluated based on the firms need to retain control as 
opposed to flexibility over such value activities and if the value activities are a source of 
competitive advantage, e.g. through cost leadership. The latter strategy, i.e. cost leadership, 
requires corporations to understand the cost structure of managing and delivering a certain 
value activity, irrespective of whether the cost is allocated within the firm or a third party 
supplier. This means that understanding the transaction cost is not enough. Corporations need 
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to understand the cost structure of the third party supplier. The economies of scale that third 
party suppliers may be able to create is one source of a lower cost structure [2:02/005]. 
 

*** 
 
[2:06/006, 2:05/007, 2:05/009] Economies of scale and “risk” need to be balanced as 
corporations unbundle through outsourcing, particularly for non-standard, key components, 
activities or functions. Single sourcing may provide greater opportunities for economies of 
scale. Nevertheless, the single sourcing strategy implies a greater risk. Consequently, for risk 
management purposes, corporations need considering to retain some parts of the function 
being outsourced, alternatively, to use multiple external sources. This also contributes to 
having a benchmark in negotiating prices with the manufacturer in an outsourced 
(manufacturing) solution (see 2:05/009) and a greater degree of cost control. The component 
shortage that Ericsson experienced in 2000 for one key component in their mobile phones 
manufacturing provides a good example. The reason for the shortage Ericsson experienced 
was primarily its single sourcing arrangement with Phillips. Phillip’s manufacturing facility in 
Mexico was hit by a fire and Ericsson suffered a loss of sales of some 7 or 8 million phones. 
When Ericsson today outsource their manufacturing of mobile phones to companies like 
Flextronics, Ericsson makes sure it retains at least one manufacturing facility of its own, 
located in China (see 2:05/007), in order to be able to cope with any disturbances at 
Flextronics. Sony Ericsson also uses several outsourcing partners for manufacturing, e.g. 
Sony, Ericsson (the remaining manufacturing in China) and Flextronics (see 2:05/009) 
[2:06/006, 2:05/007, 2:05/009]. 
 

*** 
 
[2:08/022] The Allgon case shows that corporate level unbundling through the outsourcing of 
manufacturing (e.g. of components) enables companies to increase flexibility and reduce risk, 
particularly in technological fast changing industries. Flexibility in terms of 
ordered/manufactured volumes can more easily be obtained. By retaining design and by 
outsourcing manufacturing activities, companies are able to retain control and to reduce their 
risk of getting stuck with an obsolete technology or manufacturing facility. In addition, by 
having multiple sources of supply, the risk of disturbances in the manufacturing process is 
lowered. Financially, outsourcing enables less capital to be tied-up in manufacturing facilities, 
and consequently a higher return on total assets [2:08/022]. 
 

*** 
 
[2:02/008] Functional level unbundling through outsourcing can result in industry level 
bundling through cooperation among traditional competitors, e.g. through the joint creation of 
a company to which traditional competitors outsource to. Functional level unbundling 
requires unbundling the function into value activities and it requires every value activity to be 
evaluated based on the firm’s need to retain control as opposed to flexibility over such value 
activities and if the value activities are a source of competitive advantage, e.g. through 
differentiation and/or cost leadership. When Telia and Tele2 established UMTS Nät AB, a 
50/50 joint venture company for network deployment (e.g. site acquisition, installation, etc.) 
and O&M of their 3G network, these activities were not considered to provide any sort of 
competitive advantage and were consequently outsourced to UMTS Nät AB. The rationale 
was to share costs for these activities in the process of building and operating the (co-owned) 
3G network. The cooperation with Tele2 in UMTS Nät AB excluded any service packaging, 
marketing, sales of the service, i.e. activities that Telia considered to provide a competitive 
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advantage. In 1990, however, when Telia began to build their GSM network, coverage was 
considered to be a source of competitive advantage. Operators promoted heavily their 
coverage in order to differentiate. Consequently, competing operators did not cooperate with 
regard to network deployment activities (e.g. site acquisition, installation, etc.) [2:02/008]. 
 
[2:02/009] As mentioned, the activities that contribute to a competitive advantage, and 
consequently activities that are potentially kept in-house may change in time and space as the 
industry context may be of importance. Another example from the Telia case; Telia took 
responsibility for its GSM installation and network deployment, however outsourced, the 
same activities for the deployment of its UMTS network approximately ten years later. Telia 
outsourced installation and maintenance activities for its fixed network while keeping the 
same activities in-house for its cellular operations. Telia outsourced its customer care function 
in Denmark while keeping it in-house in Norway [2:02/009]. 
 

*** 
 
[2:06/019] In order to be able to drive the standardization process on an industry level, 
corporations need to take responsibility for driving the R&D process on a corporate level. 
This does not mean that the R&D function needs to be successful, e.g. in terms of launching 
new products and applications, nor that the corporation need to have control over the 
development work. Success and failure in R&D enable corporations to tell other industry 
players during the standardization process what works and, equally important, what does not 
work. In contrast to viewing R&D solely as an investment in product assets, and R&D 
failures as “sunk cost”, R&D can be seen as an investment in driving the industry and an 
investment in human assets. R&D investments and the learning process that it generates will 
thus become valuable no matter what the actual results may be in terms of products. Because 
most R&D projects, from a financial perspective, are failures, R&D expenditure are regarded 
as (sunk) costs rather than investments in developing industries, products and human 
resources. This is probably the rationale for the increasing outsourcing of R&D activities. 
From an industry perspective this has meant that the division of work has changed within the 
telecom industry. Quite often the R&D has been transferred up-stream in the value chain. The 
main issue in such arrangements has been related to the “make or buy decision”, to conduct a 
certain activity or function in-house within the “hierarchy” or to transfer it to “markets”. 
Nonetheless, the Ericsson case shows that there is a third possibility between hierarchies and 
markets, i.e. to transfer some of the activities within the R&D function to networks or value 
constellations. As in an outsourcing solution for R&D activities, in a value constellation 
solution for R&D activities, corporations need to retain control over critical activities. Critical 
activities in the former (outsourcing/buy/markets) could be characterized as activities that 
enable control. In the latter (in-house/make/hierarchy), however, critical activities are 
characterized as activities that stimulate people and organizations to join and to carry-out 
development work within the value constellation. The company taking this role enables other 
to develop, rather than controls the development of others. The development work within 
Ericsson Mobility World includes around 100,000 people developing mobile applications. 
These developers are working with Ericsson in a “value constellation” type of arrangement. 
Ericsson does not control the development work, it rather stimulates people to join and to 
carry-out development work within the Ericsson Mobility World constellation [2:06/019]. 
 
[2:07/002] It has been argued that R&D can be seen as an investment in driving the industry 
and an investment in human assets (see 2:06/019). The Ericsson case shows that there is 
empirical evidence to substantiate this. The AXE-N project within Ericsson has been accused 
of being one of the greatest R&D failures ever. Some, however, argue that despite the fact that 
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Ericsson failed to develop the next generation of the AXE switch it has been one of the largest 
competence development project ever, and that Ericsson never would have been able to 
develop its 3G portfolio (including systems and telephones) without having the AXE-N 
experience. Other companies that did not have the same learning experience, e.g. Lucent, 
Alcatel and Nortel had to pay substantial amounts in order to acquire this know-how from 
external companies [2:07/002]. 
 

*** 
 
[2:07/015, 2:05/006] Despite there being situations in which the outsourcing decision is 
difficult, there also exists situations in which the outsourcing decision should be a pretty 
straightforward decision making process. The outsourcing decision is easy when the 
following criteria can be met: (i) it involves a standardized component or one that does not 
contribute to differentiating the offering (be it a product or a system), which means that 
external companies will have the competence to manufacture the component, (ii) the interface 
between the component and other components (or the “system” as the case may be) is well 
defined, which means that the specification of the component is well defined, or that only the 
function that the component needs to provide needs to be specified. In addition, this means 
that the component can be easily integrated with other components (or the “system” as the 
case may be), (iii) it involves a mature component or a components with a relatively long life 
cycle in its basic shape and form, i.e. little or no R&D is expected to be carried-out in the 
future, which means that the task given to the manufacturer will not change over time because 
the specification of the component and/or manufacturing processes will not change because 
no development of the component is done, (iv) or it involves a non-mature components or a 
components with a relatively short life cycle in its basic shape and form, i.e. substantial R&D 
is expected to be carried-out in the future, which means that the task given to the 
manufacturer will change frequently over time because the specification of the component 
and/or manufacturing processes will change because development of the component is done. 
In this case, if manufacturing is outsourced, outsourcing R&D need to be considered or 
partner companies need to carefully design the interface between internal R&D and 
outsourced manufacturing (see 2:05/006). (iv) If there are better substitutes for the component 
in the market, components should probably not be outsourced but rather the manufacturing of 
such proprietary component should be divested/terminated and an external supplier need to be 
found in order to supply the substitute. Example of the above criteria for outsourcing can be 
found in the Ericsson case. Ericsson outsourced the manufacturing of its central and regional 
processors in the AXE around 1995, when several manufacturers had developed processors 
with better performance. With regard to outsourcing the manufacturing of the radio base 
stations this became a more troublesome process as the product life cycles was shorter due to 
extensive R&D [2:07/015, 2:05/006]. 
 

*** 
 
[2:06/005, 2:05/007, 2:05/014] As the pace of technology development within industries is 
high, various corporate functions within a value chain may move to regions and countries in 
which it can find highly skilled labor, i.e. regions that can provide the required know-how, 
skills and capabilities (corporations in search of high know-how). As the pace of technology 
development decreases and know-how diffuses around the world industries may try to find 
and move manufacturing and R&D to low cost regions (corporations in search of low cost) 
(see also 2:05/007). Corporate level unbundling through outsourcing may facilitate the 
transfer of e.g. manufacturing facilities to low (labor) cost regions such as China and Taiwan. 
An example is Ericsson’s outsourcing of manufacturing of mature or standardized products in 
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high labor cost countries (e.g. Sweden, Norway, UK, etc.) to companies such as Flextronics, 
Solectron, SCI, etc. Ericsson expected to lower its costs through outsourcing because it 
expected some of those companies to close down the manufacturing in e.g. Sweden and 
transfer them to e.g. China. Through outsourcing Ericsson did not have to take responsibility 
for negotiating with Swedish labor unions, etc. as these companies transferred e.g. 
manufacturing to regions outside Sweden. Examples are the outsourcing in 1997 of the 
printed circuit boards in the switches to Flextronics in Karlskrona and to SCI Systems Inc., 
Solectron Corporation and Viacom Systems in Norrköping, the outsourcing in 2000/2001 to 
ARIMA of Taiwan of the development and manufacturing of entry level mobile phones, the 
outsourcing to Flextronics of the manufacturing of consumer products facilities in Sweden 
and the UK and the management of the entire supply chain, the outsourcing of manufacturing 
and software design operations in Longuenesse, France, and Östersund, Sweden, to Solectron 
and in Visby and Katrineholm, Sweden, the outsourcing to Flextronics of software 
development in Östersund, Sweden and to AU-system AB, etc. [2:06/005, 2:05/007, 
2:05/014]. 
 
[2:08/018] As the pace of technology development within industries is high, various corporate 
functions within a value chain may move to regions and countries in which it can find highly 
skilled labor, i.e. regions that can provide the required know-how, skills and capabilities (in 
search of high know-how). As the pace of technology development decreases and know-how 
diffuses around the world industries may try to find and move manufacturing and R&D to low 
cost regions (in search of low cost). When the telecom industry developed rapidly in terms of 
technology and market growth, system suppliers like Nokia, Ericsson, Motorola, etc. and 
components manufacturers such as Allgon concentrated in regions with highly skilled labor 
(e.g. North America and Europe) despite the fact that costs were higher. In times of a more 
moderate pace in technology development, manufacturing within the telecom industry first 
moved to regions where it could find lower labor cost in manufacturing, e.g. China. Today, 
R&D is also being transferred to low cost regions. There are primarily two reasons for R&D 
being transferred to low cost regions. As mentioned earlier, companies are likely to find 
sufficiently skilled labor in low cost regions as the pace of technology development within 
industries becomes moderate and know-how diffuses around the world. The second reason is 
that if manufacturing has been transferred, the total cost for R&D and manufacturing may be 
lower by locating both functions close to each-other. R&D and design needs to be done with 
manufacturing and logistics in mind. Since manufacturing had moved to low cost regions, 
R&D it made sense to move R&D to the same region [2:08/018]. 
 

*** 
 
[2:01/002] The telecom industry is becoming more disintegrated as transactions are conducted 
in markets rather than in hierarchies. An example is Ericsson’s outsourcing strategy to 
Flextronics and others. As a consequence, system integrators emerge to coordinate “market 
transactions” within the industry. In 1999, through cooperative arrangements with equipment 
suppliers, Telia’s role in the corporate business segment increasingly became service 
provisioning of corporate telecommunication outsourcing solutions. Telia’s focus in this 
segment was to act as a systems integrator, primarily through Telia Promotor AB [2:01/002]. 
 

*** 
 
[2:01/015] Corporate unbundling (e.g. through outsourcing) throughout the value chain may 
create a dominant player in the industry and a concentration of certain value activities. Certain 
value activities may be transferred from market transactions between several players in the 
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value chain to one single hierarchy. The dilemma that this may create is that economies of 
scale (e.g. by allowing one company to do more and more of value activities within the entire 
value chain) are offset by deterring competition across the value chain. An example is 
Flextronics that has been taking over network operations and service provisioning from 
corporate end-users through their outsourcing (enabling Flextronics to compete with the 
traditional operators and service providers such as Telia) as well as a substantial part of 
Telia’s network operations (e.g. installation, maintenance, spare parts handling, etc.), 
Ericsson’s manufacturing of e.g. the switch and cellular phones, etc. The solution seems to be 
that companies like Flextronics take over responsibility without interfering with established 
relationships across the value chain, i.e. products and services are promoted under established 
brands and that e.g. Flextronics do not promote their own brand. Consequently, a “parallel 
value chain” is developing aside the “traditional value chain”, in which the traditional focus 
on differentiation through marketing, sales, branding, etc. and the parallel focus on 
manufacturing and economies of scope and scale. The complexity of the entire value chain 
developing into different layers that need to cooperate with each-other could be seen a 
development towards industrial value constellations (rather than value chains) [2:01/015]. 
 

*** 
 
[2:06/007] Unbundling core competencies through e.g. outsourcing is not a viable, long-term 
strategy. Despite the fact that Ericsson outsourced many value adding activities with regard to 
mobile phones, Ericsson retained what it considered to be its core competence, i.e. the 
development and sales of the “mobile platform”. Unbundling non-core activities enables new 
entrants into the industry and greater specialization among industry players. The traditional 
phone manufacturer used to engage in core technology development, external design, 
manufacturing and marketing and sales. Today these functions are specialized functions found 
in different corporations across the value chain and in adjacent industries. The mobile 
platform consists of “rules”, “tools”, “key components”, and “reference design”. Other 
companies, partner companies as well as “competitors”, e.g. Sony Ericsson and any other 
phone manufacturer such as LG Electronics, are able to manufacture their specific mobile 
phone based on Ericsson’s mobile platform. From an industry perspective specialization and 
concentration increases as few companies have the know-how to develop mobile platforms, 
i.e. the “interior design” or the core technology design. In addition, specialization and 
concentration increases among those companies that retain control over “rules”, “tools”, “key 
components”, and “reference design” because the development of platforms requires heavy 
and continuous investments in R&D and the development of new core technology represents 
a substantial risk of developing an obsolete technology. Thus, specialization and 
concentration is how “markets” share risk without establishing formal “risk-sharing” 
agreements. Consequently those companies require a substantial market share world-wide. 
Ericsson is one of those companies. A second group of companies specialize in the “external 
design” or the product design including the design of simple end-user features. These 
companies also specialize in branding, marketing and sales towards end-users. This 
development is less costly and probably more companies will be found in this segment. LG 
Electronics and Sony Ericsson are two of those companies. A third group of companies 
specialize in manufacturing, e.g. Flextronics. Ericsson business model has shifted from 
product sales of mobile phones to licensing agreements of mobile platforms. In 2001 Ericsson 
got its firs licensing agreement for mobile platform with LG Electronics. Its value chain 
position and customers have also changed from selling mobile phones to end-users through 
operators and third party retails to mobile platforms to phone manufacturers and companies 
specializing in branding, marketing and sales [2:06/007]. 
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*** 
 
[2:01/020] Merging industries is, in part, driven by end-users as they outsource entire 
solutions, e.g. communication solutions, and enabling technologies, e.g. “networking” to a 
company that becomes responsible for delivering an integrated solution for voice, data, fixed, 
mobile, etc. [2:01/020]. 
 

*** 
 
[2:02/006] The rationale for corporate and functional level unbundling may be to lower costs 
by transferring activities to competitive markets or to create a competitive market place within 
an industry. If certain activities traditionally were performed within hierarchies, i.e. for the 
company’s own internal use, there will be little competition in the industry for such value 
activities. Incentives for companies to transfer value activities to (low competitive) markets 
will be low. In such cases companies may take a market creation role by trying to create a 
competitive market for certain value activities, in order to possibly lower prices for such 
activities over the long run. This was the case when Telia outsourced installation and 
maintenance to Flextronics and Swedia Networks rather than to Ericsson. Installation and 
maintenance services had traditionally been value activities that operators performed as part 
of their network operations. There was no competitive market where these services could be 
purchased. Basically the system suppliers, like Ericsson, were the only ones that offered these 
services to operators that had purchased their equipment. It made no sense for Telia to 
purchase installation and maintenance services of Ericsson manufactured equipment from e.g. 
Nokia. As a consequence, the options Telia had with regard to their Ericsson manufactured 
equipment was to do installation and maintenance themselves or purchase from Ericsson. 
Competition was in other words virtually non-existent. Through corporate unbundling, i.e. by 
selling Swedia Networks to Industri Kapital Ltd. and through functional unbundling by 
outsourcing installation and maintenance activities to Flextronics, Telia hoped to create a 
competitive market for installation and maintenance services over time. The reason that the 
(competitive) industry creation process takes time is because these “outsourcing” 
arrangements usually are designed according to a “sale and lease-back agreement”, i.e. for a 
certain period of time Telia, in this case, is required to purchase the services from the 
company it has outsourced to [2:02/006]. 
 
[2:08/020] A similar example of corporate unbundling, by divesting or outsourcing, in order 
for corporations to create a competitive market segment among its suppliers is found in the 
Allgon case. At its peak during the 90’s, Allgon had captured a 40% global market share in 
mobile antennas. 80-85% of Allgon’s business was with Nokia. It is possible that Nokia’s 
perception of Allgon’s position was that Allgon had developed a much too strong position as 
a component manufacturer. The fact is that Nokia sold one of its subsidiaries LK Products, a 
manufacturer of filters and other antenna near products but with no solid know-how in mobile 
phone antennas, to British Filtronics. Soon after, Filtronics LK, as the company was renamed, 
captured a substantial share of the mobile phone antenna segment primarily in doing business 
with Nokia. There may be many reasons why Nokia did not keep LK Products and allowed 
itself to develop R&D and manufacturing capabilities of mobile phone antennas in-house. 
One possible explanation is that Nokia in order to create a competitive market place among its 
suppliers needed to make this new competitive environment visible by sending a market 
signal that substantiated its ambition and by allowing a new entrant to establish itself 
[2:08/020]. 
 

*** 
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[2:02/015] In the beginning of the 90’s, operators and systems suppliers used to drive the 
telecom industry through technical standardization (see 2:07/012, 2:07/013). Then, during the 
mid 90´s through to the end of the 90’s much of the driving force came from the data and IT 
industry as they came up with new innovations and developed new service creation modules 
of value added services. Data and IT companies managed to enter the telecom industry 
through cooperating with the operators, e.g. through equity joint venture companies. 
Nowadays, it seems that the operators are increasing leaving the development of value added 
services to data and IT companies which now cooperate with system suppliers. In conclusion 
it seems that the ones driving the telecom industry has changed according from 
operators/telecom suppliers, through operators/datacom suppliers, to telecom 
suppliers/datacom suppliers. A good example is provided in the Telia case. In order to 
increase its R&D efforts within its focus areas of R&D, i.e. to develop IN and value added 
services, as well as multimedia services, Telia, in 1995, acquired a majority interest in an 
equity joint venture company with AU-System, Invest AB. Approximately two years later, in 
1997 Telia sold its 53% holding in AU-System Invest AB to Ericsson and AU-System’s 
managing team [2:02/015]. 
 

*** 
 
[2:08/013] The system supplier’s and phone manufacturer’s outsourcing of manufacturing 
activities to contract manufacturers does not necessarily mean that component manufacturers 
are pushed upstream in the value chain nor that the contract manufacturers are allowed to take 
full responsibility for managing and coordinating all components manufacturers. Despite 
Allgon having to deliver its antenna products/components to the contract manufacturers, 
Allgon is still required to discuss and agree with the system suppliers on design and prices 
[2:08/013]. 
 

*** 
 
[2:06/021, 2:05/016] A radical corporate downsizing, unbundling of the corporation through 
outsourcing and divestments and centralization is often the combined results of historical 
strategic mistakes and industry transition from growth to maturity. Ericsson is a good 
example. With regard to Ericsson’s mobile phones there are several strategic mistakes that 
corporate management today recognizes, e.g. shortage of components due to single sourcing 
of key components (and a fire in suppliers manufacturing facility), and a product portfolio 
targeted at the high-end segment while the market had developed into a mass market. With 
regard to the industry, in 2001, the number of cellular phones sold internationally decreased 
for the first time in the history of mobile communications. In 2000 the market had 
experienced a 47% increase and in 1999 a 74% increase in sales of mobile phones. Ericsson’s 
“Efficiency Program”, launched in 2001 aimed at reducing costs and operating expenses. The 
program included to reduce the number of employees from above 100,000 employees in the 
beginning 2001 to around 70,000 in 2002 and temporary workers, such as consultants, from 
around 15,000 to less than 7,000 by year-end 2002, reducing inventory levels and actively 
chase accounts receivable. In addition the program included to establish more efficient design 
centers, and to reduce the number of offices and manufacturing facilities. The previous five 
market areas were combined to three, and special Global Customer Units were formed to 
serve better and more cost effectively certain large, global customers operating in multiple 
countries. The number of market units was consolidated from more than 100 to 35. In 
addition, Ericsson streamlined the organizational structure removing one layer of management 
and appointing a chief operating officer (COO) to achieve ongoing operational efficiency. In 
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addition, in 2001 Ericsson formed an equity joint venture with Sony for design, marketing and 
sales of multi-media terminals. Most of Ericsson’s handset operations were transferred to the 
JV. Ericsson contributed with its expertise in telephony and radio technology and Sony’s with 
its strength in consumer electronics, multimedia and entertainment. Market-wise, Ericsson 
contributed with strong relationships with telecom operators and Sony’s with its distribution 
and customer service network and consumer sales and marketing experience. Both companies 
contributed with strong brand names. It employed 4,000 people at year-end 2001 [2:06/021, 
2:05/016]. 
 

*** 
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Table 11:2 Summary of identified RoF: corporate level unbundling through outsourcing 
Corporate level   
Sub-supplier Systems supplier Operator 
[2:08/022] outsourcing  ● 
increase flexibility and ROA, 
increase risk originating from third 
party, however, decreases risk 
originating from technological 
uncertainty (e.g. reduces the risk of 
investing in a technology that 
becomes obsolete) 
 
[2:08/013] outsourcing  ● 
industry fragmentation  changes 
in the division of work, however, 
not necessarily changes in the 
structure of relationships (e.g. 
Ericsson’s outsourcing of 
manufacturing to Flextronics still 
require Allgon to negotiate with 
Ericsson and agree on prices, 
design, etc., however, to deliver 
antenna components to Flextronics) 
 
[2:06/021, 2:05/016] industry 
maturity and consolidation  ● 
reveals strategic mistakes in the 
past  radical (rather than 
incremental) adaptation of the 
corporation to the new industry 
environment through corporate 
downsizing including outsourcing 
and divestments, establishment of 
cooperative arrangements, etc. in 
order to cope with the scope of 
delivery (despite downsizing), 
centralization, etc. (both sub-
suppliers and system suppliers) 

[2:06/019, 2:07/002] change in the 
perception of R&D; from 
development of core competence, 
e.g. investments in human assets, to 
development of products and/or 
technologies, e.g. investments in 
product assets  ● the perceived 
risk of failure in R&D increases; a 
“failure” in an investment in human 
assets contributes to a learning 
process, e.g. what does not work; a 
“failure” in an investment in 
product assets generates sunk costs 

 the outsourcing of R&D 
 
[2:06/006, 2:05/007, 2:05/009] cost 
control and risk management  ● 
outsourcing to multiple suppliers or 
retaining at least one manufacturing 
facility in-house 
 
[2:06/007] outsourcing  ● 
increases specialization on 
corporate and industry level  risk 
sharing across the value chain 
 
[2:06/007] outsourcing  ● 
change of corporation’s industry 
position and change of relative 
positions among industry players ● 
creation of new business logic on 
corporate and industry level (e.g. 
moving from product sales towards 
licensing agreements and IPRs) 
 
[2:06/011] shareholders’ 
requirements (e.g. improved ROA) 
and lack of management focus on 
core business  ● outsourcing 
 
[2:07/015, 2:05/006] standardized 
component with standardized 
interfaces, non differentiating 
components, mature components 
involving little future R&D  ● 
outsourcing 
 
[2:06/005, 2:05/007, 2:05/014, 
2:08/018] change towards maturing 
industry  ● change from high 
pace of technology development 
and concentration of know-how to 
low pace of technology 
development and wide-spread 
know-how  change of focus from 
R&D in highly skilled country 
markets to manufacturing in low 
cost labor markets  outsourcing 

[2:02/004, 2:02/009] change 
towards maturing industry  ● 
value of certain activities eroded  
the outsourcing of such activities or 
industry consolidation through the 
creation of equity joint ventures 
among competitors for sharing cost 
 
[2:02/005] understanding how cost 
adds-up in the value creation 
process  ● (enables) outsourcing 
 
[2:01/015] outsourcing  ● 
specialization in parallel value 
chains (e.g. one value chain 
specializing in manufacturing and 
another in development, marketing 
and distribution) 
 
[2:01/002] outsourcing  ● 
industry fragmentation  
increased need for integration  
emergence of systems integrator 
 
[2:01/020] outsourcing  ● 
increased requirements for bundled 
solutions (e.g. system solutions, 
“total solutions”)  merging 
industries 
 
[2:02/015] outsourcing  ● 
changes intra industry relationships 
as well as inter industry 
relationships, e.g. the point of 
cooperation in the value chain 
between the telecom and datacom 
industries has changed moving 
upstream in the value chain due to 
outsourcing in the telecom industry 
(cooperation has changed from 
cooperation between operators and 
telecom suppliers, through 
cooperation between operators and 
datacom suppliers, to cooperation 
between telecom suppliers and 
datacom suppliers) 
 
[2:02/006, 2:08/020] outsourcing 

 ● the creation of competitive 
industry segments or increased 
industry competition for some 
outsourced products or services  
lower costs and prices 
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11.2 Functional level strategy – content and process 
The analysis under this section focus on the content and process of strategy on a functional 
level including bundling through systems, functions and solutions and unbundling through 
modularization and complementary products (both the vertical and horizontal dimensions of 
functional bundling/unbundling are included in the analysis). In addition, the function of 
human resource management as a result of strategy as well as a driving force to strategy is 
analyzed (when applicable). It should be emphasized that the “horizontal dimension” referred 
to here includes both related and unrelated businesses. 

11.2.1 Functional level bundling – systemization 
[2:06/010] Corporate level bundling and expanding scope in order to deliver total solutions 
may require forward integration and result in that customers, rather than appreciating the total 
undertaking being offered on behalf of the supplier, perceives a threat and an increasing 
competition from its supplier. This has been the case as Ericsson has struggled to sell 
complete solutions, i.e. functionality, e.g. a certain grade of service calculated in Erlangs, 
rather than equipment, to operators. Complete solutions in the telecom industry need to 
include professional services such as business consulting, network design, operations and 
maintenance, etc. In cases when customers are willing to unbundle on a corporate level, e.g. 
by outsourcing certain functions such as operations and maintenance, there is a great 
opportunity for suppliers to be successful in their efforts as described above. Timing becomes 
increasingly important in this respect, i.e. to offer these services to incumbent operators as 
they become ready to discuss such a revolutionary change in their operations, and to offer 
these services in a very early stage as new operators are getting established and several 
functions are searching for the best mode of operations, e.g. in an outsourced, total solution 
offered by the supplier. With regard to professional services targeted at new entrants, Ericsson 
has been successful with, among others, British Telecom’s establishment of operations in 
Holland. Perseverance, in terms of not allowing strategy to be guided by the creation of short-
term shareholder value, seems to be a second important success factor as well. It took 
Ericsson more than seven years to develop a solid service organization generating around 
20% of its total infrastructure business. A shareholder value perspective would never allow 
for such a “lengthy” process of realizing a particular strategy. From a technical perspective, 
the development of a service portfolio may be done rapidly. However, from a market 
perspective it takes time for customers to accept their new role. The above is exemplified 
through Ericsson’s development of its service portfolio. Already in 1994 Ericsson noted an 
increasing demand in construction services among its customer. Ericsson consequently began 
to develop such capabilities. Nonetheless, these services were initially of a non-professional 
nature, i.e. it required no highly skilled or trained labor (e.g. installation services). 
Consequently, entry barriers were low and competition from e.g. consulting and engineering 
companies increased rapidly in this segment. Ericsson had to develop a wide service portfolio 
that was built on its in-depth know-how of the telecom industry (rather than the construction 
industry) in order to make it difficult for competitors to imitate its service offerings and 
portfolio. In 1995 the scope of Ericsson’s construction services expanded to include network 
design, procurement and construction thereby including more of what could be termed 
“professional services”. Nonetheless, it was not until 1996 that Ericsson realized that 
professional services could in fact become a major business through customer’s outsourcing. 
During 1997, a global marketing campaign was carried out to promote Ericsson’s services. 
Professional services covered most aspects of a telecom operators business, from business 
planning, through network planning, installation, operating support and network 
improvements to invoicing subscribers. Customized training of the operators’ personnel was 
also an important component of Ericsson’s service offering. In 1999, Ericsson Services was 
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established as a separate and new business unit under Business Segment Network Operators 
and Service Providers. Other Business Segments focused on services as well. Business 
Segment Enterprise Solutions focused on establishing and expanding its business consulting 
activities and business solutions and services for mobile Internet through establishing the 
business unit Ericsson Business Consulting with approximately 2,700 employees working as 
business consultants, IT, telecom and WAP consultants. Other employees of the business 
segment worked with the O&M of Ericsson’s IT activities. In 2001, the business unit Ericsson 
Global Services was established. The rationale for establishing the business unit Ericsson 
Global Services, with approximately 20,000 employees, was that Ericsson believed the 
service business to be a profitable one with a strong growth potential. In addition, services 
supported and extended Ericsson’s customer relationships. By learning from interacting with 
its customers Ericsson aimed at enhancing every business unit within the corporation and at 
developing new solutions that would meet the operators’ future needs. Ericsson Global 
Services organized into several business lines, i.e. network roll-out, customer services, 
competence development, telecom management and professional services. Approximately 
20% of Ericsson’s total infrastructure sales were generated by Ericsson Global Services 
[2:06/010]. 
 

*** 
 
[2:06/012] The rationale for corporate level bundling of complementary products into total 
solutions may be to increase sales in core products. Corporations need, however, to make sure 
that the credibility surrounding their core products is not eroded by such bundling. One 
example is the Professional Services offered by Ericsson. Through Business Consulting 
Services Ericsson increased their ability to participate in the early stages of a competitive 
bidding process, and possibly able to influence the bidding process itself as well as the 
content of the RFP to be released. In return customers got access to Ericsson’s experts in 
different areas such as business consulting, network planning, project planning of network 
deployment, O&M, etc. The consultants working for Ericsson’s customers prior to release of 
the Request for Proposal (RFP) needed to balance between being credible consultants and 
being loyal towards Ericsson as their employer. Being credible consultants meant to be, or at 
least to be perceived as, equipment independent, i.e. able to suggest equipment or system 
solutions other than Ericsson’s. Without this credibility the credibility of the suggested 
equipment or systems solution manufactured by Ericsson’s would be eroded [2:06/012]. 
 

*** 
 
[2:07/006] It seems that there are at least two requirements for a successful strategy aiming at 
expanding the scope of supply into systems. First, it needs to be based on a mindset, i.e. a 
core competence in understanding customer needs and an ability to transform such needs into 
a system specification in order to develop and delivery a “total solutions” that satisfy such 
customer needs. Delivering systems, thus, also requires having a core competence in systems 
integration, i.e. bundling products into systems to such extend as required by customers. 
Second, a successful systems strategy needs to have an industrial perspective (i.e. to focus on 
customers, suppliers, competitors, etc. in the long-term) as opposed to being driven by the 
financial markets, e.g. stockbrokers, and having a financial perspective (i.e. to focus on 
shareholders in the short-term). In general, a financially driven strategy usually fails as proven 
by Carrier One, Global Crossing, Pangea, etc. It has been argued that some companies went 
bankruptcy because they all had been driven by the stock market and focused on creating 
instant shareholder value (see 2:02/019) [2:07/006]. 
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*** 
 
[2:07/014, 2:05/008] As the value of software component increases relatively the hardware 
component in a product, development becomes more important relatively manufacturing. As a 
result corporations may find it possible to increase efficiency in the “manufacturing process” 
by centralizing the development organization. This was one of the reasons Ericsson was able 
to centralize the manufacturing of the AXE switching system during the early 90’s. From the 
end of the 80’s the AXE had increasingly become a software product. Nonetheless, it may 
exist internal as well as external forces that may hinder the corporation to centralize its 
development. Internally, regional or local managers may find it difficult to shrink their scope 
of management control. Externally, corporations may be required by governments to have 
local manufacturing, R&D, etc. in order to establish a local office or to conduct local business 
(see also 2:05/008). In addition, local development may be required for developing local 
adaptations and/or for developing specific software features according to specific customer 
requirements [2:07/014, 2:05/008]. 
 
Both internal as well as external forces delayed Ericsson in its effort to centralize the 
development of the AXE. In 1997, Ericsson began centralizing and outsourcing much of its 
manufacturing of the AXE switching system. The circuit board assembly operation in 
Karlskrona was outsourced to Flextronics. Through global cooperation agreements with two 
American companies, SCI and Solectron, Infocom Systems found more cost-efficient 
alternatives for the key circuit board production. Consequently, Ericsson transferred its 
manufacturing of printed circuit production in Norrköping, Sweden to SCI Systems Inc., 
Solectron Corporation and Viacom Systems. However, not until 1999, Ericsson Network 
Operators and Service Providers announced an aggressive program on a global scale to reduce 
costs in the Business Unit Wireline Systems through reducing the number of production units. 
Several areas of Ericsson’s operations in Sweden and abroad were outsourced during 1999, 
whereby activities were transferred to independent suppliers. The rationale was to benefit 
from economies of scale on behalf of the outsourcing partners. Outsourcing activities outside 
Sweden affected Ericsson’s operations in Australia, Brazil, Croatia, Italy, Mexico and Spain. 
Some argue that Ericsson should have done this much earlier. However, due to internal (e.g. 
the personal interests of local managers) and external forces (e.g. interests of foreign country 
governments) this had not been possible earlier (although tried) [2:07/014, 2:05/008]. 
 

*** 
 
[2:15/001] The process of initiating system sales in general, and the implementation of such 
strategic decision in particular, is very much concerned with a company’s ability to asses and 
manage risk. This is a very difficult issue no matter the coordination and division of 
responsibility between vendor and sellers. There are cases when risk management is virtually 
impossible for one single vendor or seller without creating a win/lose situation. However, a 
win/win situation is possible to achieve through the establishment of a close and beneficial 
cooperation for all parties involved in the network, i.e. by creating a value constellation. The 
following “mini case” from Ericsson, in cooperation with Harris among others, illustrates how 
a network approach to risk management results in a win/win situation, a situation that is 
beneficial for all parties involved. For simplicity reasons the “vendor” in this case is 
responsible for system sales and systems integration. 
 

• Scenario A: A buyer generally requires and a vendor generally agrees to include 
“liquidated damages” in the purchase and sales agreement of the system (hereinafter 
the “contract”). Liquidated damages are usually calculated as a weekly percentage (i.e. 
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2 %) of the total contract value of the system, e.g. hardware, software and services, to 
be paid by the vendor on late delivery, alternatively on late installation, ready for final 
inspection, cut-over or similar. The percentage increases for each additional week in 
delay up to a certain maximum percentage, (i.e. 16 % after eight weeks in delay) of the 
total contract value. If (when) the maximum is reached the buyer may terminate the 
agreement. It is generally well accepted within the industry for the vendor to require 
the same terms and conditions from its sellers, e.g. “back-to-back” agreements (see 
figure below, scenario A). 

 
• Scenario A1: Consequently, it may happen that the entire system is in delay due to one 

or a few missing components that one seller, hereinafter sub-supplier, is responsible 
for delivering, and the vendor is required to pay liquidated damages on the total 
contract value (see figure below, scenario A1). Naturally, no vendor accepts paying 
liquidated damages due to delays caused by a sub-supplier. 

 
• Scenario A2: From the point of view of a sub-supplier, it is unacceptable to pay 

liquidated damages that are completely “unreasonable” e.g. liquidated damages that 
could reach levels of above 100% of the contract value between the vendor and the 
sub-supplier (see figure below, scenario A2). This scenario is possible if the vendor 
requires the seller in delay to pay all liquidated damages to the buyer. 

 
Hence, at times it is very difficult for the vendor and its sub-suppliers to agree on how to 
manage and share risk. In addition, it may be very difficult for the vendor to assess and 
manage such “external” risk. It is needless to say that this issue often results in tough 
negotiations between the vendor and the buyer as well as the vendor and its suppliers. 
 

• Scenario A3: A possible solution to this dilemma, however, is to agree on a risk 
sharing agreement among all sellers, including the system vendor, to pay liquidated 
damages joint and several, e.g. no matter who is responsible for the delay, every 
company shall pay its share of the liquidated damages equal to the value of their 
products and services in the final contract between the vendor end the buyer (see 
figure below, scenario A3). 

 
The vendors is able to create incentives for all members of the value constellation by 
negotiating a “performance incentive” agreement with the buyer, e.g. the vendor is paid an in 
additional amount equivalent to the liquidated damages, should the system be delivered or up 
and running before it actually was scheduled to be. The members of the value constellation 
should then share such additional amount joint and several [2:15/001]. 
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Figure 11:1 Risk in systems sales 
 

*** 
 
[2:01/003] Suppliers bundling their offering and expanding their scope of supply, e.g. by 
offering services in a “total solution”, may collide with the business interest of their 
traditional customers. A good example is Ericsson’s “management” services” offered to their 
corporate customers. These services are in the core of Telia’s business [2:01/003]. 
 
[2:06/013] Vertical integration on a corporate level needs to consider possible retaliation by 
customers. Customers may perceive such strategic change in terms of vertical positioning as a 
threat of having to face competing from their suppliers. This is likely to occur particularly if 
suppliers ingrate forward into a business that customers have defined as their core. AT&T 
Network Systems and Phillips established a joint venture for the manufacturing and sales of 
international gateways to telecom operators in Europe. At the same time AT&T was 
competing with the operators on the international traffic. The joint venture never became 
successful and had to be dissolved because the telecom operators decided not to purchase 
equipment from a supplier that was in fact competing with them in the segment of 
international traffic. A couple of years later, in the beginning of the 90’s, Ericsson and 
Motorola entered the operator’s market. Both companies got a few cellular licenses and 
experienced the potential threat of entering into competition with their customers. Since then 
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Ericsson explicitly tells that they do not operate telecom systems. Similarly, Nokia club may 
become a potential threat to operators. However, the cellular phones are not in the core of the 
operator’s business and Nokia may be better of in their vertical repositioning [2:06/013]. 
 

*** 
 
[2:01/018] Corporate level bundling may be driven by customer’s outsourcing. An example is 
when Telia’s corporate customer required Telia to take responsibility for “management 
services”, i.e. the operations of communications network, equipment and personnel, in an 
outsourcing solution. In addition, it may be driven by the company taking responsibility for 
the outsourced solution because of the opportunities it provides to develop a long-term 
relationship with the customer enabling a better understanding of customer needs. If handled 
properly such customer needs may be transformed to business opportunities through the 
development of “new” product solutions (e.g. bundling existing components into new bundled 
system solutions), and through upgrades and enhancements of “old” solutions. The downside 
is that profit margin may decrease for the supplier of the outsourcing solution. In 1997, the 
increased requirements for outsourcing and customer placed equipment, and consequently 
financing, was one of the factors that resulted in a 20% decrease (compared to previous year) 
of Telia Financial Services’ operational profit margin. In order to meet the increasing demand 
for customer outsourcing, in the beginning of 1998, Telia established Telia IT-Service. In 
1999, Telia’s role in the corporate business segment increasingly became service provisioning 
of corporate telecommunication outsourcing solutions, and in 2000 outsourcing became one 
of BA Corporation’s major products including outsourcing solutions for voice and data-
communications, e.g. O&M (including upgrades and updates) of IT networks, business 
phones, etc. These services were primarily managed by Telia IT Service AB. Not seldom 
however, such services were offered in cooperation with equipment suppliers. In 2001, Telia 
Partner also offered corporate customers integrated network solutions, IT, mobile technology 
and outsourcing [2:01/018]. 
 

*** 
 
[2:01/010] Actors that are in control of the manufacturing process are better positioned to 
bundle the offering, thereby creating added value for its customers at a controllable risk. In 
addition, such actors may have greater control over quality. E.g. an operator of fixed, cellular 
and internet, like Telia, may offer seamless (i.e. added value) services between such services 
in a bundled solution. Only by “manufacturing” all three services is Telia able to integrate and 
guarantee end-to-end, quality, seamless services. A cellular (only) operator could turn to Telia 
in order to buy and offer to its customers e.g. fixed services. Nevertheless, ultimately Telia, as 
the operator or “manufacturer”, would be responsible for quality assurance despite the service 
provider being responsible towards its customers [2:01/010]. 
 

*** 
 
[2:02/001] In the early days of mobile internet services, there was a great emphasis on the 
R&D function and on product development of new mobile internet applications with little 
though on the marketing function and if a profitable market segment existed to which such 
applications could be introduced or if such a market segment could be created. The strategy at 
the time clearly shows a pattern of inside-out. Many companies, including Telia, searched for 
“killer applications” that would enable them to create a dominant applications design and a 
dominant market position. At the time, few companies understood that such “killer 
application” in fact already existed, it was actually mobile voice. Researchers have suggested 
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that successful service product innovations are base on creating “social innovation”, i.e. new 
ways for customer to interact among themselves and between themselves and other resources 
in a company’s network, just like mobile voice one did when introduced. The lack of market 
orientation during the early days of mobile internet clearly shows that most companies 
neglected the social factor. Today however, the marketing function has become more 
important relatively to the R&D function. Before developing a new application companies try 
to estimate the profitability of the segment that they are targeting. The strategy these days 
clearly shows a pattern of outside-in. Nonetheless, companies that are confident in their 
development on applications based on social innovation could probably develop an inside-out 
strategy driven by R&D and technology. A good example is the launch of 3G, including 
mobile video phone. Mobile video phone should probably be in the core of social innovation. 
Another example is the “positioning service” included in Telia’s service package “MyDOF”, 
enabling e.g. retailers and customers to reach to each-other in a totally different way. In 1999, 
Telia became one of the first operators in the world to launch a so called “WAP-portal”, for 
the provision of content to the mobile Internet. The WAP-portal was developed jointly with 
Oracle and the mobile Internet services were packaged and launched under the brand 
“MyDOF. The year after, in 2000, Telia Mobile, in cooperation with Ericsson, was the first 
operator world-wide to commercially launch so called “positioning services”, e.g. “Gula 
Sidorna Nära Dig” and “Yacht Position Nära Dig”. The latter enabled sailors to find 
information on the closest harbor or sea gas-station, local weather forecast, etc. Positioning 
services were further developed, and in 2001 Telia launched FriendFinder, a service enabling 
the end-user to locate another subscriber or a shopping mall, bank, etc. in a map displayed in 
the terminal. As mobile internet services became more and more based on “social innovation” 
they also became relatively more successful as end-users adopted them more rapidly 
[2:02/001]. 
 

*** 
 
[2:06/014, 2:05/010] The rationale for corporate level bundling of complementary products 
into total solutions may be to increase sales in core products. If the complementary products 
are not considered core (by definition complementary products are seldom considered core) it 
seems reasonable not to develop such capabilities in-house but rather in cooperation with 
external partners. At least two different ways of cooperating with external partners are 
possible, through an equity joint venture or through establishing cooperative agreement(s) 
with one or several partners, i.e. creating a cooperative network. The Ericsson case shows that 
equity joint ventures need to consider similar corporate cultures and strategies in order to 
become successful. Nonetheless, similar corporate cultures and strategies between two 
cooperating companies are more likely to exist provided both companies consider the 
“product” that they are cooperating around to be equally important for their respective 
businesses. In other words, if the “product” is considered core (or complementary) by one 
cooperating company it needs to be considered equally core (or complementary) by the other 
company. This implies a paradox. It may seem, from a corporate strategy perspective, that the 
best partners for establishing an equity joint venture are competitors, i.e. companies that have 
similar views on what is core and what is complementary product, or non core product (“my 
core is others core” and “my non core is others non core”). Nonetheless, competitors core 
seldom complement each-other, they substitute each-other. Consequently, competitors may 
not be a good match in an equity joint venture. Partners that complement each other, rather 
than substitute each other, may then seem to be the best partners for establishing an equity 
joint venture. Nonetheless, these partners have different views on what is core and what is 
complementary product, or non core products (“my core is others non core OR my non core is 
others core”) and are thus likely also to have different views on corporate strategy. 
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Consequently, these partners may not be a good match in an equity joint venture. This may be 
one of the reasons equity joint ventures are seldom successful. In conclusion, corporate level 
bundling of complementary products is probably best executed through establishing 
cooperative agreements and not through equity joint ventures in which different strategies 
from partner companies need to be merged into a strategy for the equity joint venture 
company. Cooperative agreements should allow for greater differences in corporate strategy 
and perspectives on what is core and what is complementary product among partner 
companies. 
 
These perspectives can be analyzed by drawing a two by two matrix including cooperation 
around “my core” or “my non-core” in one axis and the “other’s core” or the “other’s non-
core” in the other axis. The following four scenarios emerge; 
 

• Quadrant 1 cooperation around “my non-core” and the “other’s core”: Possibly not a 
good match for an equity JV because both companies will have different views on 
strategy in an equity JV. A cooperative agreement may be successful however. The 
question is what my company is able to offer the other company. 

 
• Quadrant 2 cooperation around “my core” and the “other’s core”: Possibly a good 

match for an equity JV because both companies have similar views on strategy in an 
equity JV. Nonetheless, this may imply cooperation with a competitor. If this is the 
case, the other’s core will probably not complement, rather it will substitute my core. 

 
• Quadrant 3 cooperation around “my core” and the “other’s non-core”: Possibly not a 

good match for an equity JV because both companies will have different views on 
strategy in an equity JV. A cooperative agreement may be successful however. The 
question is what the other company is able to offer my company. 

 
• Quadrant 4 cooperation around “my non-core” and the “other’s non-core”: Possibly a 

good match for an equity JV because both companies will have similar views on 
strategy in an equity JV. Nonetheless, this may imply cooperation between two 
companies that are not particularly competent in the area in which they cooperate. The 
question is what the two companies are able to offer each-other. 

 
The Ericsson case shows that if the partners complement each-other, in terms of capabilities, 
their strategies will probably differ primarily because the product they cooperate around is 
considered core by one company and complementary product, or non core product, by the 
other. Needless to say, if the partners do not complement each-other, in terms of capabilities, 
they should probably not have entered into an equity joint venture in the first place. The idea 
of Ericsson entering the business of mobile internet applications and content in 2000 was to 
be able to drive the market for 3G services, i.e. to stimulate and increase traffic and 
consequently increase demand for systems and services, Ericsson’s main business. For such 
purposes the “Ericsson Microsoft Mobile Venture”, was launched in 2000. The “Ericsson 
Microsoft Mobile Venture” was a JV company between Ericsson Consumer Products and 
Microsoft in which Ericsson had the majority interest. The agreement provided Microsoft 
access to Ericsson’s WAP software, while Ericsson, in turn, was entitled to use Microsoft 
Mobile Explorer for wireless terminals. One year later, in 2001, the JV was dissolved. Instead 
Ericsson established ”Ericsson Mobility World” in order to support and cooperate with third 
party developers of applications and devices, operators, content providers and enterprises. The 
reasons for the JV to fail were primarily different corporate cultures and strategies. While 
Microsoft pursued a dominant strategy, i.e. pursued a proprietary dominant design in the 
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market for mobile internet applications, Ericsson pursued open standards with regard to e.g. 
interfaces so that other companies could join the development of new applications. There are 
two possible reasons for these two different cultures and strategies. One is different “industry 
recipes” originating from two different industries, i.e. the IT and telecommunication industry. 
A second is that mobile internet applications was probably considered core to Microsoft, 
while only a complementary product to drive the core business of Ericsson, i.e. 3G systems 
and professional services [2:06/014, 2:05/010]. 
 
[2:06/020, 2:05/011] As mentioned earlier, corporate level bundling of complementary 
products is probably best executed through establishing cooperative agreements and not 
through equity joint ventures in which different strategies from partner companies need to be 
merged into a strategy for the equity joint venture company. This may however not be the 
case for complementary functions (rather than products). An example is the successful 
cooperation between Ericsson and General Electric (GE). In 1989, GE was looking for a 
partner with know-how in cellular telephony, and Ericsson was looking for an American 
partner in marketing, sales and distribution in order to enter the U.S. market. GE and Ericsson 
established an equity joint venture company for manufacturing, marketing and co-branding, 
sales and distribution of Ericsson’s products and systems for mobile telephony, private radio 
systems, and mobile phones in the US. This cooperative agreement allowed for great 
differences in corporate strategies and perspectives on what is core and what is 
complementary product among the two partner companies. In addition, it was agreed that 
should the cooperation result in that either Ericsson’s or GE’s had to act against their 
respective corporate strategy, either one had the option to leave the cooperation. Ericsson’s 
core was in R&D and manufacturing (and this was Ericsson’s responsibility in the JV) and 
GE core in marketing, sales and distribution (and this was GE’s responsibility in the JV). This 
cooperation lasted for almost 10 years. The cooperation never enabled GE to become the 
largest, or possibly the second largest, corporation in the market. This was against GE’s 
portfolio strategy. Consequently, in 1997, GE notified Ericsson its intention to exercise its 
contractual put option for the shares in the joint venture on April 1, 1998 [2:06/020, 
2:05/011]. 
 

*** 
 
[2:06/016, 2:05/010] As mentioned, the Ericsson case shows that cooperative ventures need to 
consider similar corporate cultures and strategies in order to become successful. It seems that 
similar corporate cultures are more likely to exist among companies that have developed in a 
similar context with regard to the overall industry and country culture. European-American, 
particularly telecom-datacom, companies may have more difficulties in cooperating than 
American-American companies or European-European companies, in the latter case, 
particularly if they come from the same industry, e.g. telecom/telecom and datacom/datacom 
industry. In 2001, the same year as the equity joint venture between Ericsson and Microsoft 
was dissolved (an example of a European-American, telecom-datacom cooperation that 
failed) Ericsson established other cooperative arrangements that have been successful until 
today (examples of European-European, telecom-telecom cooperations that have been 
successful). ”Mobile Games Interoperability Forum”, was created primarily between 
European companies in the telecom industry, i.e. between Ericsson, Motorola, Nokia and 
Siemens. ”Mobile Games Interoperability Forum” was established to enable game developers 
to produce and deploy mobile games that can work across all servers, networks and devices. 
With regard to Motorola, it is worth mentioning that, at the time, the Executive Vice President 
of Motorola and the President of BU (called “sector” within Motorola) Network Solutions 
was a former executive from Ericsson, Bo Hedfors. ”Wireless Village interoperability group”, 
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also created in 2001, is a cooperation between European corporations within the telecom 
industry including Ericsson, Motorola, and Nokia working together to define and promote a 
set of universal specifications for mobile instant messaging and position-based services. This 
cooperation has also been regarded as successful. In addition, the creation of Symbian Ltd. in 
1998 between European companies within the telecom industry is still viewed as a successful 
cooperation (see also 2:05/010). Symbian Ltd. is an equity joint venture between Ericsson, 
Motorola, Nokia and British Psion. Symbian was established to develop and market the 
EPOC system, an open standard, operating system for use in mobile telephones and other 
communications equipment [2:06/016, 2:05/010]. 
 

*** 
 
[2:08/015] On a functional level, product R&D may also become increasingly bundled 
through corporate bundling and M&As. This may be particularly valid in industries 
developing rapidly with regard to technology and in industries in which product 
features/functionality develop rapidly. Through M&As companies may complement each-
other for developing bundled and integrated solutions. Allgon used to develop single band 
mobile antennas for voice applications. Nowadays, Allgon is required to develop antennas in 
a bundled solution including multiple features, i.e. antennas that are capable of handling 
multiple frequency bands (GSM 900 MHz, PCN 1800MHz, etc.), DECT, Bluetooth, FM 
radio, GPS, and a multitude of new applications in terms of voice, data, images, etc. The 
merger between Allgon and Centurion made sense in this respect. Allgon brought their 
capabilities and know-how in cellular antenna technology and Centurion in the area of 
Bluetooth. The R&D function is hence bundled and specialized in order to handle an 
increasingly complex product with multiple features and functionality [2:08/015]. 
 

*** 
 
[2:08/011] Product design may be in the core of consolidating industries and in positioning a 
company as the one driving the industry evolution in terms of value and supply chain 
integration. Increasing competition has led phone manufacturers to target smaller segments by 
developing a wide product portfolio towards mass customization. Increasing competition has 
also led to cost pressure and rapidly increasing volumes. The increasing volumes, the variety 
of different cellular phone models combined with a shorter life cycle for each model requires 
an increasing accuracy in different corporate functions, e.g. marketing needs to produce 
accurate product specifications and estimates of future market requirements in order to avoid 
the development of obsolete products, sales needs to produce accurate sales forecast for each 
model in order to avoid large stocks of phones (if too many are manufactured), however, 
balancing the risk of facing delivery problems (if too few are manufactured), sales, purchasing 
and logistics need to develop accurate estimates and contribute to shorten delivery lead-times 
with regard to components from suppliers as well as phones to end-users, manufacturing 
needs to develop accurate estimates and contribute to shorten lead-times in ramping-up 
manufacturing of new models, ramping-down manufacturing of old ones as well as switching 
manufacturing capabilities from one model to another, etc. Developing these capabilities 
within the company as well as across the value and supply chain is essential for bringing 
down the total cost of mobile phones. Designing a product allowing for excellence in all of 
the above mentioned functions is one important factor in creating competitiveness on a 
corporate and industry level. A good product design hence requires a good understanding of 
different requirements on a functional level and how these functions are interrelated within a 
company as well as across the value and supply chain. A successful designer may position it 
self as the one company that is able to drive the value and supply chain towards value and 
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supply chain integration and success. This is the reason Allgon is looking for an extended role 
in the design of mobile phones in general and the antenna near part system in particular 
[2:08/011]. 
 

*** 
 
[2:08/016] As competition increases and products become more standardized, industries 
continue to bundle products through systems to solutions. This may result in that the true 
industry integration moves down-stream in the value chain, e.g. from system suppliers to 
network operators in the telecom industry. In the telecom industry systems suppliers like 
Ericsson have been responsible for bundling products into systems, e.g. cellular systems. 
Developing systems into solutions is to develop wireless solutions in which the function is 
sold, often as a service. In this case, the ownership of the system is never transferred to the 
(virtual) operator. Manufacturers of hardware and software components and products have 
tried to move in this direction. Often, however, they have not been particularly successful. In 
developing coverage solutions (rather than selling repeaters and antenna systems) for cellular 
systems, Allgon made an effort in this direction. Currently the traditional operators have taken 
responsible for developing the solution and offering this to virtual operators. Over time, the 
true integrator has moved from the system suppliers (developing and selling systems) to the 
network operators (developing and selling functions and solutions). There are several possible 
indicators that are able to provide an understanding on why network operators have been 
more successful than system suppliers in developing solutions towards virtual operators. The 
first argument has to do with core competence. Network operators have argued that operating 
networks is their core competence. Consequently, network operators understand this segment 
of the telecom industry and are better suited to develop qualitative solutions. The second 
argument has to do with network operators arguing that systems suppliers by developing and 
offering cellular solutions are in fact moving downstream the value chain, thereby becoming a 
competitor. The third argument is based on the assumption that competition is based on what 
you do rather than for whom you do it. It is true that system suppliers by developing solutions 
in fact operate a system just like the traditional network operator. Nonetheless, this solution 
would be targeted at virtual operators (i.e. the competitors and not the customers of the 
operators’). The virtual operators are the ones that target the same customers as the traditional 
network operators do. The fourth argument, and probably the most important one, would be 
related to financial entry barriers. Network operators have made investments in networks 
while system suppliers would have to burden their balance sheet with such investments 
[2:08/016]. 
 

*** 
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Table 11:3 Summary of identified RoF: functional level bundling through systemization 
Functional level   
Sub-supplier Systems supplier Operator 
[2:08/015] system development  
● M&As in order to combine or 
obtain competencies 
 
[2:08/011] product and system 
design (particularly if moving from 
product to system design thereby 
expanding its scope of supply)  ● 
increases industry consolidation 
and the ability to manage the value 
and supply chain 
 
[2:08/016] larger scope (e.g. 
increasing scope of supply from 
systems to solutions)  ● the role 
of the integrator change from up 
stream to down stream due to 
financial entry barriers and 
competence requirements (from 
Ericsson providing systems to Telia 
providing communication 
solutions) 

[2:06/012] total solutions  ● 
creation of separate organizational 
unit in order to be independent 
from internal supplier of modules 

 credibility towards customers 
with regard to the solution that is 
being suggested (otherwise sales of 
core products may be harmed) 
 
[2:07/006] system sales  ● 
requires understanding customer 
needs and transforming such needs 
into a system specification ● 
requires industrial, long-term 
perspective rather than financial, 
short-term perspective 
 
[2:07/014, 2:05/008] development 
of system SW that incorporates 
traditional HW functions  ● 
enables centralization of 
“manufacturing” and economies of 
scale (e.g. distribution of SW is 
easier, faster and cheaper than HW 
distribution) 
 
[2:15/001] system sales  ● 
increased risk for system supplier 
or supplier of components/modules 

 new approaches for risk 
management, e.g. risk sharing 
 
[2:06/013] increased scope of 
offering  ● change in the vertical 
division of work  increased 
vertical competition 
 
[2:06/014, 2:05/010, 2:06/020, 
2:05/011] development of total 
solutions  ● creation of 
cooperative arrangements for such 
purposes rather than equity joint 
ventures due to the “strategic 
paradox” of equity joint ventures 
 
[2:06/016, 2:05/010] expanding 
scope of offering through 
cooperative arrangements  ● 
requires similar corporate cultures 
developed in a similar context, e.g. 
similar country market and/or 
industries 

[2:06/010] customers’ outsourcing 
 ● total solutions developed and 

introduced to the market “easier” 
and faster because it is customer 
driven ● new entrants in the field 
of systems integration; new 
entrants bear less risk (e.g. have no 
investments that can turn into sunk 
costs), have no hindering legacy, 
e.g. individuals’ feelings about 
what the corporation should or 
should not engage in (“this is what 
we do around here”) and no 
established mode of operations, e.g. 
established processes and 
procedures (“this is how we do 
things around here”) 
 
[2:01/018] customers’ outsourcing 

 ● increase of supplier’s scope of 
offering ● shift in division of work 
 
[2:01/010] bundling the offering  
● value added through integration 
● higher risk unless manufacturing 
is conducted in-house 
 
[2:01/010] bundling the offering  
● industry consolidation 
 
[2:02/001] product development 
and bundling of components or 
modules  ● often requires social 
innovations in order to be 
successful (e.g. mobile video) 
 

11.2.2 Functional level unbundling – modularization 
[2:02/022] International expansion may be facilitated through unbundling in order to allow for 
a “sequenced entry”. A sequenced entry may allow for a cost and time effective entry, 
particularly if risk is considered. Risk, in this respect, may be considered as a cost in terms of 
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what it would cost to insure for the risk. This was Telia’s strategy for its international 3G 
expansion. 3G services were unbundled into operations (acting as a wholesaler) and service 
provisioning (acting as a retailer). In country markets where Telia did not have a strong 
customer base Telia intended to enter as a service provider thereby being able to market its 
brand (“SpeedyTomato”) from day one without having to engage in a time consuming 
deployment of a network. In addition, it did not have to make heavy investments in a network 
and the risk of failure and exit barriers were, consequently, relatively small. The rationale for 
the low risk strategy was a relatively low expectation with regard to the upside of the 
business. Incumbent operators have traditionally got a dominant position in terms of market 
share. As the customer base grew, Telia could always consider building their own network 
and possibly also entering the wholesale business locally [2:02/022]. 
 

*** 
 
[2:01/001] Development of new service products may benefit from unbundling the original 
offering, e.g. basic telecommunication services (i.e. the original offer of transmitting voice) 
has been unbundled into “connectivity”, “content”, “store” (i.e. the unbundled offering) in 
order to develop “applications and value added services” (i.e. new service products) 
[2:01/001]. 
 
[2:01/012] Modularizing the service product components and standardizing the interfaces 
between such components enables cost effective development of value added services as well 
as a more rapid market launch, i.e. time-to-market. An example is Telia’s modularization of 
the transport network (e.g. the switch) and the value added service creation part of the 
network (e.g. the voice mail center previously an integrated part of the switch) and the 
standardization between those two. Traditionally, in the literature and in practice, the 
“manufacturing” of services and the “delivery” of such services has been a bundled function. 
This is, however, an example of how “manufacturing” activities and “delivery” activities of 
services are unbundled through modularization and standardization. This development took of 
in 1997 as the BA Telia Business Systems decided to develop solutions based on standardized 
modules rather than delivering customized solutions for every customer. Soon modularization 
and standardization became a “standard” development effort among most of Telia’s SBUs. 
Many times modularization and standardization efforts were carried-out and developed in 
cooperation with suppliers of hardware and software, e.g. Microsoft [2:01/012]. 
 

*** 
 
[2:01/006, 2:05/019] Product unbundling requires the unbundled components to be perceived 
as value adding and profitable as a stand-alone offering. It may also require a separate 
business logic or model, i.e. what is to be delivered, what is the value and how much is to be 
charged, how is value and money to be distributed across the value creation process and value 
chain. An example is the packaging of content (unbundled from the actual delivery/access of 
such content) which has been difficult to get paid for separately from the delivery/access 
services. Often operators charge for the delivery/access and provide the packaged content for 
free. Sometimes, however, the opposite is applicable. The Telia case illustrates well how Telia 
aimed at taking a leading position in developing and offering new unbundled components 
based on a new business logic. In 2001 Telia clearly stated its ambition of becoming what was 
termed a “market maker”, i.e. to take responsibility for driving the industry and its 
development both with regard to product and service development as well as its “business 
logic” [2:01/006]. The same year, in 2001, Telia introduced a new business logic with regard 
to its portal ventures. The new business logic addressed its suppliers of content and 
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applications through a new third party supplier interface, the “PocketMode” market place. In 
its essence, Telia made available to content and/or applications providers its customer 
database and invoicing function. In return Telia and the content and/or applications providers 
would share their revenues by allowing Telia to charge 20% of the amount that the content 
and/or applications providers were charging the end-users. Charges for access or “airtime”, 
however, remained the exclusive right of Telia. Sony-Ericsson has a similar perspective on 
how a future business logic may look like. According to Sony-Ericsson, the business logic of 
the future will most probably contain three components; airtime and a fixed amount (per 
month or similar) for sending and receiving unlimited amounts of data. The latter will be 
charged for as a subscription. These two components will be similar to today’s GSM systems. 
In addition, end-users will probably have to pay for certain premium services and 
applications, e.g. games (see 2:05/019). As long as the industry is not able to agree on a 
common business logic the industry development will probably be slow [2:01/006, 2:05/019]. 
 
[2:01/023] Product unbundling into different components need to consider what value the 
standalone component can bring to customers and how it relates to the overall 
competitiveness of the company or SBU, e.g. an unbundled component (i.e. standalone) may 
e.g. create increased customer loyalty [2:01/023]. 
 

*** 
 
[2:01/007] Unbundling the product and the marketing and/or sales of such product may result 
in the entry of specialized players acting as brokers for the product by taking responsibility for 
the marketing and sales of such products. An example is the entry of virtual operators in the 
telecom industry. At the same time the incumbent player may also become more specialized 
in e.g. product development and/or in servicing very specific market segments, e.g. Telia’s 
business in the private end-user segment has been decreasing whereas its business as a 
wholesale company (i.e. to sell network capacity to service providers) has been increasing. 
This development began back in 1998 as Telia began to experience over-capacity in its 
transport network. Telia decided to actively promote, and not only to comply with PTS 
regulations, the lease of transport network capacity to its competitors, i.e. virtual operators or 
service providers. Telia now viewed its fixed network as a wholesale company in the business 
of transporting data and voice. The year after, in 1999, International Carrier was established 
as a separate Business Unit within the BA Network, focusing on the international wholesale 
of network capacity, including voice and IP-connectivity, to virtual operators and service 
providers [2:01/007]. 
 
[2:01/009] Unbundling the product, e.g. operations and marketing/sales requires a (service) 
integrator in order to guarantee the end-to-end service quality. An example is when Telia 
provides to its customers access through government owned StadsNät. Telia needs to make 
sure that the network and service is integrated properly in order to guarantee quality services 
to its customers. The network and service integrator is often the one that has got the 
“invoicing relationship” with the end-user [2:01/009]. 
 

*** 
 
[2:01/011] Product unbundling may require/enable the targeting of a new market segment or 
even to regard competitors as potential customers. An example is Telia’s unbundling of fixed 
telecommunication services into “network operations” i.e. the wholesale offer and “service 
provisioning”, the former targeted at service provider and the latter at end-users [2:01/011]. 
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*** 
 
[2:08/008] Unbundling on a functional level may allow for economies of scale and mass 
customization in e.g. R&D. Products may be unbundled into a core product, i.e. a “platform”, 
and a peripheral product through which a customer specific product can be developed rapidly 
and cost effectively. Unbundling into core and peripheral products may imply a shift of focus 
from research to development. This means a shift from focusing on major innovations 
towards rapid incremental innovations driven by rapid market changes, i.e. rapid changes in 
customers’ requirements and increasing pace of competitors’ innovations resulting in e.g. 
shorter PLCs. These were the driving forces as Allgon focused on development rather than 
research. Allgon unbundled its R&D function in two different ones, research and “customer 
engineering” (i.e. development). Its focus today is on “customer engineering”. On an industry 
level, outsourcing the “research” of the R&D function to specialized R&D companies, while 
retaining “development” for customer adaptation purposes, enables economies of scale in core 
products and mass customization in peripheral products. In this process, research in industries 
becomes more consolidated in specialized organizations. The benefit is economies of scale in 
research. Research requires a large market share in order to payoff compared to smaller 
customer adaptations. In addition, customer adaptations are often done based on customer 
orders which means that the risk is lower or customer adaptations are often charged 
[2:08/008]. 
 

*** 
 
[2:01/013] Through product unbundling (fixed telecommunication services into network 
operations and service provisioning) and by targeting new customer segments (i.e. other 
competitors such as other service providers), heavy network investments can still provide a 
healthy return on that investment, i.e. the “manufacturing” facility is utilized to its maximum 
in order to get economies of scale [2:01/013]. 
 
[2:02/010] Unbundling service products may reveal what value activities that are the most 
important for creating competitive advantage. Telia unbundled its cellular telecommunication 
services into transport services (i.e. operations or wholesale business towards service 
providers) and service provisioning (i.e. retail business towards end-users) and came to the 
conclusion that its core operations was within service provisioning, i.e. to establish, develop 
and maintain a relationship with end-users. Consequently Telia increasingly began to focus on 
developing its marketing and sales function as well as ways to offer end-users customized 
services. In this respect Telia’s internet portals became a strategically important tool, 
particularly in markets where Telia acted as an MVNO without having network operations. 
Through the internet portals Telia could promote its services as well as to offer end-users to 
customize their telecommunication services. An example of this was Speedy Tomato AB, a 
wholly owned subsidiary of Telia. In 2000 Speedy Tomato AB test-launched the mobile 
portal “Speedy Tomato” in the UK and Denmark. Through Speedy Tomato, Telia’s ambition 
was to establish itself as a mobile Internet service and content provider (MISP) in the 
European market. The next year, in 2001, Telia signed an agreement with Olivetti Tecnost in 
order to launch Speedy Tomato in Italy. The same years, however, in accordance with its new 
geographically focused strategy, Telia later divested its holdings in Speedy Tomato in the UK 
and Italy [2:02/010]. 
 
[2:02/012] To compete with an unbundled solution in different segments of the value chain 
may be difficult because of the possible lack of credibility towards customers. This may 
become a major issue as more and more specialized companies enter the industry in different 
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market segments. To increase credibility and focus management resources, corporate 
unbundling may become necessary, e.g. by creating separate companies responsible for 
separate businesses and customer segments. As Telia unbundled its wholesale operations 
(targeted at service providers) from its service provisioning operations (targeted at end-users) 
it also created separate companies to manage its wholesale business, e.g. Skanova in Sweden 
and Powercom in Denmark. The creation of Telia’s wholesale business and Skanova had been 
a result of a blend including government regulations, intended strategy, and, not the least, a 
“pattern in a stream of actions”. 
 
In 1998, Telia’s wholesale business increased by 20% despite the fact that the prices were 
lower. As a consequence, and due to PTS regulations, Telia decided to reduce its over-
capacity in the transport network by developing and implementing wholesale strategy and by 
actively promoting transport network services towards service providers. Telia now viewed its 
fixed network as a wholesale company in the business of transporting data and voice. In 1999 
competition in the end-user segment continued to increase. Telia could however compensate 
for lost business in the end-user segment, i.e. its retail business, through its wholesale 
business targeted at competing operators and service providers. The same year International 
Carrier was established as a separate Business Unit within the BA Network, focusing on the 
international wholesale of network capacity to virtual operators and service providers. In 
2000, Skanova was created. Telia Carrier and Network, responsible for the wholesale of 
network capacity for telephone and IP traffic, internationally through the Business Unit “Telia 
International Carrier”, and in the Nordic regions through the Business Unit “Telia Nättjänster 
Norden AB”, was branded as per October 1, 2000 under “Scanova”. 
 
For mentioned reasons and according to Telia, eventually, Telia will have to choose in what 
business it should be in, i.e. wholesale or retail, and possibly divest companies that do not fit, 
e.g. Skanova in case Telia chooses to compete in the retail segment [2:02/012]. 
 

*** 
 
[2:01/016] Product bundling and unbundling need to consider core competence, in which 
segments to compete, i.e. target segments, and the service and quality levels to offer to 
customers considering the risk of not being able to comply. A bundled solution in comparison 
with an unbundled solution targets fewer segments (possibly only one) by offering one 
solution at one level of service and quality. How these factors interact can be showed by 
Telia’s international strategy. Telia’s unbundled product can be adapted to fit its strategic 
decision to have a decreasing total engagement (solution) and risk as it moves away from its 
most important market, i.e. Sweden. Telia’s proprietary back-bone network and access 
network in Sweden enables Telia to offer both “network operations” (i.e. the wholesale 
strategy) and service provisioning (i.e. the retailer strategy). In Europe Telia only pursues its 
wholesale strategy by acting as a “network operator” only through its proprietary back-bone 
network “Vikingnät”. In other markets outside Europe, Telia only pursues its retail strategy by 
acting as a “service provider”, promoting its brand and leasing capacity both in the backbone 
and access network owned by other operators. Both “network operations” and “service 
provisioning” is considered core competence. Other non-core activities are outsourced, e.g. 
network implementation (i.e. installation, test, etc.) [2:01/016]. 
 

*** 
 
[2:01/017] As products become more unbundled, it becomes important to the systems 
integrator need to develop a relationship with the customer in order to bundle the complete 
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solution according to the customer’s specification. Telia has been able to do this through 
developing consulting services in order to understand customer needs and transforming such 
into a systems specification, i.e. a specification of the bundled solution. This development, 
however, opens up the possibility for new entrants acting as consultants that specialize in 
systems integration as Telia and other operators may lack credibility in taking an advisory 
role towards their corporate customers and competitors. The Telia case offers an example. 
Telia had been engaged in consulting long before consulting became an evident business 
opportunity. Swedtel AB, offered consulting services and operator related services, Invest AB 
focused on consulting services in addition to software development of new 
telecommunication services, etc. In 1996, Telia Business Systems experienced an increasing 
demand for third-party support and consulting services, primarily related to IT solutions. In 
less than two years, in the beginning of 1998, Telia had established a separate subsidiary 
focused on IT consulting, Telia IT-Service. Telia’s consulting business expanded 
internationally, e.g. in 1998 Telia Swedtel was established in Brazil for the provision of 
consulting services as well as training and network construction. As competition from local 
consulting companies increased internationally, primarily for non professional services, in 
year 2000, Telia decided to divest its businesses in consulting and services, e.g. network 
deployment and operations (e.g. installation, maintenance, admin support, etc.) international 
consulting and its call center business. In addition, in 2001, Industri Kapital acquired a 
majority interest in Telia’s holding company Telefos AB. Telefos AB owned Ki Consulting & 
Solutions AB, Swedtel AB, Swedtel Inc., among several other companies [2:01/017]. 
 

*** 
 
[2:01/004] Industries merge as a bundled offer becomes unbundled and new applications are 
found for its components in adjacent industries, e.g. the telecom industry is merging with the 
data and IT industry as LANs (i.e. the bundled offer) and routers (i.e. one of the components) 
are developed to handle IP telephony (i.e. the new application for LANs and routers within 
the telecom industry). A prerequisite is however, that both industries are able to unbundle its 
initial offer, e.g. the telecom industry to unbundle its “service creation” part (i.e. the data 
processing platform) from the telecommunication switch. This development first became 
evident to Telia in 1996 as it experienced an increasing demand in data access products such 
as LANs. In 1999, Telia Partner AB signed its first larger LAN and ADSL business. The 
agreement was signed with HSB, one of Sweden’s largest real-estate companies, and included 
35,000 broad band access lines. The same year, Länsförsäkringar Wasa outsourced its entire 
IT operations (LAN, Internet, and security systems, so called “fire walls”) to Telia, including 
O&M and helpdesk services. In 2000, Telia experienced a strong migration among its 
customers from narrow band dialed-up Internet (PSTN and ISDN) to broad band (ADSL and 
LAN). Telia now took the initiative to Hiperlan2 Global Forum, an international organization 
among tele- and datacom companies, to create a common view around the next generation of 
wireless local area networks, WLANs. During the same year of 2000, Telia was the first 
operator in the world to offer GMS services over an IP-network; a service branded under 
“BrightOffice”. “BrightOffice” was promoted as the “wireless office”, including data, 
Internet, fixed and cellular telephony through one single network, the corporations LAN. 
Telia had now become an operator of telecom and datacom networks [2:01/004]. 
 

*** 
 
[2:02/002] Unbundling the basic telecommunication service into access and services lowers 
entry barriers for the entire industry. Unbundling service products requires a new “product 
logic” as well as a new “business logic”. Revenue sharing is sometimes a misleading term 
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because it makes people believe that the current “pie” should be split between the actors 
within an industry in a different way. “Revenue sharing” is possible only as long as someone 
brings additional value to the industry, possibly making the “pie” bigger. Nowadays it is 
economically feasible for new actors to enter the market as access and services, i.e. content 
and value added services are unbundled. One of the reasons unbundling of access and services 
did not take place as quick as some actors would have preferred is because the billing systems 
that have been available on the market were designed having in mind “voice” services (only) 
delivered by one company (only). The new industry structure includes having several 
companies sharing the same network for delivering voice, data, content, value added services, 
etc. This new structure requires a new technological solutions (i.e. the “product logic” with 
regard to end-user services and enabling technology, e.g. the billing system) as well as 
business solutions among those companies (i.e. the “business logic” with regard to sharing the 
larger “pie”). New entrants may bring additional value by delivering content and/or value 
added services (not necessarily in a role as a “service provider” but also as content and 
applications service providers targeted at end-users rather than the telecom operators, i.e. 
selling service to end-users rather than hardware and software to operators) without having to 
establish their own access network. This may lead to an increased competitiveness of the 
telecom industry in comparison with other industries as the telecom industry “share of wallet” 
may increase [2:02/002]. 
 

*** 
 
[2:08/010] Design requirements in which a product becomes a component can result in that 
the connection between the function that the product provides and the tangible product itself 
becomes less visible. As a consequence, the value of the product may decrease as it becomes 
a component. This development may require bundling of multiple components into larger 
systems and functions in order to create a valued product. This happened as design 
requirements for smaller mobile phones turned the external mobile antenna product to an 
internal antenna component. The external mobile antenna product was a tangible product with 
a “visible” function. As it increasingly became integrated into the cellular phone as one of 
many other components it increasingly lost its value. The function was no longer visible in a 
tangible product. Allgon’s strategy nowadays is to take grater responsibility for 
manufacturing not only the antenna but also the antenna near system including many 
components surrounding the antenna, e.g. the receiver, transmitter, amplifier, etc. [2:08/010]. 
 
[2:08/012] As products are bundled/unbundled, the business model or business logic may 
have to be reevaluated in terms of how value is defined and created and how, and how much 
one should charge for such value. Companies need to be careful about ending-up with a 
business model that does not fit by developing and selling something that it never intended to, 
e.g. in its effort to develop and sell a solution, a company may find itself developing from a 
product company to a service and consulting company, and value measured as a price based 
on a man-hour rate may not fit. Product bundling/unbundling may also result in a new 
strategic position in the value chain meaning a new set of competitors. In addition, the level of 
strategy may have to be reevaluated, e.g. from corporate strategy to industry level strategy, 
particularly during the transition process of changing value chain position. When Allgon sold 
external mobile phone antennas the business model was simple, based on a unit price per 
antenna product. As the antenna became an integrated component of the mobile phone, the 
business model turned more complex. Allgon found itself selling the function of the antenna 
incorporated in the antenna component. The integration of the antenna component was no 
longer standardized, as in the antenna product, in a mechanical interface. The design of the 
antenna component and the integration of such with other components became an increasing 
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valued activity. The business model or business logic had changed in terms of how value is 
defined and created, from product to function. As a consequence, it made little sense to charge 
a unit price per antenna as the lion part of the work was related to the design of the interface 
between the antenna components and other components. Prime value activities went from 
manufacturing to design. As Allgon feared it could end-up as a consulting company designing 
antennas (only), i.e. a design house offering consulting services based on a man-hour rate, it 
needed to stress the importance of combining design and manufacturing for a cost effective 
integration of the antenna components with other components. Allgon reasoned that the 
manufacturing of integrated antenna solutions required it to take responsibility for a larger 
part of the manufacturing of the entire phone. The antenna components could be integrated in 
larger antenna near systems, or with the speaker, plastic cover, etc. This meant that Allgon 
found itself increasingly competing with e.g. traditional OEMs like Flextronics. Stressing and 
developing its competence in integrating design and manufacturing became essential for being 
able to compete with the contract manufacturers. From a strategic point of view, Allgon also 
needed to focus on the industry level of strategy, e.g. how to manage the supply chain rather 
than its logistics only [2:08/012]. 
 

*** 
 
[2:08/003] The rationale for functional level unbundling through establishing different 
manufacturing facilities for different product groups, e.g. the manufacturing of mobile phone 
antennas and radio base station antennas in Allgon’s case, may allow for greater flexibility 
and control specifically during rapid industry growth and international expansion. This may 
however be costly as synergies are harder to exploit between the different manufacturing 
facilities and product groups. In a stable market, finding synergies among manufacturing 
facilities and product groups through bundling may become more important. The 
manufacturing facilities of different product groups may be bundled by centralizing the 
manufacturing facilities or by means of divesting to a company that is better suited for finding 
synergies across its manufacturing facilities and product portfolio [2:08/003]. 
 
[2:08/004] Unbundling may facilitate piggybacking and the creation of industry level 
competitiveness. Defining on what level the company is to compete seems to be essential for 
defining an appropriate strategy. Unbundling on a functional level may result in higher cost 
on a functional level however lower cost on an industry level through industry level 
synergies. As previously discussed functional level unbundling, through establishing different 
manufacturing facilities for different product groups, e.g. the manufacturing of mobile phone 
antennas and radio base station antennas in Allgon’s case, may be less cost effective in terms 
of creating synergies on a functional level. Unbundling on a functional level may however 
create industry level synergies. Locating manufacturing and/or R&D facilities close to the 
customer’s manufacturing or R&D facilities, e.g. by locating Allgon’s manufacturing of 
mobile phone antennas in Beijing close to Ericsson’s and Nokia’s manufacturing facilities and 
Motorola’s R&D facility may create synergies and cost benefits on an industry level. For this 
unbundling, piggybacking strategy not to fail there need to exist an open communication 
between buyer and seller with regard to future strategies and plans. In this respect, it might be 
essential to estimate customer’s “roaming propensity”. Allgon’s attempt to establish 
manufacturing in Dallas, US failed because most system suppliers, e.g. Ericsson, Nokia and 
Motorola left the Dallas, US for Beijing, China [2:08/004]. 
 

*** 
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[2:08/002] Internationalization in fast growing industries may drive the separation of the 
sales, manufacturing and logistics function. Corporations may e.g. create local sales offices 
and central manufacturing facilities. The coordinating link between those two functions 
becomes logistics. The separation of such functions may allow for greater speed and 
flexibility; however the cost side is often neglected or considered less important. In a fast 
growing industry, like the telecom during the 90’s, the strategic challenge seemed to be to 
satisfy the increasing market demand. The increasing demand was, however, in part driven by 
the corporation’s strategy to expand internationally, a strategy that usually comes along with 
industry growth. Growth, from a corporate perspective, is hence not only a result of an 
increasing demand but also a result of its internationalization (it seems reasonable to expect 
an increasing market demand due to an internationalization strategy despite the fact that there 
is no actual growth in overall, global market demand). To coordinate the internationalization 
strategy and the increasing volumes on a functional level, in particular sales, manufacturing 
and logistics, seems to capture the entire attention of corporate management. The cost side is 
often neglected. As the industry matures, volumes stagnate, and differentiation becomes more 
difficult as a dominant design emerges, cost becomes and increasingly important factor to 
control for competitive advantage [2:08/002]. 
 

*** 
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Table 11:4 Summary of identified RoF: functional level unbundling through modularization 
Functional level   
Sub-supplier Systems supplier Operator 
[2:08/008] modularization (core 
and peripherals)  ● separation of 
research from development  
economies of scale in research of 
core products and mass 
customization in development of 
peripherals 
 
[2:08/010, 2:08/012] customer 
requirements for e.g. smaller 
products  ● products become 
components (e.g. cellular phone 
antennas integrated as components 
rather than sold as separate 
products)  value of component 
decreases  increased scope of 
supply through systems integration 
in order to maintain value and 
profitability ● increasing need for 
integrating design and 
manufacturing ● new business 
logic/model (e.g. based on the 
design of the antenna system to be 
integrated rather than the antenna 
product) ● new value chain 
position in terms of new customers, 
competitors and suppliers 
 
[2:08/003, 2:08/004] unbundling in 
order to decentralize manufacturing 
into different product groups  ● 
higher manufacturing costs, e.g. 
less economies of scale and 
synergies in manufacturing, 
however, lower costs at the 
industry level (increased flexibility 
in e.g. internationalization through 
piggybacking and locating 
manufacturing facility close to 
customer’s facility increases 
manufacturing synergies across the 
value chain) 
 
[2:08/002] economies of scale 
(through market share) and early 
mover advantages  ● early 
internationalization in the growth-
phase of an industry  
establishment of local sales offices 
and central manufacturing facilities 

 functional separation of sales 
and manufacturing and 
coordination through logistics  
increased pace of 
internationalization process, higher 
flexibility, lower risk, however, 
increased costs 

[2:01/001, 2:01/012] 
modularization, e.g. separating the 
voice mail system from the switch 
(system supplier) or unbundling 
telecom services into 
“connectivity”, “content” and 
“store” (operator)  ● focused and 
cost effective R&D through rapid 
(and possibly more sequenced) 
market launch  increased pace of 
industry development through 
shorter PLC 
 
[2:01/017, 2:06/012, 2:07/006] 
unbundling (system suppliers as 
well as operators)  ● 
development of consulting services 
for being able to bundle the system 
solution according to customer 
specification 

[2:02/022] modularization  ● 
sequenced entry in international 
markets  lower risk 
 
[2:01/006, 2:05/019, 2:01/023] 
unbundling  ● requires profitable 
(stand-alone) components/modules 

 creation of new business logic 
(e.g. access based on airtime and 
content based on e.g. transaction) 
 
[2:01/007, 2:01/009] unbundling  
● increased industry specialization, 
e.g. in product development, 
marketing/sales, systems 
integration, etc. 
 
[2:01/011] unbundling  ● change 
with regard to the competitive 
landscape as competitors may turn 
into customers (e.g. wholesale 
services targeted at service 
providers and retail services 
targeted at end-users) 
 
[2:01/013, 2:02/010, 2:02/012] 
unbundling  ● ability to target 
new customer segments  
increased economies of scale  
increased industry competition 
based on cost ● new value chain 
position ● creation of separate 
organizational units in order to 
retain credibility towards different 
customer segments (e.g. Skanova 
for wholesale business and Telia 
for retail business) 
 
[2:01/016] unbundling  ● 
opportunities to target new 
customer segments with different 
levels of product/system integration 

 different levels of business risk 
related to market and 
product/system 
 
[2:01/004] modularization  ● 
development of new applications 
for the unbundled 
components/modules in adjacent 
industries  inter-industry merger 
 
[2:02/002] modularization  ● 
lower entry barriers  increased 
intra-industry competition and 
innovations  development of 
inter-industry competitiveness (e.g. 
telecom vs. datacom industry) 
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11.3 Industry level dynamics – context 
The analysis under this section focus on the context of corporate and functional level of 
strategy, including intra-industry consolidation (vertical bundling) and inter-industry merger 
(horizontal bundling) as well as intra-industry fragmentation (vertical unbundling) and inter-
industry forkation (horizontal unbundling). In addition, the macro environment as a driving 
force to strategy is analyzed. It should be emphasized that the “horizontal dimension” referred 
to here includes both related and unrelated businesses. 

11.3.1 Intra-industry consolidation and inter-industry merger 
[2:05/013, 2:05/016] Due to diseconomies of scale in technology development and market 
development (e.g. branding) and risk management corporations can not focus on targeting few 
very specific market segments only in an emerging market. In the cellular phone business the 
low-end segment encompass around 70% of the total market (consequently the high-end 
segment encompasses 30% of the total market). Having a dominant position in the 30% high-
end segment is not sufficient because of diseconomies of scale. Having dominant position in 
the 70% high-end segment could, however, be sufficient in terms of economies of scale. 
Nonetheless, by focusing on fewer segments (e.g. the low-end segment only) corporations 
will also increase their risk exposure in terms of technology and market development. An 
alternative to the focus strategy above is to develop a “shotgun approach” thereby targeting all 
segments and developing a strong, however not dominant position in all segments, i.e. a 
strong position in 100% of the total market. The disadvantages are however that corporations 
may target specific market segments less precisely (thereby creating a strong but not dominant 
position). In addition, corporations need to have all technologies in its product portfolio, e.g. 
CDMA for 3G cellular, GSM for 2G cellular, etc. This means that economies of scale may be 
difficult to achieve in terms of market and technology development. By targeting the entire 
market, corporations are in fact insuring against risk by incurring cost for market and 
technology development to serve all segments. 
 
It seems that strategy on a corporate level becomes a tradeoff between incurring risk and 
incurring costs for market and technology development. Developing a strategy on an industry 
level, through cooperative arrangements, may however allow for lowering risk as well as 
creating economies of scale in technology and market development. Minimizing risk exposure 
and creating a dominant position within all segments and technologies, usually requires 
establishing cooperation in technology and market development. This was the rationale for the 
creation of the Sony Ericsson equity joint venture; Ericsson contributed with technology 
development and Sony contributed with market development. 
 
Newly established markets attract less price sensitive early adopters. In more mature markets 
both price sensitive/non price sensitive early adopters/late adopters will exist and create 
separate segments, however the mass market will consists of price sensitive, late adopters. 
This means that early movers, such as Ericsson and some North and South American 
operators, in addition to facing the possibility of getting stuck with an obsolete technology 
(i.e. AMPS/D-AMPS), also face the possibility of getting stuck with a customer base that can 
not provide economies of scale (i.e. the high-end users).  
 
Early movers, such as Ericsson in the cellular business, need to prepare for a strategic shift as 
the industry develops, i.e. to shift its focus towards targeting the low-end segment first and 
foremost rather than the high-end segment. Industry followers, have the benefit of focusing on 
the low-end segment (i.e. the mass market) and developing towards the high-end segment. As 
industries emerge attracting the low-end segment requires corporations to be able to attract the 
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high-end segment. However, as industries mature the opposite is valid, i.e. in order to target 
the high-end segments corporations need to have a strong position in the low-end segment. 
 
In the beginning of the 90’s Ericsson’s strategy was to focus on the high-end segment for two 
reasons; first and foremost, the high-end segment was expected to be the only segment, or 
100% of the market. In addition, phone manufacturers and operators were initially targeting 
the high-end segment because this segment was less price sensitive, this segment was 
prepared to pay more in order to have more technological advanced telecom services (i.e. 
mobile rather than fixed) and cellular phones. In other words phone manufacturers’ and 
operators’ expectations of the market (i.e. an exclusive high-end market) and their pricing 
strategy (i.e. “skimming”) meant that the high-end segment was the only segment they 
targeted [2:05/013, 2:05/016]. 
 

*** 
 
[2:05/002] It has been argued that the telecom industry has become more concentrated and 
that the industry has consolidated through M&As since 1994. Looking at the operators and 
service providers, this argument seems to be valid if counted in absolute figures. However, 
relatively speaking, it seems that the telecom industry has become more fragmented. This 
means that some few players still dominate a large portion of the industry, while a substantial 
number of new entrants dominate smaller and very specific segments. The ones that dominate 
the larger portion of the industry have experienced a continuous growth since 1994 in 
absolute figures; however they have also experienced a shrinking market share in relative 
figures. In addition, the argument may hold true if one should look at the ownership structure 
of the operators and service providers rather than brands [2:05/002]. 
 
[2:05/002] Globally, it seems that there has been a consolidation of the ownership structure of 
operators and service providers since 1994, and that the next step will be a consolidation of 
brands. An example in Sweden is Europolitan/Vodafone. In 1999, Vodafone became the 
majority owner in Europolitan through the acquisition of the US mobile communication 
company Airtouch, which, at the time, was Europolitan’s principal owner. The link between 
the companies was further underlined when Europolitan launched the Europolitan Vodafone 
brand in the spring of 2001. Vodafone owns 71% of the shares in Europolitan Holding AB 
(Vodafone/Europolitan), while the remaining shares are owned by private shareholders, 
investment companies and pension funds. In 2002 above 225 million people in 28 countries, 
approximately one in four mobile subscribers, had a Vodafone subscription [2:05/002]. 
 
[2:05/002] Looking at the operator and service provisioning segment of fixed telephony in 
Sweden; in 1994 Telia had almost a 100% market share in both segments counted in number 
of subscribers and in total turn-over. In 2001, Telia’s market share in the fixed service 
provisioning segment had dropped to approximately 56% (counted in number of fixed 
subscribers). Its market share in the fixed operator segment dropped to approximately 76% 
(counted in turn-over). In 1994, Telia had approximately 6 million fixed subscribers while 5.9 
millions fixed subscribers in 2001. However, as a service provider, Telia had approximately 6 
million subscribers in 1994 while 3.2 millions in 2001. With regard to cellular, in 1994 Telia 
had a market share in the operator segment of approximately 85% if counted in number of 
subscribers or 89% if counted in total turn-over. In 2001, this figure had dropped to 48% and 
51% respectively. In 1994, Telia had approximately 1.2 million cellular subscribers (3.4 
millions cellular customers in 2001, including pre-paid). In 1994 there were a total of 14 
licensed operators and service providers (fixed and cellular) in Sweden, including operators 
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that had notified PTS regarding their intention to operate or provide services. In 2001, this 
figure had increased to 408. 
 
External (to the industry) forces have enabled this development. However, the internal forces 
have been the ones actually driving this development. In the beginning of the 90’s, the 
consolidation among operators and service providers was enabled as national, state owned 
operators were privatized and markets were liberalized. Nonetheless, what actually drove this 
development has been corporations search for economies of scale [2:05/002]. 
 

*** 
 
[2:05/016, 2:06/021, 2:05/013] Because technology development made it easier for retailers 
and end-users to activate a subscription, operators were no longer required to do so and the 
bulk of cellular phones sales went directly from the phone manufacturers through retailers to 
end-users rather than through the operators. As a consequence, the importance for phone 
manufacturers to understand consumer marketing and distribution increased. On a functional 
level, Sony contributed with expertise in consumer marketing (including branding) and 
distribution. In addition, Sony had a relatively strong market presence in Japan which suited 
Ericsson well. In terms of products, Sony understood the phone business reasonably well as it 
already had some cellular phones in their product portfolio. Considering other businesses in 
the entire portfolio of Sony and Ericsson, Sony and Ericsson did not compete, as would have 
been the case if e.g. Ericsson and NEC or Motorola had entered into a similar agreement (e.g. 
Ericsson, NEC and Motorola manufactures e.g. radio base stations which implies competition 
in the business of cellular systems). In addition, in comparison with the American business 
culture in general it seemed that the Asian and Swedish culture suited each-other well. Thus, 
apart from the cultural fit, both Ericsson and Sony complemented each-other well in terms of 
marketing, distribution, and product portfolio. The creation of the equity joint venture Sony 
Ericsson enabled both corporations to enter the merging industry of telecom, and content and 
entertainment, i.e. gaming, movies and music [2:05/016, 2:06/021, 2:05/013]. 
 

*** 
 
[2:02/024] The consolidation of industries through cooperative agreements among competing 
companies may be driven by know-how, financing, cost and by legal factors. The cooperation 
between Telia and Tele2 contained all of the above ingredients. Telia had the know-how of 
interacting with central and local governments in order to swiftly obtaining site permits 
thereby launching services quickly, thereby minimizing costs. Tele2 lacked this know-how. In 
addition, Telia had the capabilities of obtaining financing for the network roll-out. Tele2 had a 
financial situation which made it difficult to allocate cash internally or to find such financing 
externally. Both companies benefited by sharing the cost for the network deployment, e.g. 
purchase of the system, installation, test, etc. The one thing that Tele2 had, and Telia lacked, 
was related to a legal issue, Tele2 had been awarded a license, Telia had not [2:02/024]. 
 

*** 
 
[2:06/017] There are at least two different ways of driving the standardization process, on a 
corporate/functional level of strategy or on an industry level of strategy through 
standardization organization in which many industry players participate. The former implies 
that corporations aim at creating proprietary and de-facto (market) standards. One of the 
benefits of driving the standardization process on a corporate/functional level is that the 
corporation can increase entry barriers and reap the benefits of “owning” the standard. It may 
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also seem that these sorts of standards are able to develop faster. This is, however, a 
questionable statement, considering not only the time it takes to launch a new “standard” (e.g. 
to launch a new technology) but also the time markets need to adopt a new “standard” or 
technology. The disadvantages are, however, that corporate/functional driven standards create 
uncertainties among end-users and other industry players with regard to if, in fact, the new 
technology will develop into a new standard. These uncertainties can be translated into higher 
risk in terms of product and market investments. The benefit of driving industry 
standardization on an industry level is that risk (e.g. in R&D) is minimized. The 
disadvantages are, however, that such standards may not create the same benefits for one 
single corporation. In addition, it may also seem that these sorts of standards are able to 
develop slower. This is, however, a questionable statement for the same reason as mentioned 
earlier. The Ericsson case shows different views in how the standardization process has been 
driven in Europe and the U.S. as well as within the telecom industry and the datacom 
industry. From the end-user’s perspective it seems that industry rather than corporate level de-
facto standards are more beneficial in terms of e.g. end-user prices. The European 
standardization work (e.g. of cellular GSM) has been driven through a common 
standardization body, CET/ETSI. The American standardization work (e.g. of cellular 
AMPS/D-AMPS) has developed as a de-facto standard very much driven by Ericsson. Within 
the datacom industry, standardization has been driven by one or a few companies setting a 
dominant, proprietary standard, e.g. Microsoft [2:06/017]. 
 
[2:05/010, 2:06/014] As the telecom industry and the datacom industry merge, both industries 
try to compete by creating a common standard or a dominant design, e.g. with regard to the 
operating system in smart-phones, thereby integrating the telecom and datacom industries. 
The company or group of companies that is/are able to create a dominant design or a common 
standard is/are expected to drive the future industry. The approach among telecom and 
datacom companies, however, has been quite different. The datacom industry, through 
Microsoft, has approached this by creating a proprietary solution called the Pocket PC 2002. 
This could be referred to as the “dominant design approach”. Microsoft competes with 
industry internal and external companies. The telecom industry, however, has come together 
in the Symbian joint venture for creating the EPOC system in which Ericsson, Nokia, 
Motorola, Siemens, Sony Ericsson (joined in 2001), Samsung, Psion (a developer and 
manufacturer of handheld computers and mini-calculators), Matsushita Communication 
Industrial Co., (the fourth largest manufacturer of mobile phones in 1999 when Matsushita 
joined Symbian) cooperate. This could be referred as the “common standard approach”. These 
companies compete primarily with industry external companies. However, industry external 
companies are encouraged to join Symbian in the development of a common standard. The 
drive behind the cooperation between Ericsson and Microsoft was to enable the integration of 
mobile phones with business networks, i.e. to integrate the telecom and the datacom industry. 
It was reasonable to assume that Ericsson and Microsoft would be successful in doing this. 
The two different approaches in creating a dominant design or a common standard is probably 
one of the reasons the cooperation between Microsoft and Ericsson failed [2:05/010, 
2:06/014]. 
 
[2:01/019] As industries merge different “industry recipe” will become more visible and a 
possible competition will emerge for the “business logic” as well as the “product logic” that 
should prevail in the future. An example is the telecom and the computer and IT industry. The 
telecom industry, e.g. Telia, promotes to make available applications on a systems level, i.e. 
centralized applications, e.g. by making voice mail available as an added value service rather 
than through an answering machine (i.e. the industry recipe of the telecom industry). The 
business logic in this case would be to charge for a “service”. The computer an IT industry, 
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e.g. Microsoft, on the other hand, promotes distributed applications on a computer level. The 
latter would mean that applications are integrated in network nodes, such as computers (i.e. 
the industry recipe of the computer and IT industry). The business logic in this case would be 
to charge for “software” and/or “hardware” [2:01/019]. 
 
[2:02/016] As industries merge a new business model or an industry recipe may develop over 
time. The new business model may redefine what to charge for, i.e. how value is defined, and 
how to charge for such value, e.g. through a new enabling technology. This new business 
model may emerge as a new industry recipe, i.e. a common understanding or standard for how 
industry players and industry players and customers transact with each-other. In the telecom 
industry this is happening as the industry is merging with the data and IT industry. Current 
prices are set on a per minute basis (i.e. “airtime”), however, in the future prices may be based 
on the amount of data transferred [2:02/016]. 
 
[2:07/004] As two (or more) industries begin to converge, the question of which of the two 
industries that will take the lead has been raised. Some argue that being able to take 
responsibility for the entire end-to-end solution is far more important than knowing a specific 
technology although both competencies are required. This argument is based on that systems 
integration is a “mindset”, or a core competence, while know-how within a specific field of 
technology is not. Systems integration is then far more difficult to learn in comparison with a 
specific technology, and consequently, far more difficult to imitate. Systems integration is a 
core competence that encompass the competence of individuals, functions within the 
corporation, e.g. marketing, sales, logistics, (modular) product development, services such as 
installation and test, etc. and the corporation as a whole in terms of how these functions are 
able to successfully interact in delivering “total solutions”. As shown by e.g. Ericsson’s 
acquisition of small start-ups (see 2:07/001) a new technology can, in principle, be learned on 
an individual level. The telecom industry has developed such mindset and competence in 
systems integration over the last 125 years. The datacom industry, with around 25 years of 
experience, are still thinking in terms of “boxes” that are able to deliver a specific technology, 
e.g. routers and IP-telephony. From this perspective, the telecom industry, and the leading 
telecom system suppliers, will take the lead as they can more easily adopt a new technology. 
It has been argued that Ericsson has been able to adopt IP-technology while keeping its 
systems integration capabilities through the ENGINE concept. Ericsson has been able to 
bridge between narrow band circuit switched voice and data and broad band, packed switched 
voice and data. The datacom industry, on the other hand, will have more difficulties to 
develop a new mindset and competence in systems integration. In 2001, Telia and Cisco 
signed an agreement for the sales of IP based carrier services in the U.S. and Europe. It has 
been argued that Cisco failed to deliver total solutions for broad band, packed switched voice 
and data, including systems integration to Telia because of Cisco’s alleged lack of systems 
integration capabilities [2:07/004]. 
 

*** 
 
[2:02/025] The consolidation of industries through cooperative agreements among competing 
companies may be hindered by different corporate cultures. These need to fit into each-other 
if the cooperation is to succeed. Nonetheless, differences in corporate culture might be a far 
less important issue than previously though. Differences and similarities in strategies and core 
competencies seem to be more important factors to evaluate before entering into cooperative 
arrangements (refer e.g. to 2:06/014, 2:05/010). Companies seem to be more adaptive to each 
other with regard to culture as the necessity to cooperate increases (e.g. Tele2 to obtain 
license, i.e. a core competence related to marketing, and Telia to implement the terms and 
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conditions for the license, i.e. a core competence related to technology operations). The basic 
culture of private enterprises to create profits may override what seem to be very different 
corporate cultures. In addition, apparent differences in corporate cultures do not mean that 
different corporate executives may have different beliefs or values. In fact, corporate 
executives may share the same culture and be able to discuss and agree on how to cooperate. 
They may also believe that their organizations share the same culture and are able to 
cooperate in a day-to-day basis. Differences in corporate culture may have been created 
through media, it does not necessarily mean that it in fact exists. Should there however be 
great similarities in the culture of corporate management and great differences in the 
organizational culture, the cooperation may be easy to establish, however, difficult to retain as 
difficulties in day-to-day operations become evident [2:02/025]. 
 

*** 
 
[2:05/012] Bluetooth is an interesting technology from the point of view that its development 
supports several key statements in this thesis; (i) In addition to IP-technology, operating 
systems in handheld devices (discussed earlier), Bluetooth is, in itself, an enabling technology 
for industries to merge. It has become the least common denominator for devices to 
communicate because it has been successfully unbundled from the mobile phone to become a 
standalone component that fits many products (i.e. a core technology). Bluetooth was initially 
designed for short range data communications between mobile phones. Now this technology 
is being used in portable computers, cameras, TVs, etc. (ii) The development process of 
Bluetooth encourages industries to merge primarily because the development and 
standardization process has been done in cooperation between the telecom industry and other 
industries, thereby becoming a common standard among several industries. Typically to the 
telecom industry, and as opposed to the “dominant design strategy” that is common in the 
data and IT industry, Bluetooth has developed as a common standard in cooperation between 
telecommunication companies as well as companies from other industries, e.g. 
semiconductors, consumer electronics, datacom industry, etc. As several industries cooperate 
around a common technology, and the same component (i.e. Bluetooth) is used in several 
applications (e.g. mobile phones, portable computers, cameras, TVs, etc), substantial 
economies of scale can be created, which reinforces its potential of becoming a standard 
across several industries (iii) Still, Bluetooth enables the “inventor” to profit from it through 
licensing agreements. Just like Mobile Platforms, Ericsson developed a business logic around 
Bluetooth through which it is able to profit from licensing revenues, thereby avoiding such as 
managing distribution channels, the supply chain, etc. (as would have been the case if the 
inventor would have manufactured the component or some of the products containing the 
component). The Ericsson case, including the development of Bluetooth, provides empirical 
evidence for the above statements. 
 
In 1996, Ericsson Components began to develop what eventually came to be known as 
“Bluetooth”. Two years later, in 1998, a consortium, Bluetooth Special Interest Group (SIG), 
consisting of Ericsson Components, IBM, Intel, Nokia and Toshiba was formed to support 
Bluetooth. The specifications were open, and by the end of 1998 some 400 companies in the 
telecom industry and the datacom industry had joined SIG. Bluetooth had become the de facto 
global standard for data-communications between devices. Ericsson Components continued to 
drive the development process by developing radio components for the new Bluetooth 
standard in order to broaden its application. In 1999, SIG launched the first Bluetooth 
product, a cordless hands-free headset. SIG continued to grow, from 400 to almost 2,000 
companies. The same year, Ericsson Components began volume production of radio modules 
for the Bluetooth standard. In 2001, Ericsson began to work to turn Ericsson’s patents into 
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license revenue, with particular focus on Bluetooth (and Ericsson Mobile Platforms), 
developing the technology required inside the mobile communication devices and supplying 
such platforms to Sony Ericsson among other manufacturers and service providers. Ericsson’s 
efforts with regard to Bluetooth was to create licensing agreements with semiconductor and 
original electronic equipment manufacturers, enabling them to use Ericsson’s solution in their 
products in return for fees and royalties. Some of Ericsson’s key customers for Bluetooth in 
2001 were Intel, Philips, ST Microelectronics and Samsung [2:05/012]. 
 

*** 
 
[2:06/018, 2:07/010] Functional level strategy in R&D, or corporate level strategy as the case 
may be if products belong to different SBUs, need to consider different product life cycles of 
products within a product portfolio and how these are managed so that synergies among those 
can be created. In addition, functional level strategy in R&D needs to consider the migration 
path from one generation of a product or technology to another. A migration path needs to be 
created in order to offer an evolutionary path to the industry and to defend a leading position 
against revolutionary and disruptive changes in an industry by substituting product or 
technology offered by intra- or inter-industry competitors. The difficulty for corporations is to 
balance between what could be perceived as a continuous development of a product that has 
become obsolete and the development of a migration path using such a product as a 
development platform. It has been argued that Ericsson lost about three years development 
work in the process of not being able to decide on how much effort that it was going to put in 
further development of the AXE as opposed to how much effort that it was going to put in the 
development of routers and IP-telephony.  
 
Today, Ericsson has put the AXE switch in a harvest mode, i.e. no further investments in 
R&D are done in this particular product. The AXE still generates profits through new 
deployments in developing countries, primarily in Asia and Latin America and through 
maintenance of its installed base (e.g. spare parts and services). This enables Ericsson to 
invest in new product development of future technologies, e.g. IP-telephony. This is a good 
example of how a company by considering different product life cycles in its portfolio can 
create (financial) synergies. During the mid 90´s operators could not to move from traditional 
switching technology (i.e. the AXE) to router technology (IP-telephony) without major 
investments in order to change-out their entire systems. In order to create a migration path for 
operators to move from traditional switching technology to IP-telephony Ericsson began 
development of IP-telephony using the AXE as a development platform. 1996/1997 the 
“Internet Access Server” was launched. It was an adaptation of the AXE exchange to facilitate 
data communications via the Internet. At the time, the AXE supported access via an ISDN or 
ordinary telephone line and access by means of ADSL, a technology that increased bandwidth 
in a conventional copper line. Around in 1998 Ericsson realized that future 
telecommunication was to be based on IP technology. Consequently, in early 1998 Ericsson 
launched an ATM switch, the AXD 301, for wide-area networks, primarily designed for use 
by public networks and Internet service providers. The AXD 301 was based on the AXE and 
was able to serve as the basis for telecom (voice), datacom and IP services, e.g. voice, as well 
a migration path from traditional switching technology to router technology. Other products 
were launched as well in order to develop a migration path. Ericsson reasoned that the 
Internet had not been created to handle voice traffic, but that it was possible to use the Internet 
for such purposes with so-called gateways. Gateways were able to bridge the gap between 
Internet services and traditional telephony. Ericsson developed a platform for IP telephony 
called Telephony Solution for Carriers (IPTC). This technology made it possible to make 
calls, send faxes, etc. through the Internet. The IPTC handled calls received via traditional 
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networks and moved them over to the Internet. In 1999 Ericsson was able to present a fully 
developed migration path, both for fixed as well as mobile telephony. Ericsson’s offering in 
the area of packed-switched data and IP for fixed operators was presented under the ENGINE 
concept, an AXE solution for migrating circuit-switched telecommunication to the next 
generation network by handling circuit-switched, packet-switched/ATM and IP-based traffic 
(see 2:07/004). The ENGINE concept was based on the development of the AXD 301, which 
was the cornerstone in the ENGINE concept for introducing ATM and IP technology into the 
backbone network. Existing AXE switches, for example, could be expanded with AXD 301 in 
order to handle a growing volume of data traffic in the same network. For the third-generation 
mobile systems, Ericsson developed a new platform able to handle ATM and IP traffic, an 
access router called RXI 820. The RXI 820 was specifically developed for wireless networks 
through which the access network is switched to the transport network. The case shows that it 
took Ericsson several years to put the AXE in a harvest mode. This strategy has been heavily 
criticized from the perspective that Ericsson was developing an obsolete switching technology 
by developing the AXE to handle IP-telephony. Others, supporting the migratory perspective, 
argue that this strategy made a perfect sense in defending against competitors while protecting 
the operators’ investments [2:06/018, 2:07/010]. 
 

*** 
 
[2:05/015] Particularly corporations that engage in B2B, e.g. Ericsson’s Mobile Systems and 
Multi-service Networks divisions, and B2C, e.g. Ericsson’s Consumer Products division, may 
have to prioritize between its customers, i.e. operators and end-users. During the 
end/beginning of 2001/2002, as part of the “Back to Profits” program (launched in 2000), 
Ericsson decided to discontinue development, manufacturing and sales of mobile phones 
based on the AMPS/D-AMPS standard in order to consolidate and increase profitability in the 
division Consumer Products. This meant that the relationship between Ericsson Mobile 
Systems and Multi-service Networks and some of its customers, primarily operators in the 
Americas, was hurt. Operators that had invested heavily in AMPS/D-AMPS networks from 
Ericsson and that purchased substantial quantities of Ericsson AMPS/D-AMPS mobile phones 
would now have to face uncertainties with regard to further development, volume deliveries 
and price levels for such phones [2:05/015]. 
 

*** 
 
[2:01/022] Competition within the unbundled corporation, e.g. between SBUs, could be 
perceived as intra-industry competition. Just like the merging process of industries may be 
resisted by one of the industries primarily due to financial reasons rather than technological 
reasons or reasons related to core competence, an acceptable migration path (technological 
and financial or business) need to be found in order not to lose previously made investments 
in different BUs (see also 2:01/021). An example is the migration path of Telia’s fixed 
customer to its mobile operations through DECT, a solution for wireless access to the fixed 
network which may be integrated in cellular phones. On an industry level in Sweden, it has 
been argued that the migration of subscribers from fixed to cellular networks since 1994 has 
been strong. Industry figures, however, tell a slightly different story. Thus, through DECT 
Telia was able to “migrate” customers from fixed to cellular without loosing the investments 
made in fixed (see also 2:05/001) [2:01/022]. [2:05/001] It should be noted, however, that on 
an industry level in Sweden, it has been argued that the migration of subscribers from fixed to 
cellular networks since 1994 has been strong. Industry figures, however, tell a slightly 
different story (see 2:01/022) [2:01/022]. 
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*** 
 
[2:01/022] In 1994 the relationship between the number of fixed/cellular subscribers in 
Sweden was 5,967/1,381 k subscribers. This figure in 2001 was 5,904 k/7,157 k. Consider 
turn-over by service, i.e. fixed/cellular (rather than number of subscribers) the relationship in 
Sweden was SEK 19.6/4.3 billion in 1994 and SEK 27.1/16.2 billion in 2001. Should one 
consider the number of fixed/cellular subscribers on a global scale, these figures were 
643,000/56,000 k subscribers in 1994 and 1,053,000/955,000 k subscribers in 2001. The 
trends in Sweden as well as internationally seem to be the same; the fixed segment is not 
decreasing; not in number of fixed subscribers nor in turn-over. Between 1994 and 2001, 
Sweden had a 1% decrease of fixed subscribers. On a global scale, however, the number of 
fixed subscribers increased by 64%. In terms of turn-over, fixed telephony in Sweden 
increased by 38% between 1994 and 2001. 
 
One conclusion is that subscribers are not migrating away from fixed telephony. What has 
happened is that the cellular segment is increasing more rapidly both in terms of the number 
of subscribers and in terms of turn-over. Between 1994 and 2001, Sweden had an increase of 
above 400% counted in cellular subscribers. On a global scale, the number of cellular 
subscribers increased by more than 1,600%. In terms of turn-over, an increase of 270% was 
noted in Sweden between 1994 and 2001. Thus, a second conclusion is that intra-industry 
competition (i.e. between fixed and cellular) is not as important as previously through. So far 
the figures show that cellular does not substitute fixed telephony. A third conclusion is that 
the figures show that competition between industries is increasing and that the telecom 
industry has been successful in capturing “market share” from other industries, since no 
country is able to show GDP growth equal or larger than the growth figures above. This 
means that cellular (and fixed) telecommunication is able to substitute products/services from 
other industries, or at least that end-users are prepared to reallocate their disposable income. 
This conclusion is also supported by the qualitative data in this study (see 2:05/001). As a 
consequence, “market share” is becoming a less relevant measure for corporate and/or SBU 
success as it becomes difficult, if not impossible, to measure market share, particularly in 
merging industries. Measuring the “share of wallet” is one alternative way of measuring 
corporate/SBU success. On an industry level, industry/GDP growth seems to be an alternative 
way of measuring industry success [2:01/022]. 
 

*** 
 
[2:01/021] The merging process of industries may be resisted by one of the industries 
primarily due to financial reasons rather than technological reasons or reasons related to core 
competence. An acceptable migration path (technological and financial or business) need to 
be found in order not to lose previously made investments [2:01/021]. 
 
[2:01/027] Increasing competition (within and between industries), differentiated services, 
new technologies and the merging trend with the computer and IT industry increasingly 
requires the telecom industry to rethink or reconfigure its pricing method and “business 
logic”. As industries merge different “business logics ” will become more visible and a 
possible competition will emerge for the “business logic” that should prevail in the future, e.g. 
charging for “airtime” (telecom industry) or charging for “content” and possibly the amount 
of data transferred (computer and IT industry). In order for a change in the “business logic” to 
take place in the telecom industry, the enabling technology may need to be developed, e.g. 
current billing systems may need to be able to charge for the amount of data transported rather 
than “airtime” only [2:01/027]. 
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*** 

 
[2:01/008] Down-stream companies tend to engage in competition within the “traditional” 
boundary of its industry as well as with other horizontal industries by targeting the end-users 
total disposable income, i.e. “share of wallet”. An increasing demand from consumers and an 
increasing “share of wallet” may be captured through scope (e.g. by operators offering and 
capitalizing on value added services) and scale (e.g. by operators increasing traffic). Up-
stream companies on the other hand, e.g. wholesalers, have limited capabilities to increase the 
total demand of end-users and consequently the total scope and scale of the market. Such up-
stream position requires companies to focus on production efficiency, e.g. the utilization of 
the telephone network [2:01/008]. 
 
[2:06/001] Consequently, in an industrial value chain, the corporation(s) with an invoicing 
relationship with end-users is/are probably driving the industry. These companies, by 
competing for end-user market share and share of wallet, are able to influence the scope of 
offering and inter industry competitiveness, and as a result, how much revenue the industry 
will be able to share across the value chain. In the telecom industry service providers have 
increasingly taken this role from the operators [2:06/001]. 
 
[2:06/008] A different way of understanding the development described above is that down-
stream companies are well positioned to command the value chain. Down-stream companies 
tend to engage in competition within the “traditional” boundary of its industry as well as with 
other horizontal industries by targeting the end-users total disposable income, i.e. “share of 
wallet”. An increasing demand from consumers and an increasing “share of wallet” may be 
captured through scope (e.g. by operators offering and capitalizing on value added services) 
and scale (e.g. by operators increasing traffic). Up-stream companies on the other hand, e.g. 
wholesalers, have limited capabilities to increase the total demand of end-users and 
consequently the total scope and scale of the market. Such up-stream position requires 
companies to focus on production efficiency, e.g. the utilization of the telephone network. 
This is probably why operators have been well positioned to command the telecom’s value 
chain. Nonetheless, system suppliers such as Ericsson have been able to participate in this 
process primarily through the technical standardization process and by cooperating with 
operators in this respect [2:06/008]. 
 

*** 
 
[2:07/007, 2:05/010] The convergence between the segment of consumer products within the 
telecom industry (i.e. mobile terminals) with other industries, e.g. consumer electronics, 
content and computer industry, has been noted. The question of which of the consumer 
electronics, content and telecom industry that will take the lead (see 2:07/004) has been 
formulated as if future terminals will be a “Nokia with a cam, or a Nikon with a com”? With 
reference to the convergence between the computer and the telecom industry, the same 
question has been put as whether we will see more PDAs (i.e. handheld computers with 
communications capabilities) or smart-phones (i.e. mobile phones with computing 
capabilities) in the future. The simple answer is that probably all three will continue to exist, 
one pushing advanced communications technology, another pushing advanced content 
technology and a third pushing advanced computing capabilities. Consumer segments with 
specific needs in terms of communications, computing or content will probably select the 
solution that is best suited to satisfy such specific needs, i.e. a smart-phone if communications 
is the most important feature, a PDA if computing is the most important feature, or e.g. a 
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camera with communications capabilities if content in terms of imaging is the most important 
feature. Nonetheless, this simple answer does not shed light upon the main issue if any of 
those industries will in fact take the lead despite the fact that all industries probably will 
continue to exist. This question has been answer based on two different, however intimately 
interrelated, perspectives and logics; one is the inside-out perspective on strategy resulting in 
a logic based on the ability to dominate the product design, the second is the outside-in 
perspective on strategy resulting in a logic based on the ability to dominate the mass market, 
i.e. the market excluding specific segments with specific needs (see above). Considering the 
former perspective (inside-out) it is reasonable to expect the telecom industry to create a 
dominant design provided other industries adapt to its core product, i.e. mobile platforms. 
This is already happening as e.g. Microsoft has developed an operating system for smart-
phones, Pocket PC 2002 similar to Symbian’s EPOC system (see also 2:05/010). Considering 
the latter perspective (outside-in) it is reasonable to expect e.g. the telecom industry to 
dominate the end-user mass market provided it is able to create such a mass market by 
creating a preference for smart-phones rather than e.g. PDAs. As the mass market is 
indifferent to the core technology offered, i.e. communications, content or computing (note 
that specific segments are not indifferent to the various core technologies, and this is why it 
has been argued that all industries will continue to exist in a larger or smaller scale), other 
capabilities than technology will determine the success of the different industries in terms of 
dominating the mass market. Branding and pricing will become key components in this 
respect. With regard to the former (i.e. branding), several companies within the consumer 
electronics industry have launched mobile phones under their brand, many times in 
cooperation with telecommunication companies and using their core technology in 
telecommunication. One example is Sony Ericsson that uses the Ericsson Mobile Platform 
and the EPOC system. A similar development has occurred in the computer industry, i.e. 
strong consumer brands in the computer industry have launched PDAs, e.g. Compaq. Two 
important differences are worth noting. One is that while adjacent industries are joining the 
telecom industry (e.g. Sony, Phillips, etc. in the consumer electronics industry) the computer 
industry is doing this virtually all alone (e.g. Compaq). A second issue here is that relatively 
few computer companies have been willing to enter the mobile communications industry. The 
market has not seen any PDAs branded under Dell, IBM, Apple Computer/Macintosh, etc. 
With regard to the latter (i.e. pricing), it is reasonable to expect that the mass market, 
indifferent to core technology, will be more willing to select a low price solution (in 
combination with a strong brand). In this respect, industries with low cost solutions will be 
able to sustain a low price offering. As a consequence, being able to create economies of scale 
becomes strategically important on an industry level. Evidence shows that the telecom 
industry is better positioned to sustain its leading position in a future industry where telecom 
and datacom have merged. Smart-phones use manufacturing technologies and components 
that have been developed for sales volumes of above 400 million devices each year. The same 
figure for PDA’s have bee said to reach no more than 15 million devices per year [2:07/007, 
2:05/010]. 
 

*** 
 
[2:06/003] In a merging process between industries it is reasonable to assume that entire 
industries do not necessarily integrate, but rather specific segments along different adjacent 
value chains. This means that along a particular value chain various different adjacent 
industries are able to merge. One of the reasons is probably that different segments across a 
specific value chain require different core competencies. Adjacent industry segments that are 
able to provide such competencies have the potential to merge. One example is the telecom 
industry and other adjacent industries such as IT and data, media, entertainment, i.e. what has 
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been called “content” from the perspective of the telecom industry. The alleged merger 
between such industries have occurred differently in different segments, e.g. the telecom 
operators have bundled their offering including products from the media and entertainment 
industry, telecom systems suppliers have bundled their offering including products from the 
IT and data industry, etc. [2:06/003]. 
 

*** 
 
[2:07/003] The rationale for convergence between industries, particularly as an industry 
emerges in parallel with a mature one, is that the industries complement rather than substitute 
each-other. The basic telecom industry and the data and IT industry complement each-other in 
that the basic telecom industry brings real time, basic telecom services, i.e. voice, through a 
robust technology. The data and IT industry brings value added services through a cost 
effective technology (robustness is however lower). If technology development can bring 
together basic telecom services/value added services and robustness/cost efficiency these two 
industries will complement rather than substitute each-other. As a consequence, the two 
industries will convergence; telecom and datacom networks will become carrier class, real 
time, IP-networks [2:07/003]. 
 

*** 
 
[2:08/014] As an industry evolves it may become integrated/disintegrated in functions that 
allow for specialization, synergies, economies of scale/scope and, consequently, lower costs. 
The logic may be to allow certain activities to be unbundled on a corporate level and bundled 
within and between industries on an industry level. Rather than having several manufacturers 
within one industry, one company becomes responsible for all manufacturing within the 
industry, i.e. individual companies within an industry unbundle their manufacturing on a 
corporate level and manufacturing becomes bundled on an industry level under one company. 
Rather than having several manufacturers in two or several industries, one company becomes 
responsible for all manufacturing in several industries, i.e. individual companies within two or 
several industries unbundle their manufacturing on a corporate level and manufacturing 
becomes bundled to serve several industries. This means that, on an industry level, industries 
merge with regard to some functions (e.g. manufacturing) creating synergies and economies 
of scope across industries as a result. Contract manufacturers e.g. are specialized in 
manufacturing in general and may achieve economies of scale, e.g. by manufacturing the 
phones of several system suppliers, and scope, e.g. by creating synergies between 
manufacturing of different products in consumer electronics (e.g. phones, audio and video 
devices). Manufacturing in general becomes an increasingly bundled and specialized function 
as the contract manufacturers increase their manufacturing know-how by e.g. investing in 
R&D for the development of manufacturing systems and processes. R&D on the other hand 
becomes an increasingly unbundled and specialized function as contract manufacturers often 
lack the know-how in R&D for developing the products that are manufactured. The R&D 
function is hence unbundled and specialized in product R&D and manufacturing R&D. The 
former capability is usually developed within industries and the latter between industries 
[2:08/014]. 
 

*** 
 
[2:08/017] As certain activities, e.g. manufacturing, are unbundled on a corporate level and 
bundled within and between industries on an industry level, the number of manufacturers may 
decrease over time and the number of different product designs and brands increase. 
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Companies may increasingly differentiate through marketing and product development, i.e. 
branding and product design. Product design could be seen as a combination of technical 
design and marketing intelligence capabilities, i.e. the ability to gather information on 
customers (e.g. customer requirements) and competitors and transforming such information 
into a differentiated product design that can be handed over to the manufacturer. In the 
telecom industry today the system suppliers are taking responsibility for marketing 
intelligence and product development and design. Because network operators have a closer 
relationship with end-users (if compared with system suppliers for instance) they are well 
positioned to gather information on customers and competing offers. Network operators are 
consequently well positioned to increasingly take a role in product development and product 
design. With regard to branding this development has already started as network operators, 
e.g. Sprint, AT&T, Vodafone, etc., co-brand their services with the phone manufacturers such 
as Ericsson and Nokia. Companies within other industries, e.g. Phillips in the consumer 
electronics industry, may also have developed strong marketing intelligence capabilities and 
strong relationships with end-users. These companies are increasingly entering the telecom 
industry through marketing, branding and product design. In this development, the system 
suppliers become responsible for developing the enabling technology, the mobile platform, on 
which companies specializing in marketing, branding and product design are able to “build” 
their own differentiated offering [2:08/017]. 
 

*** 
 
[2:08/019] In merging industries, established relationships may provide a competitive edge. In 
addition, if one should compare companies from industries that are in a merging process, the 
companies that are used to coping with a rapid pace in technology development and R&D of 
relatively complex products are most likely to develop a competitive edge. The result may be 
that the industry structures, in terms of established relationships and the division of work are 
preserved despite the fact that industries merge. As a consequence, the merging process may 
in fact only be a perception, i.e. how we explain that a similar functionality is being 
incorporated in different end-user products. Allgon feared that it would be facing competition 
from manufacturers of radio and TV antennas as the telecom industry began to merge with the 
entertainment industry and mobile phones incorporated FM radios and video capabilities. 
Allgon’s solid relationship with the system suppliers like Nokia and its experience from 
complex multifunctional antennas in an environment of rapid pace in technology development 
has allowed Allgon to avoid the entry of manufacturers of radio and TV antennas in the 
telecom industry. Nonetheless, Allgon has not been able (nor tried) to enter the market for 
radio and TV antennas [2:08/019]. 
 

*** 
 
[2:08/021] Industries become more consolidated due to the supply strategy and selection 
criteria of system suppliers. As a natural consequence of the supply strategy of system 
suppliers, developing towards single sourcing, fewer suppliers are selected. The remaining 
suppliers have often to merge for their survival and the industry consolidates. Small and 
possibly new entrants are faced with entry barriers related to the selection criteria of the 
system suppliers. If suppliers are selected based on historical performance and/or on current 
business volumes with the system supplier, and not on expected future performance, the 
smaller suppliers with virtually no historical track-record may not develop and prosper despite 
the fact that it may have a better or cheaper product. An example is Moteco that was selected 
as Ericsson’s supplier of mobile antennas. Moteco was primarily selected due to their 
business volumes with Ericsson. 80-85% of Moteco’s business was with Ericsson. This meant 
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that Allgon lost virtually all business with Ericsson. Allgon was acquired by Centurion and 
eventually Moteco was acquired by Perlos, one of Nokia’s major suppliers of plastic 
components [2:08/021]. 
 

*** 
 
[2:08/024] It seems that in fast growing industries corporations do not focus on industry level 
coordination. Enough profits are generated, or the expected profits are sufficient, for most 
players to, through a trial-and-error-process, try their own “solutions”. Apparently chaos rules 
as most corporations in the value chain tend to focus on capturing market share. Activities in 
the value chain are implicitly coordinated among industry player(s) by technology. The one 
actor that is able to drive technology development is implicitly defining the “industry recipe” 
and in command of how the industry is structured in terms of the division of work and its 
boundaries. As the industry matures, the perception is that the industry needs to gather around 
one actor in control of the industry development, thereby reducing the risk (e.g. of developing 
a non-standard and obsolete HW or SW system or product) for all other industry players. It 
becomes increasingly important for all actors to develop a common sense with regard to who 
in fact is, or will be, driving the industry. If industries become more market driven, the actor 
closest to the end-users (i.e. the “market”) seems to be well positioned to command the 
industry. This is because the common sense tells that such actor is a trustworthy source in 
telling other players upstream in the value chain what end-users (i.e. the “market”) are asking 
for. In 1994 when the telecom industry was growing fast and profits were high, system 
suppliers and, in part, operators were the ones driving technology development. As the 
industry matured and became more market driven, it now seems that operators are the one that 
increasingly have been accepted as the ones driving industry development [2:08/024]. 
 

*** 
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Table 11:5 Summary of identified RoF: intra-industry consolidation and inter-industry merger 
Industry level   
Sub-supplier Systems supplier Operator 
[2:08/014] unbundling at corporate 
level  ● (enables) bundling at the 
industry level  economies of 
scope and scale as well as intra- 
and inter-industry synergies 
 
[2:08/017] requirements for 
economies of scale  ● industry 
consolidation  increasing 
differentiation based on marketing, 
branding, and design  closeness 
to end-users becomes more 
important in order to be able to 
differentiate and being able to 
manage the value chain 
 
[2:08/021] supply strategy e.g. in 
terms of single sourcing based on 
suppliers track-record, size, etc.  
● high entry barriers and industry 
consolidation through M&As 
 
[2:08/024] industry maturity  ● 
change in what and who 
consolidates the industry; from the 
corporations driving technology 
development and consequently 
through technology development or 
R&D to the corporations driving 
the market, and consequently 
marketing 
 
[2:08/019] merging industries  ● 
leading corporation(s) will be the 
one(s) with established and solid 
relationships (something that may 
be more important than being able 
to deal with complex R&D and 
rapid pace of industry 
development) 

[2:05/017] industry maturity  ● 
know-how (e.g. manufacturing) is 
diffused and prices decrease (see 
2:05/013, 2:05/016)  alternative 
manufacturers emerge and 
requirements for economies of 
scale increase  industry 
outsourcing increases to a few 
corporations specializing in 
manufacturing for economies of 
scale (e.g. CEMs)  intra-industry 
consolidation 
 
[2:05/002] industry maturity  ● 
absolute industry consolidation, i.e. 
in terms of turn-over the dominant 
corporations get larger; relative 
industry fragmentation, i.e. in terms 
of market share the dominant 
corporations get smaller ● 
consolidation of ownership  
potential consolidation of brands 
 
[2:05/015] industry consolidation 
in terms of gathering around a 
dominant technology (e.g. GSM) 

 ● disruptive to established 
relationships/transactions between 
suppliers and their customers (e.g. 
sales of D-AMPS systems went 
down as Ericsson decided to 
discontinue sales of D-AMPS 
phones) unless a migration path is 
offered by the supplier 
 
[2:01/022, 2:01/022] technology 
enabling migration path  ● intra-
industry consolidation (e.g. fixed 
and cellular) or inter-industry 
merger (e.g. telecom and datacom) 
 
[2:05/013, 2:05/016] targeting of 
low- and high-end segments for 
economies of scale  ● decreasing 
average prices (lower purchasing 
power of low-end segment) and 
increasing costs for R&D 
(heterogeneous demand) and 
market development  
cooperation in R&D and marketing 
(e.g. Sony Ericsson)  inter-
industry merger 
 

[2:02/024] horizontal cooperations 
e.g. between competitors in terms 
of sharing know-how and costs as 
well as finding capital and 
financing  ● intra-industry 
consolidation 
 
[2:02/025] complementary core 
competencies among competitors 
rather than similar corporate 
cultures  ● horizontal 
cooperations between competitors 
(e.g. Tele2 to obtain license, i.e. a 
core competence related to 
marketing, and Telia to implement 
the terms and conditions for the 
license, i.e. a core competence 
related to technology operations) 

 intra-industry consolidation 
 
[2:01/008, 2:06/001, 2:06/008] 
value chain position  ● 
competitive scope of down-stream 
corporations includes to engage in 
direct intra- and inter-industry 
competition while upstream 
corporations engage in direct intra-
industry competition and indirect 
inter-industry competition  
down-stream corporations have 
broader scope of offering, up-
stream companies have narrower 
scope of offering  merger 
between adjacent industries often 
perceived in down stream markets 
● down stream corporations have 
often the invoicing relationship 
with end-users enabling them to 
command the value chain 
 
[2:01/022] merging industries  ● 
importance of measuring share of 
customer (e.g. “share of wallet”) 
rather than market share for 
estimating intra-industry 
competitive success 
 
[2:01/021, 2:01/027] technological 
migration path through enabling 
technology to new technology, 
financial and business migration 
paths, i.e. enabling migrating to 
new sources of revenue streams or 
new price carriers, migrating path 
to new core competencies  ● 
enables inter-industry merger 
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Industry level   
Sub-supplier (cont.) Systems supplier (cont.) Operator (cont.) 
 [2:05/016, 2:06/021, 2:05/013] 

enabling end-users to take part in 
the value creation process (e.g. 
activating a subscription)  ● 
change in distribution chain (e.g. 
cellular phones distributed through 
retail stores rather than operators) 

 suppliers need to understand 
consumer marketing and 
distribution  cooperative 
ventures between non competing 
and complementary corporations 
(often corporations from different 
industries, e.g. Sony for consumer 
marketing and distribution and 
Ericsson for technology)  inter-
industry merger 
 
[2:05/012] shared technologies 
across different industries and 
cooperation across industries for 
developing common standards or a 
“dominant design” (e.g. Bluetooth) 

 ● inter-industry merger ● new 
business logic based on IPRs and 
licensing technical design 
 
[2:06/018, 2:07/010] disruptive 
innovations (e.g. VoIP)  ● new 
entrants (e.g. datacom in telecom 
industry) ● evolutionary 
innovations allowing migration 
between old and new technology 

 opportunity for system supplier 
to capitalize on old and new 
technologies while defending 
against new entrants by 
“protecting” operators investments 
 
[2:07/007, 2:05/010] inter-industry 
merger  ● small specialized 
niche players (e.g. in segments of 
communications, computing and 
content) and large players targeting 
mass market through branding and 
economies of scale for low cost 

[2:05/010, 2:06/014, 2:01/019, 
2:02/016, 2:07/004] inter-industry 
merger (e.g. datacom and telecom) 
including both segments of system 
suppliers and operators  ● 
competition for the industry recipe 
including product logic (e.g. value 
added services centralized on the 
network level or decentralized on 
the level of network nodes), and 
business logic (e.g. price carrier) 

 competition for process logic in 
how to create such product logic 
(through competition to create 
dominant design and de facto 
standards as in datacom or through 
cooperation in standardization 
organizations to create industry 
standards as in telecom) ● core 
competence in systems integration 
(including technology from the two 
merging industries) becomes vital 
 
[2:06/003] merger between 
adjacent industry segments (e.g. the 
operator segment merge content 
from media and entertainment 
industry and the system supplier 
segment merge HW and SW from 
telecom and datacom industries)  
● inter-industry merger 
 
[2:07/003] complementary rather 
than substituting industries 
including both segments of system 
suppliers and operators (e.g. 
telecom brings robust real-time 
technology while datacom brings 
innovative value added services)  
● intra-industry merger 

11.3.2 Intra-industry fragmentation and inter-industry forkation 
[2:02/013] Vertically, the telecom industry, and in particular the cellular segment, has become 
more specialized and disintegrated, as many new players have entered the market in segments 
with low entry barriers such as the ones delivering “service creation modules” (e.g. Voice 
Mail Center, VMC) of value added services (voice mail services). The number of relatively 
large industry players, such as network operators have decreased, and become even larger 
through mergers and acquisitions (see also 2:05/002). This development really took of in 1999 
as a number of “mega operators” (or “mega alliances”) were created though M&As and 
cooperative agreements; e.g. AT&T and BT established a JV, Concert, for cooperating in the 
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international traffic segment; and the merger between the mobile operators Vodafone and 
Airtouch. In October 1999, the largest merger in the history of telecommunication thus far 
took place; MCI WorldCom acquired Sprint for USD 129 billion. Telia followed the same 
path and in 1999 the EU-commission in cooperation with the Swedish Competition Authority 
approved the merger between Telia and Norwegian Telenor. A couple of years later, however, 
in the end of 2002, the merger between Telia and Telenor was unsuccessfully terminated. The 
main reason was the Telia and Telenor were not able to agree on the future strategy of the 
company. As a consequence of the new industry structure, it has become more difficult to 
coordinate, in a rational process by discussing and agreeing among industry participants in an 
agreed forum created for such purposes, on what kind of evolution the combined efforts of 
industry players should bring, e.g. product logic in terms of technical standards, business 
logic in terms of commercial standards, e.g. who is to become responsible for the end-user or 
“own the customer”, etc. Horizontally, however, efforts were made to create a rational process 
and various forums for discussing how the industry was to handle the merging trend and 
possibly the increasing threat coming from the data and IT industry as well as the media 
industry. In year 2000, Telia, Ericsson and other industry players created a non-profit 
organization, FutureComFactory for such purposes. In year 2000, Telia also took the initiative 
to establish Hiperlan2 Global Forum, an international organization among tele- and datacom 
companies to create a common view around the next generation of wireless local area 
networks, WLANs [2:02/013]. 
 
[2:02/014] As the vertical telecom industry, and in particular the cellular segment, has become 
more specialized and disintegrated, and the technical and commercial standardization process 
becomes more difficult to coordinate, industry players tend to form alliances in order to 
cooperate in e.g. R&D in order to create “de facto” standards. The increasing number of 
industry players also called for cooperation in commercial areas such as marketing. In the 
disintegrated industry it had become a more complex and difficult task to gather information 
on the industry. Companies such as Telia have found partners in KPN and Swisscom for e.g. 
marketing intelligence (1999) [2:02/014]. 
 
[2:02/017] In order to develop a common view on a new business model, the commercial 
issue of defining what actually brings value to end-users and consequently what to charge for 
could be resolved through a common forum, e.g. the GSM Association, an association that 
deals among many things with standardization issues and in which operators and suppliers 
participate. With regard to how to charge for such value, the enabling technology, this may be 
more difficult. Previously only the major system suppliers provided service platforms, e.g. 
billing systems. By only a few of those large system suppliers agreeing on a common 
standard, a world standard had virtually been created. Today, many new players have entered 
the market in these segments with lower entry barriers. Many more players need to agree on 
how a world standard, e.g. for billing, will look like, in order for entire telecommunication 
systems to work properly. An alternative would be for a few larger players, e.g. one dominant 
player from the telecommunication industry and one dominant player from the data and IT 
industry, to jointly take the lead in creating a standard in cooperation thereby bridging the gap 
between both industries. Mentioned players, who could eventually take the lead in creating a 
world standard, need to be large, reputable and possible dominant in their industry in order to 
assist other industry players to overcome their fear of being isolated if investing in a specific 
technology. Over time, the standardization process (both commercially and technically) may 
become more structured under a new standardization organization representing the merged 
telecom/data and IT industry in which companies from both “old” industries are represented 
[2:02/017]. 
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*** 
 
[2:06/015, 2:07/012] The rationale for corporate level bundling through acquisitions may be 
to speed up the standardization process if such process is hindered by disputes about patents. 
Industry standardization is able to speed-up the industry development as long as those 
standards are open, patented but of a “non-blocking” nature or if the standard is made 
available to the industry otherwise. Patents and IPRs can create a competitive advantage for 
the corporations holding such patents and IPRs because patents and IPRs can create entry 
barriers for competitors, in particular if they are of a “blocking” nature, i.e. essential for 
developing a certain applications. From an industry perspective markets may develop slower 
than they would have done if no such blocking patents had existed, i.e. if entry barriers were 
lower and competition higher. As American Qualcomm launched the CDMA air interface 
standard in 1994/1995, Ericsson held a blocking patent for “soft hand-off” (developed in the 
mid 80’s by Ericsson), i.e. an essential feature of CDMA. For several years the market 
introduction of CDMA was held back by a dispute between Qualcomm and Ericsson with 
regard to who owned the rights for CDMA including some specific CDMA patents. In 1997, 
Qualcomm sold and began to deploy several mobile systems in e.g. the U.S. based on CDMA 
technology. In 1998/1999 all disputes were resolved as Ericsson bought the infrastructure 
division of Qualcomm. The standardization process took of as both companies now backed a 
common CDMA standard named W-CDMA. Between 1998 and 1999 an international 
agreement was reached within ETSI, the European standardization body, with regard to 
adopting W-CDMA as the standard for the third generation mobile system, 3G. In 1999, ITU 
established W-CDMA as the standard for 3G cellular systems under the name IMT 2000 
Direct Spread. As ETSI, ITU and ARIB, the Japanese standardization body, adopted W-
CDMA as the standard for 3G, a global standards organization 3GPP was established in order 
to focus on the details with regard to the standardization of W-CDMA and 3G. 3GPP released 
the first version of the standard on December 1999. Two years later, in 2001, Ericsson made 
the first interoperability tests of 3G equipment and the first 3G roaming call between Japan 
and UK was executed using W-CDMA. Through a formal standardization process, lengthy 
disputes regarding patents can be avoided. Standards are usually available for all companies 
that participate in a standardization committee and standard are only issued after the IPR issue 
has been resolved, including how license fees and royalties are to be applied in a non-
discriminating manner [2:06/015, 2:07/012]. 
 

*** 
 
[2:05/005] A major development in the telecom industry between 1994 and 2001 is that the 
industry has become more disintegrated as corporations within the industry has become more 
specialized. This implies that corporations need to increasingly coordinate market transactions 
across the value chain. For companies that do not have the required competence in 
coordinating market transaction and managing the supply chain, there is an alternative to 
develop such competence; to withdraw from the traditional value chain by developing a new 
business logic, e.g. to enter into licensing agreements rather than engaging in traditional 
product sales. This can be done in several different ways. One is to develop and sell the 
design, i.e. becoming a design or consulting company, another is to develop and sell design 
and software under licensing agreements (becoming a design/consulting and software 
development company). The Ericsson case shows that as the telecom industry became more 
specialized, Ericsson increasingly faced problems in coordinating its market transaction and 
the supply chain, e.g. for components. Rather than increasing its capabilities in coordinating 
market transaction and the supply chain, Ericsson developed a new business logic in which it 
positioned itself as a company developing and licensing design and software for “mobile 
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platforms”. Ericsson had withdrawn from the traditional value chain. Under the new business 
logic, Ericsson did not have to coordinate market transactions or to manage the supply chain. 
 
Why is it that the telecom industry became more disintegrated and the corporations within it 
more specialized? There are several contributing factors. In 1994 major corporations could 
afford to span across the entire value chain, from developing micro chips through to 
integrating entire telecommunication systems. One of reasons this was possible was that the 
industry was small; it targeted the high end-user segment only. Suppliers and operators were 
skimming the end-user market. Secondly competition was lower. Third, there was really no 
other way of doing things, the products, e.g. end-user terminals, were entirely integrated with 
no possibility for manufacturers to source some major components, and few industry players 
had the know-how in telecommunication technology in order to develop components. Today 
all this has changed. All possible (and sometimes virtually impossible due to e.g. very low 
disposable income) segments are targeted. In regions such as Latin America and Asia mobile 
phones are sold to end-user segments that can not even afford a fixed line. Competition is 
fierce. Products have been modularized which mean that many parts can be sourced, and 
many more industry players have now developed their know-how in telecommunication 
technology. This means that today, economies of scale and having a substantial portion of the 
world market is essential to be able to conduct R&D. Consequently, corporations specialize in 
a very limited part of the value chain and the industry disintegrates. An example is the mobile 
platform developed by Ericsson and supplied to many phone manufacturers such as Sony 
Ericsson. In terms of development of e.g. micro chips companies like Motorola, Qualcomm, 
Siemens, Texas Instrument and others are required to sell their micro chips to e.g. Ericsson 
and other manufacturers of mobile platforms (or similar systems). 
 
The Ericsson case shows the problems Ericsson faced as the industry became more 
specialized and Ericsson needed to better coordinate market transactions and the supply chain. 
The Ericsson case further provides an insight in how Ericsson solved their problems by 
leaving the traditional value chain and the components business to other highly specialized 
manufacturers and developers (of components) and by creating a new business logic (rather 
than developing its capabilities in managing market transactions and the supply chain), one in 
which Ericsson became a specialized supplier of design and software, thereby becoming 
specialized corporation in developing “mobile platforms”. 
 
In 1994 some micro-circuits used in the manufacturing of Ericsson’s products were sourced 
from external suppliers. However, “strategic” components were sourced internally. For such 
components, Ericsson kept all activities in-house, from development, through design to 
production. Ericsson had gained know-how within this area primarily through joint ventures 
and other cooperative agreements, e.g. with Texas Instruments. In 1995 Ericsson expanded its 
presence in the components segment by inaugurating a production plant of strategic 
microelectronic components in Kista, Sweden, the so called “Sub-My” facility. The facility 
served not only Ericsson’s internal operations but also other telecommunication companies. 
However, strategic components, e.g. mobile telephony circuits, were not sold to external 
customers as Ericsson absorbed all it could produce. In 1996 as Ericsson reviewed its 
strategy, Ericsson identified three segments within the traditional value chain for 
telecommunication. In each segment Ericsson found three categories of companies: suppliers 
of components, suppliers of telecommunication equipment and systems and, finally, telecom 
operators. Ericsson assumed that, as operators moved forward in the value chain, they would 
transfer parts of their traditional activities to their suppliers. For Ericsson, this meant new 
business opportunities in service sales, e.g. network design, network operations and 
operations of administrative support systems. In addition, Ericsson assumed that specialized 
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component manufacturers in the industry would also be moving down stream in the value 
chain. This would occur as more and more intelligence and “functionality” was being built 
into silicon chips. Ericsson assumed that the components manufacturer would eventually be 
able to offer more or less complete products within such microscopic units. Thus, Ericsson 
perceived a risk of gradually losing business in the “lower level” of the telecom value chain. 
In conclusion, Ericsson perceived an opportunity down stream the value chain and a threat 
coming upstream the value chain from specialized components manufacturer. As a 
consequence, Ericsson decided to use an increasing amount of standard components sourced 
from third party suppliers. Ericsson reviewed its design and production of components 
accordingly; possibly becoming too much depended on specialized third party suppliers of 
components. In 1998, there was a general shortage of components in the market and Ericsson 
experienced difficulties in ramping up manufacturing of mobile phones to larger scales. The 
year after, in 1999, Ericsson signed a partnership agreement with Chartered Semiconductor 
for joint development and production of integrated circuits for next-generation radio 
technology. In 2000, once again Ericsson’s mobile phone business incurred severe setbacks. 
According to Ericsson, four important factors contributed to the negative result of which two 
were related to sourced components; shortage and quality deficiencies in sourced key 
components (effecting volumes and repair costs). Today, Ericsson has withdrawn from 
manufacturing of mobile phones. Ericsson’s mobile platform does not include any 
components; the design and software are licensed to phone manufacturers. Another major 
development between 1994 and 2001 is that the industry has consolidated core technologies 
and diversified the number of brands [2:05/005]. 
 

*** 
 
[2:08/023] Industries may disintegrate as the business logic changes on a functional level, e.g. 
from technology oriented industries (e.g. R&D) to market oriented industries (e.g. marketing 
and logistics). This may happen as the pace of technology development decreases, products 
become more standardized and possibly a different functionality is emphasized. The business 
of mobile phones may be considered to belong to the consumer electronic industry (market 
oriented) rather than the telecommunication industry (technology oriented) as the business 
logic evolves from R&D to marketing and logistics. Allgon estimates that future successful 
mobile phone “manufacturers” will be found in the consumer electronics industry, i.e. 
companies with a core competence in cost effective manufacturing, marketing and logistics 
such as Korean Samsung, LG and Hyundai/Curitel. As a consequence, successful suppliers of 
components to the mobile phone “manufacturers” may be found among those that 
successfully are able to identify and position themselves with these new “manufacturers”. The 
perception of what a mobile phone really is, in terms of its functionality, may also change 
thereby redefining in what industry the manufacturers of mobile phones compete, e.g. if it is 
perceived as an enhanced audio and video player (consumer electronic industry), an enhanced 
palm-top (data industry), an enhanced game gadget (entertainment industry), an enhanced 
credit card (financial and banking industry), etc. [2:08/023]. 
 

*** 
 
[2:08/026] Patents may create a competitive advantage for corporations and allow the 
corporation to drive industry development. This is a viable strategy for corporations aiming at 
driving the industry as far as the patent in question and the innovation behind is accepted on 
an industry level, as an industry standard. If it is accepted on an industry level, the patents 
may integrate the entire industry (or disintegrate the industry depending on how widely 
accepted the patent, and other competing patents or innovations, becomes). Corporations 
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aiming at creating a proprietary solution through patents need to consider the likelihood of 
customers accepting it as a dominant solution, considering their perceived risk of having one 
or only a few suppliers or getting stuck with an obsolete solution. By patenting antenna 
solutions while carefully monitoring the perceived risk among customers in buying into the 
patented solution, Allgon has been successful in driving this particular segment (i.e. the 
antenna business) of the telecom industry. Empirical evidence to support this can also be 
found among systems suppliers, e.g. in the Ericsson case. In the beginning of the 90’s in the 
U.S. corporations struggled to dominate the market by creating an accepted standard for 
digital cellular, e.g. Ericsson promoted TDMA, Motorola promoted FDMA and AT&T and 
Qualcomm promoted CDMA (see 2:07/012, 2:07/013) [2:08/026]. 
 

*** 
 
[2:08/029] In times when industry profitability is good and volumes rapidly increase there 
seems to exist an intention to at least create open dialogue between up- and downstream 
companies in order to create cooperative arrangements such as risk sharing, profit sharing, 
etc. The most critical factor within the industry is to satisfy the increasing market demand. 
This intent seems to decrease as industry profitability decreases. The power position becomes 
increasingly important as system suppliers push risk upstream in the value chain and are less 
willing to pay for reducing their risk. This may lead integrated industries to disintegrate as 
trust is replaced by distrust. As a supplier, many more “qualities”, other than just being able to 
deliver in order to satisfy the increasing market demand, become important, e.g. prices, 
deliveries, R&D, quality, etc. Control mechanism with regard to prices, deliveries, R&D, 
quality, etc. have to be created, e.g. through more complex procurement functions including 
expert teams in such functional areas. “Open book negotiations” becomes a tool for pushing 
prices down rather than a cooperative tool between seller and buyer. Consequently transaction 
costs increases and, as a whole, industries may become less effective. In the telecom industry, 
system suppliers increasingly require their suppliers, like Allgon, to take a greater 
responsibility for R&D, to shorten delivery lead-times (in effect to deliver against orders to 
warehouse rather than contracts including liabilities), extend terms of payment (in effect to 
pay as the system supplier uses the suppliers products rather than when the products are 
shipped), etc. All of the above represents a greater risk for the suppliers, like Allgon. The 
power position however usually does not allow the suppliers to compensate for the increased 
risk by increasing price. The procurement organization that Allgon today faces is far more 
complex compared to in 1994 [2:08/029]. 
 

*** 
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Table 11:6 Summary of identified RoF: intra-industry fragmentation and inter-industry forkation 
Industry level   
Sub-supplier Systems supplier Operator 
[2:08/023] changes in product 
perception (e.g. how to define a 
cellular phone)  ● changes in 
focus e.g. in terms of R&D and 
marketing  ● industry 
disintegration 
 
[2:08/026] development of 
proprietary standards or patents  
● increased uncertainty and risk 
among customers (e.g. fewer 
suppliers and risk of getting stuck 
with an obsolete 
technology/solution)  slowdown 
in industry evolution 
 
[2:08/029] industry maturity  ● 
increased competition between 
sellers and buyers (e.g. push risk to 
the other party, establish control 
mechanism due to distrust)  
industry disintegration  
slowdown in pace of industry 
evolution and increased transaction 
costs 

[2:06/015, 2:07/012] industry 
fragmentation (e.g. in terms of 
patent disputes or the non-
development of a dominant design 
or standard technology  ● 
technology uncertainty and 
increased risk in e.g. R&D  slow 
and costly product development  
M&As  industry consolidation 

 the creation of a dominant 
design or standard technology  
technology certainty and lower risk 
in e.g. R&D  quick and cost 
effective product development 
 
[2:05/005] change in industry 
consolidation (e.g. through one 
company spanning over the entire 
value chain; possible only in small 
industries, e.g. in an emerging 
industry where only the high-end 
segment is targeted, low 
competition and little know-how 
across the industry, as well as high 
degree of product integration) to 
industry specialization  ● 
industry disintegration  increase 
competence in coordinating market 
transactions through supply chain 
management ● withdraw from 
traditional supply chain and 
establish a new business logic in a 
“parallel” supply chain (e.g. a 
business logic based on design and 
licensing of IPRs)  economies of 
scale in R&D (despite 
specialization and disintegration) 

 consolidation of core 
technology and diversification of 
brands 

[2:02/013, 2:02/014, 2:02/017] 
industry fragmentation  ● 
difficult to coordinate in a formal 
process industry evolution path, 
e.g. in terms of product and 
business logic  increased 
competition (for creating a de facto 
standard through a dominant 
product design or a dominant 
industry recipe e.g. in terms of the 
price carrier)  increased 
cooperation 
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he analysis in this chapter is structured according to the frame of reference. The first 
section analyses the content and process of strategy on a corporate level, including 

corporate level bundling through mergers and acquisitions and corporate level unbundling 
through outsourcing (both the vertical and horizontal dimensions of corporate 
bundling/unbundling are included in the analysis). The second section analyses the content 
and process of strategy on a functional level including bundling through systems, functions 
and solutions and unbundling through modularization and complementary products (both the 
vertical and horizontal dimensions of functional bundling/unbundling are included in the 
analysis). The third section analyses the context of corporate and functional level of strategy, 
including intra-industry consolidation (vertical bundling) and inter-industry merger 
(horizontal bundling) as well as intra-industry fragmentation (vertical unbundling) and inter-
industry forkation (horizontal unbundling). In addition to the industry context, the third 
section analyses the macro environment. It should be emphasized that the “horizontal 
dimension” referred to here includes both related and unrelated businesses. The analysis 
focuses on identifying the reciprocity between strategies on different levels. In addition, the 
analysis focuses on identifying the relationship of finality (RoF) between indicators/drivers 
( ) and outcomes/results (●) with regard to the content and process of strategy. 

12.1 Corporate level strategy – content and process 
The analysis under this section focus on the content and process of strategy on a corporate 
level, including corporate level bundling through mergers and acquisitions and corporate level 
unbundling through outsourcing (both the vertical and horizontal dimensions of corporate 
bundling/unbundling are included in the analysis). It should be emphasized that the 
“horizontal dimension” referred to here includes both related and unrelated businesses. 

12.1.1 Corporate level bundling – mergers and acquisitions 
[2:10/014, 2:11/015] An important trend in the construction industry has been the creation of 
mega suppliers through M&As. As shown in the Skanska case, many M&As had to do with 
expanding internationally. By 1994, Skanska believed that the Swedish market was not 
sufficiently large, nor to grow in a sufficiently rapid pace. In addition, by having an 
international footprint Skanska believed it could offset the volatility of local country markets. 
In 1994 Skanska decided to expand internationally. Skanska was to become a transnational 
company in the next few years with several home markets. Consequently, international 
expansion through project exports was not prioritized; in 1995 only 20% of total international 
construction operations came from project exports. According to Skanska, project exports 
could not support its internationalization strategy and the creation of a transnational 
corporation with various home markets, i.e. a dominant position in local country markets. One 
of the reasons was that project exports made only a small contribution to enhancing Skanska’s 
knowledge of local market conditions and the local culture, a knowledge considered essential 
for becoming a dominant player. Consequently, entry through M&As was the prime choice 
for Skanska’s internationalization strategy. Project export is today carried-out from one home 
market to a neighboring country market with a similar culture, e.g. (according to Skanska) 
from Finland to Russia, from England to Ireland, from the Scheck Republic to Slovakia. The 
international expansion was to be financed by selling some of its shareholdings in listed 
Swedish companies. As Skanska estimated that markets were increasingly becoming 
homogeneous, Skanska expected to be able to compete locally by means of global economies 
of scale in terms of technology, purchasing and working processes and procedures. 
 
Although Skanska’s international expansion began in 1994, it was between 1996/97 and 2002 
that Skanska expanded very rapidly internationally. Turn-over increased by a factor 5 and 
international sales increased from 20-25% of total sales in the mid 90’s to approximately 85% 

T 
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in 2001-2002. To mention a few examples; in 1994 Sweden, Denmark, Finland and the 
United States were considered home markets, i.e. markets in which Skanska had a local 
subsidiary and represented the largest or the second largest construction company. In 1995 
Skanska slowly began to acquire companies internationally, e.g. in Europe, including 
Germany, Poland, the Czech Republic, Hungary and the Baltic states, but also in East Africa 
including countries such as Ghana, Uganda, Zimbabwe and Tanzania. Skanska’s international 
expansion trough acquisitions really took-off in 1996 as several strategic acquisitions took 
place in the U.S. In Europe, during 1998, Skanska focused on establishing the UK, Norway, 
Switzerland, and some carefully selected Central European markets as home markets. Several 
major acquisitions took place in such country markets as well as in Skanska’s already 
established home markets. In addition, acquisitions of construction, civil engineering and real 
estate companies between 1998 and 1999 included a number of construction companies in the 
U.S. and the Argentinean construction company SADE Ingeniería with operations in 
Argentina, Brazil, Chile, Peru, Venezuela and the U.S. By 2000 new “domestic markets” were 
established in Norway, the Czech Republic, Poland and the UK, primarily through 
acquisitions. Through Skanska’s acquisitions in the UK, Skanska also established a footprint 
in Hong Kong, China, India, Singapore and other Southeast Asian markets. Other acquisitions 
of construction, civil engineering and real estate companies during 2000 were made in e.g. the 
U.S., and Estonia, through which it got a footprint in Estonia, Lithuania and Latvia. 
Acquisitions continued, e.g. in South Africa, but slowed down during 2001. 
 
In mature industries, such as the Swedish construction industry, increasing sales and turn-over 
by capturing international market share has been the driving force for the internationalization 
process through M&As. In other less mature industries such as the telecommunication 
industry, the ability to tap into technology and competence has been a more important factor. 
By using M&As for the internationalization process, and in comparing with organic growth, 
both in cases the corporation is looking for market share or technology/competence, 
corporations usually appreciate the time and risk factors the most in assessing M&As versus 
organic growth. It is simply estimated that M&As are quicker and less risky than organic 
growth [2:10/014, 2:11/015]. 
 

*** 
 
[2:12/024] Corporate size is important because it creates economies of scale (also) in 
financing. Large corporations are able to carry large construction projects in terms of e.g. a 
negative cash-flow during the construction process (e.g. land needs to be acquired before the 
project can be marketed and construction initiated) or during economic recession during 
which completed projects are not sold. Examples within NCC are Kista Science Tower 
(completed during the economic recession in the early 2000’s) and the Arlanda Link (a BOT-
project, i.e. NCC’s return on investment had to wait until the project was completed). Because 
sometimes risk involving larger corporations is lower, financing is cheaper. Corporate size, 
business risk (particularly in large projects) and financing costs are hence related. This is one 
rationale for the creation of mega suppliers as well as value constellations [2:12/024]. 
 

*** 
 
[2:11/019] Empirically, cooperative arrangements in the construction industry are often 
directed forward in the value chain, towards the customer, most likely because that is where 
revenues come from. A reasonable conclusion is therefore that, provided increasing turn-over 
if the focus of the corporation, cooperative arrangements should be directed forward in the 
value chain. However, if focus is to increase profitability, i.e. amplifying the difference 
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between revenues and costs, cooperative arrangements should be equally directed forward and 
backward in the value chain [2:11/019]. 
 

*** 
 
[2:12/017] Corporations tend to integrate forward rather than backward. There are several 
reasons for this. One is the belief that forward integration increase revenues more than 
backward integration is able to lower costs. Representatives from NCC estimate that forward 
integration will result in a profitability increasing of 2-4%. This is quite remarkable since 
building materials and services cost 65-70% of the total construction from the point of view 
of the larger construction corporations. Another reason is that forward integration is a 
straightforward process compared to backward integration. Down stream markets in contrast 
to upstream markets are said to be more consolidated (rather than fragmented). This is also a 
quite remarkable explanation because it point to the great potential of integrating backward, 
consolidating and capitalizing on economies of scale [2:12/017]. 
 

*** 
 
[2:12/002, 2:13/022] A successful internationalization process through exports in industries 
where the project (e.g. project marketing, construction project, project financing, etc.) is in 
focus often requires the ability to develop process innovations to be able to compete 
internationally. The project orientation is the result of “fixed products and mobile 
manufacturing facilities” in the construction industry (2:13/022). However, in mature 
industries, such as the construction industry, the rate of product innovations is often lower 
than process innovations, and process innovations are often more difficult to “productify” and 
market. Consequently, it seems that the internationalization process can not take place as an 
incremental process (e.g. beginning with exports, establishing a sales office, manufacturing, 
etc.), rather it seems that the internationalization process need to take place through 
establishing local manufacturing and local project organizations. In addition, because the 
construction industry is a mature industry, M&As have been more successful in expanding 
internationally compared to investing in organic local growth. 
 
This may explain why NCC has not been as successful as Skanska in their internationalization 
process. NCC has focused on exports, smaller acquisitions and organic growth, while Skanska 
has focused on larger acquisitions. Another factor that probably contributed to Skanska’s 
success in its internationalization strategy compared to NCC’s is probably that Skanska had a 
clear focus with regard to its internationalization strategy both in terms of products as well as 
markets. NCC tried to internationalize the majority of its business units and products into 
various country markets with no clear focus. In other words NCC’s internationalization 
between 1995 and 2000 included a variety of country markets (e.g. the Nordic region, 
continental Europe, the Baltic region, European Russia, Latin America, etc.), product areas 
(e.g. housing construction projects as well as the total-package housing solution, civil 
engineering projects, telecommunication projects, industrial products, e.g. ready-mixed 
concrete, crushed products, ballast and asphalt production) and strategies, including exports, 
M&As, organic growth, alliances, etc. Only in 2001 NCC realized that it needed to focus its 
internationalization efforts in terms of products, markets and strategies. In one segment NCC 
had managed to internationalize successfully, the segment of crushed products and asphalt. In 
this segment NCC had focused on internationalizing through M&As and had in fact become 
the largest player in the Nordic region with market share of approximately 1/3. However, 
NCC’s construction operations did not enjoy the same “success”. In 2001, according to NCC, 
the corporation was suffering from lack of focus on e.g. its internationalization strategy, 
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resulting in unsatisfactory profitability due to tied-up capital and costs. As profitability and 
lowering costs became NCC main concern, NCC began to focus on core operations in 
domestic markets. Both NCC’s core operations and its domestic markets were more narrowly 
defined the latter as the Nordic region. NCC took measures targeted at cutting costs, e.g. 
selling, liquidating or closing down international operations with low profitability and a weak 
future potential. As a consequence, NCC’s expansion strategy, including internationalization 
and value chain integration was abandoned. NCC began withdrawal from Poland and decided 
not to further invest Germany. Operations in the telecommunication sector were concentrated 
into Sweden and NCC began to phase out such operation in Norway and Finland [2:12/002, 
2:13/022]. 
 

*** 
 
[2:13/003] Major M&As may create an emergent strategy simply because core business and 
non-core business are acquired as a bundled package. As a consequently, the acquired non-
core business may lead the acquiring part to enter businesses that it initially did not plan to 
enter. As NCC acquired SIAB, real-estate management became an increasingly important (in 
terms of volume) non-core business; one that is was not able to profit from. As a 
consequence, NCC was faced with major divestments or to enhance its competence in the 
real-estate business. NCC opted for the former. The entire combined process of M&As and 
divestment and/or the outsourcing of none-core business led to increased industry 
concentration (through M&As) as well as specialization (through divestments/outsourcing). 
NCC and SIAB is a typical example that contributed to this development in the construction 
industry [2:13/003]. 
 

*** 
 
[2:09/003] Financial driving forces (e.g. economies of scale in financial management and 
improving capital structure) rather than industrial (e.g. synergies or economies of scale) have 
increased industry concentration in real-estate management. In 1998, Drott had around 20 
million SEK in net liabilities. The adjusted shareholder’s equity was around 10 billion SEK. 
Drott has targeted the capital market by improving its capital structure, i.e. to increase the 
return on shareholder’s equity by expanding its balance sheet through acquisitions of major 
real-estate companies such as Näckebro (1998) and Balder (2000). The result has been an 
increased industry concentration in real-estate management [2:09/003]. 
 

*** 
 
[2:10/011] Financial investments, e.g. investments in minority shareholding, in unrelated or 
sometimes even in related industries and businesses (provided however no management 
involvement on behalf of the acquiring part) are usually done to maximize short-term profits. 
Provided investments of this kind is not the core competence of the acquiring part (e.g. as in 
investment banks or venture capitalists) this strategy could be seen as a result of market 
failure or as the higher ability of some corporations to attract venture capital. In 1994, 
Skanska had shareholdings in companies such as SKF (20% in votes and 9% in equity) a 
manufacturer of rolling bearings and rolling bearing steel, and also in the business of 
elastomeric seals, Custos (31% in votes and 26% in equity) an investment company, and 
Sandvik (26% in votes and 20% in equity), a manufacturer of cemented carbide products and 
producer of specialty steels, saws, tools and conveyor and process systems. Skanska’s main 
holding in terms of market value was Sandvik. In fact, 11% of all Skanska’s assets in the 
balance sheet of 1994 related to shares in listed companies (excluding JM). When Skanska 



Analysis construction industry 

 

371

invested in corporations such as SKF and Sandvik, Skanska expected to have a higher return 
on such capital compared to what it would be able to have by investing in its core business, at 
least in the short-term. This meant that the shareholders investing in Skanska were either 
uninformed of the potential higher return that they could get by investing directly in 
companies such as SKF and Sandvik (a sort of market failure), or were attracted by Skanska 
and trusted that Skanska could provide the highest return, just like any stock broker or mutual 
fund manager. In its essence, the Skanska case provides evidence that despite the fact that 
there are corporations that can generate higher return on stocks, risk/venture capital is 
sometimes allocated in other “low-return” corporations. In addition, it seems clear from the 
Skanska case that some corporations are able to compete for venture capital more successful 
than other corporations, and that competition for shareholders or risk/venture capital is not 
only related to financial results and return on investment, e.g. stocks. In 1996-1997 Skanska 
decided not to retain their shareholder’s money in non core businesses. Consequently in 1997-
2000 Skanska divested none-core assets in order to release capital and to invest such capital in 
construction related services or to return some of it to its shareholders through e.g. dividends. 
Skanska’s board of directors estimated that Skanska had more capital than required to develop 
its core business. As a consequence, in 1996 Skanska decided to return between SEK 8-10 
billion to its shareholders. Major shareholdings in companies such as SKF and Sandvik were 
divested [2:10/011]. 
 

*** 
 
[2:09/022] The Drott-case shows that the financial strategy needs to be an integral part of the 
corporate strategy. In developing a financial strategy it is important to develop financial 
targets as well as to consider how to target the capital market (both shareholders and lending 
institutions) by means of value creation. In developing a financial strategy, Drott, in 
comparison with other real-estate companies, has probably been innovative by 
internationalizing, and developing risk management tools (e.g. by constantly developing 
future scenarios and contingency plans). In addition, creating flexibility has been essential for 
developing a financial strategy in order to be able to meet a changing environment (e.g. cash-
flow requirements that may arise) [2:09/022]. 
 

*** 
 



Analysis construction industry 

 

372

Table 12:1 Summary of identified RoF: corporate level bundling through mergers and acquisitions 
Corporate level   
Systems supplier Systems supplier (cont.) Operator 
[2:10/014, 2:11/015] focus on sales 
and turn-over  ● rapid increase 
of market share  M&As (in 
saturated markets with high entry 
barriers and risk of retaliation from 
incumbents M&As are estimated to 
be less time consuming and less 
risky than organic growth) 
 
[2:10/014, 2:11/015] focus on rapid 
acquisition of know-how and 
technology  ● M&As (in 
industry characterized by rapid 
technological evolution and high 
expenditure in R&D M&As are 
estimated to be less time 
consuming and less risky than 
organic growth) 
 
[2:10/014, 2:11/015] macro level 
conditions (e.g. market size, growth 
rate, economic volatility/risk, etc.) 
as well as know-how of local 
market conditions  ● 
internationalization process through 
M&As (e.g. in stable markets 
M&As is often preferred by 
corporations with some local know-
how; they know what they do not 
know and are able to acquire, while 
project exports is often preferred in 
unstable markets by corporations 
with no local know-how; they are 
uncertain in what they do not 
know) 
 
[2:12/024] economies of scale in 
financing  ● creation of large 
corporations through e.g. M&As 
 
[2:11/019] forward integration 
through M&As  ● potential to 
increase revenues 
 
[2:11/019] forward and backward 
integration through M&As  ● 
potential to increase revenues and 
profits 

[2:12/017] vertical integration 
through M&As in order to increase 
profitability  ● corporations 
choose “the line of least resistance” 
rather than where the opportunities 
are the highest  focus on the 
revenue side (forward integration) 
rather than the cost side (backward 
integration) of business (despite 
that it seems that in the 
construction industry backward 
integration could be more 
profitable than forward integration) 
 
[2:12/002, 2:13/022] mature 
industries in which innovations 
often refer to processes rather than 
products including mostly project 
based organizations  ● 
internationalization process seldom 
incremental as know-how and 
processes need to be transferred to 
foreign market (rather than 
products) 
 
[2:12/002, 2:13/022] 
internationalization in mature 
industries  ● clear focus with 
regard to how (M&As seems more 
promising than organic 
growth/alliances or even a mixture 
of the above), where (a few 
selected markets seems more 
promising than a world-wide target 
or a shut-gun approach), and what 
(entering with a few specific 
products seems more promising 
than to enter with the entire product 
portfolio) in order to increase 
management attention and lower 
costs 
 
[2:13/003] M&As  ● emergent 
strategy as core and non core 
businesses are acquired in a 
bundled package  divestment or 
the outsourcing of non core 
business  industry concentration 
and specialization 
 
[2:10/011] market failure (e.g. 
information asymmetries) and/or 
the ability for corporations to 
compete for capital in the capital 
market  ● financial investments 
e.g. acquisitions of unrelated 
business  short-term profits and 
shareholder value 

[2:09/003] financial driving forces 
(e.g. to increase return on 
shareholder’s equity by expanding 
the balance sheet) and focus on the 
creation of shareholder value  ● 
M&As and intra-industry 
consolidation 
 
[2:09/022] flexibility requires to 
have cash available on demand and 
on reasonable terms  ● strategy 
aimed at creating corporate 
flexibility need to be developed 
towards customers as well as the 
capital market (shareholders and 
lending institutions)  value 
creation and innovations are 
important both in targeting 
customers as the capital market 
(e.g. by developing innovative risk 
management tools or 
internationalizing its borrowing 
capabilities as in the case of Drott) 

 M&As to access foreign capital 
markets 
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12.1.2 Corporate level unbundling – outsourcing 
[2:09/011] One of the risks in outsourcing value added services, e.g. property management 
services or FM services, is loosing the ability to understand customer needs. Added value 
services from this perspective may be viewed as part of the sales function. While corporations 
often cannot charge for sales meetings, and meetings for the sole purpose of understanding 
customer needs are often not prioritized among customers, service representatives may charge 
for their services while discussing future offerings, needs, etc. with the customer. Despite the 
fact that Drott has outsourced much of the FM services that it manages; property management 
services have always been kept in-house in order to “bond” with customers. Outsourcing may 
however be tempting in the short-term. Having practically the same size of their managed 
property portfolio in 1998 when Drott acquired Näckebro, Näckebro employed 23 people to 
handle property management, while Drott had 240 people [2:09/011]. 
 

*** 
 
[2:10/007, 2:09/019] In the process of realizing a corporate strategy, e.g. in order to increase 
focus on core competencies through outsourcing or divestments, organizational measures may 
need to take place, e.g. bundling corporate product or market responsibilities within one or a 
few organizational units. This was the case as Skanska concentrated all its buildings in five 
separated companies responsible for different types of properties in different locations in 
Sweden. In this process Drott, in 1996, became responsible for rental apartments outside the 
three metropolitan areas Stockholm, Gothenburg and Öresund region before it was transferred 
to its shareholders (the decision of the board of directors took place in 1997 and execution of 
the transfer took place in 1998). Not only becomes the operations to be outsourced or divested 
(the “offering”) evident to potential buyers in this process of corporate bundling, it may also 
create economies of scale and/or scope. Drott, for instance, became in 1996 Sweden’s largest 
privately owned residential real estate company. Another example from the construction 
industry was Drott’s concentration of its industrial real-estate buildings under one 
organizational unit (e.g. warehouses, combined industrial and office buildings and similar 
facilities) as well as its hotel properties in another organizational unit before such two units 
were sold (2:09/019) [2:10/007, 2:09/019]. 
 

*** 
 
[2:10/012] Outsourcing is not often associated with a strategic decision related to the 
downstream value chain but rather a strategic decision related to the upstream value chain. 
Successful outsourcing, however, needs to relate such decision to the up- as well as 
downstream strategy in the value chain. One of the reasons Skanska left the industrial 
business and components manufacturing through outsourcing was because of a strategic shift 
in value creation (see 2:10/008, 2:10/009). As construction activities were increasingly only 
seen as a prerequisite for being able to create value in project development, including 
targeting the tenants and signing lease contracts (which increases the value of the building) 
before the building is actually sold, and because components manufacturing has to do with the 
construction process, it became evident to Skanska that it was not to be engaged in the 
industrial business and components manufacturing. Skanska’ outsourcing decision had a clear 
strategic component directed down stream in the value chain. Skanska (like many other large 
construction companies in the Swedish industry) was primarily to offer project management 
rather than construction work, consequently the industrial business and components was 
outsourced as it no longer was to be part of Skanska’s core business. Nonetheless, by 
retaining construction work within its portfolio and neglecting the upstream dimension of 
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outsourcing, it became evident to Skanska that it had walked into the “outsourcing trap” (see 
2:10/028) [2:10/012]. 
 
[2:10/028] Outsourcing may lead to the “outsourcing trap” if it does not consider the upstream 
as well as the downstream dimension of such decision. Skanska, by focusing on project 
management while retaining construction work within its portfolio, and by neglecting the 
upstream dimension of outsourcing walked into the “outsourcing trap”. By outsourcing 
electrical installations it lost management control of one increasingly important component of 
the overall construction work. As a consequence, it increasingly lost cost control of total 
construction costs.  
 
By 1994, Skanska Installation provided design, manufacturing, installation and servicing 
operations in the segments of electrical, plumbing and ventilation. Approximately 50% of 
Skanska Installation’s invoiced sales were accounted for within the Skanska Group. Two 
years later, in 1996, Skanska’s strategy with regard to its industrial business aimed at focusing 
on product areas that required a higher degree of know-how and to increase its business in 
project management of installation work, e.g. ventilation and electrical installations. In these 
areas a rapid development was expected through IT and automatic control engineering and, 
consequently an increasing demand for specialized know-how. As Skanska, as many other 
large construction companies, decided to focus on overall project management, in 1998, 
Skanska’s expansion in the components segment, primarily installation components, e.g. 
electrical, water, etc., was halted. In addition, Skanska’s component companies, primarily 
within BA Skanska Europe, were to be outsourced. During the next years, however, Skanska 
found itself being increasingly caught in the outsourcing trap as installation costs began to 
increase rapidly. One of the reasons for this trend was the increasing demand for components 
in the segment of ROT-projects, i.e. projects including repair, refurbishment, maintenance, 
and renovations. In 1996, Skanska estimated that components and systems totaled on average 
approximately 1/3 of the total construction cost. During 2000-2001 Skanska once again began 
to expand, primarily through acquisitions, in the field of installations, e.g. electrical 
installations. Among the acquisitions during 2001 were the Swedish installation company 
Coromatic [2:10/028]. 
 

*** 
 
[2:11/013] In relying on market transactions and purchasing rather than on hierarchies and 
manufacturing, through e.g. outsourcing, corporations need to secure that purchasing is, or 
becomes, one of its core capabilities (e.g. know-how and skills in negotiation and tendering). 
Purchasing in this respect not only relates to developing skills, processes and procedures. To 
make use of such core capabilities corporations need to develop reliable information systems 
with regard to market conditions, e.g. in terms of quality levels, manufacturing costs and 
market prices, as well as how to assess and manage the increased business risk, e.g. the 
availability of important components in markets short of supply. One way of doing this while 
outsourcing is to retain (at least) one manufacturing facility and allowing that facility to 
compete in the open market. This enables corporations to establish maximum cost levels (and 
consequently reasonable market prices), minimum quality levels, as well as securing supply in 
markets short of supply. This has been done both in the telecommunication industry as well as 
the construction industry. While most of Skanska’s installation work has been outsourced, 
Skanska has retained some installation in-house (e.g. through Skanska Installation including 
design, manufacturing, installation and servicing operations in the segments of electrical, 
plumbing and ventilation) allowing it to compete in the open market. In 1994, approximately 
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50% of Skanska Installation’s invoiced sales in were accounted for within the Skanska Group. 
The remaining 50% related to market transactions [2:11/013]. 
 

*** 
 
[2:12/005, 2:13/008] The large construction companies (e.g. NCC) push many activities 
upstream in the value chain through outsourcing, e.g. product development and installation 
services. The rationale is to transfer risk and to cut costs through specialization. As a 
consequence, companies are getting more specialized in certain areas, e.g. suppliers in 
product development and installation, large construction companies in project management, 
including vertical and horizontal coordination across the value chain (e.g. tenants, investors, 
government authorities, construction companies, suppliers, land-owner, architects, facility 
management companies, etc.) [2:12/005, 2:13/008]. 
 

*** 
 
[2:12/018, 2:09/008, 2:09/015] The development, as well as the purchase and sales of 
construction projects based on “function” rather than a detailed technical specification enables 
the creation of innovative projects and greater flexibility to construct according to customer 
requirements. Nonetheless, there may be a downside in having customers outsourcing and 
increasingly specifying “function” rather than taking an active participation in the detailed 
technical specifications. The customer may lose valuable competence and the construction 
companies may lose an important “sparring partner”, a demanding customer that is able to 
participate in developing innovations. NCC has experienced this development with 
Byggnadsstyrelsen (discontinued in 1993 as Vasakronan, Statens Fastighetsverk and 
Akademiska Hus were established) when it comes to building construction and Vägverket 
when it comes to road construction and civil engineering. Drott on the other hand has taken 
active participation during the entire construction process from the development of buildings 
through to the construction and completion. A competent buyer, according to Drott, needs to 
participate throughout the project in order to be able to discuss technical and functional 
changes long the project as well as to be able to understand how costs add up to the project 
and across the value chain. Consequently, instead of outsourcing, Drott employs people from 
the construction industry to manage purchasing and property development [2:12/018, 
2:09/008, 2:09/015]. 
 

*** 
 
[2:12/004] One of the reasons that product development is pushed upstream in the value chain 
is because large construction companies like NCC have experienced the difficulty in getting 
paid for the know-how embedded in products and the additional value created through 
product development. One of the possible reasons for the difficulties in getting paid for 
product development may have to do with how it is organized (decentralized down to project 
level) and carried out (in close cooperation with customers and partner companies). Product 
development is often decentralized and takes place in the project organization. This may 
imply that innovations are used in later projects without really being priced. In addition, 
because the development work is carried-out in close cooperation with the customer during a 
project, innovations may be perceived to belong to both parties. In addition, because 
innovations during projects may develop ad-hoc no formal agreements are established 
establishing ownership, prices, etc. [2:12/004]. 
 

*** 
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[2:10/001, 2:10/005] Financially driven corporations usually lack long-term strategies simply 
because financial objectives are seldom established to be achieved on a long-term. In addition, 
it seems that financially driven corporations over time shift in what seems to be adequate 
corporate performance measurements and how to balance between growth in sales (focus on 
the income statement) and increased profitability (focus on the balance sheet). As a 
corporation (or rather its corporate management) shifts its attention from sales/income 
statement to profitability/balance sheet the perception of the corporation’s core competence 
often changes. Changing the core competence of a corporation is however not done in a few 
years. 
 
The rationale for expanding scope on a corporate level is to be able to increase value 
contribution and sales. One way of doing this is to take greater responsibility for value 
activities across the value chain by mergers and acquisitions. Corporations may however find 
that profitability decreases as the fixed assets in the balance sheet increases. Thus, if 
profitability becomes the most important performance measurement for success, corporations 
begin eventually to divest and/or outsource. 
 
A good example is Skanska’s shift in integrating industrial components manufacturers 
between 1993 and 1997 to developing industrial construction and prefabrication from 1998 
and onwards. Between 1993 and 1997, Skanska increased its participation across the entire 
value chain in the construction industry, from industrial manufacturing of components, e.g. 
windows, floor, etc., trough construction to real estate management. These three areas were 
defined as Skanska’s core competencies. Skanska’s increased participation in the value chain 
was primarily obtained through backward integration and mergers and acquisitions of 
industrial manufacturers. Focus was on increasing sales. 
 
In 1995, the Myresjö group (included in the BA Teknik and Industrial Companies) decided to 
merge its two window manufacturers, Myresjöfönster and Combiglas, with another windows 
manufacturing company owned by the investment company Industrivärden to form a new 
equity joint venture company, Elitfönster AB owned in equal shares by the parties. In 1996, 
Skanska made the strategic decision to increase industrialization and prefabrication. Skanska 
strengthened its position in the segment of kitchen, wooden floors and ceilings as well as in 
industrial building components and systems through the acquisition of Skåne-Gripen. 
Through Skåne-Gripen, Skanska got the rights to the well know brands Poggenpohl and 
Kährs, and doubled its Industrial business sales. In addition, Skanska acquired the remaining 
50% of Elit Fönster, a company specializing in manufacturing of windows, from 
Industrivärden and 75% of the Polish WFM (Wolsztynskan, Fabryka Mebli), specializing in 
kitchen fixtures. Skanska believed Elit Fönster had a good potential to expand internationally 
and expected Elit Fönster to strengthen Skanska’s position in the segment of prefabricated 
construction components. All of Skanska’s businesses with regard to kitchen and bathroom 
fixtures were merged into the newly established Poggenpohl Group. Companies and brands 
such as Poggenpohl, Goldreif, Pronorm, Optifit and Myresjökök were included in the group. 
 
In, 1998 Skanska Europe’s industrial components business, in general, suffered from low 
profitability, in particular its kitchen and bathroom fixtures business (through Poggenpohl). 
From 1998 and onwards, Skanska began divesting industrial manufacturing companies in 
order to increase profitability and to increase its focus on its core competencies, now defined 
as construction and the development of industrial construction. Skanska’s expansion in the 
components segment, primarily installation components, e.g. electrical, water, etc., was 
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halted. In addition, Skanska began to divest practically all its businesses in this segment 
[2:10/001, 2:10/005]. 
 

*** 
 
[2:09/006, 2:09/023] The Drott case shows that corporate strategy needs to focus both on the 
customer as well as the capital markets. One of the difficulties in developing a corporate 
strategy lies in that customers and shareholders have often conflicting interests. Corporate 
strategy, however, should not be conflicting in what it is trying to achieve. Another difficulty 
in developing a corporate strategy lies in information asymmetries between corporate 
management and the capital market as well as between corporate management and the 
customers. Such asymmetries have to do with detailing the strategy into manageable peaces 
(i.e. the details of how the business is managed on a day-to-day basis) as well as how long 
time it takes to implement the corporation’s overall strategy. Both Drott’s management team 
and its shareholders agree that return on shareholder’s equity should be one of the 
corporations focus. Information asymmetries are evident as shareholders argue that Drott 
should focus on (short-term) growth (and subsequently profitability) through property 
transactions (i.e. purchase and sale of properties), while corporate management believe that 
balancing property management and property transactions is essential for (long-term) 
profitability and subsequently growth. According to Drott, real-estate management companies 
have the ability to increase the value of a property in the long-term. In addition, the rental 
revenues in property management provide a stable cash-flow, and decreases business risk, by 
offsetting the volatility in real-estate prices. In addition, the capital market may put pressure 
on Drott to focus on commercial real-estate (commercial real-estates generate higher rents at 
lower costs) rather than residential real-estates without realizing that these two segments are 
interrelated from a financial perspective as well as risk management perspective. Drott is e.g. 
able to finance parts of its commercial real-estate through its residential real-states (75-80% of 
the value of commercial buildings is pledged as security, while 85-90% of the value of 
residential real-estates is pledged as security). In addition, because the commercial real-estate 
segment is more volatile, residential real-states provide a stable source of income [2:09/006, 
2:09/023]. 
 

*** 
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Table 12:2 Summary of identified RoF: corporate level unbundling through outsourcing 
Corporate level   
Sub-supplier Systems supplier Operator 
No major strategies identified 
affecting value chain 

[2:10/012, 2:10/028] outsourcing 
decision focused on either up- or 
down-stream segments of the value 
chain (i.e. suppliers or customers) 

 ● outsourcing trap, i.e. less cost 
control or less control over the 
value creation process  
profitability down  outsourcing 
need to consider both segments 
 
[2:11/013] outsourcing  ● 
purchasing (e.g. negotiation, 
tendering), marketing (e.g. market 
intelligence and information 
systems to understand market 
conditions such as cost levels 
across the value chain), supply and 
risk management (e.g. protecting 
against shortage of supply) need to 
be or become core competencies  
retain at least one manufacturing 
facility to compete in open market 
 
[2:12/005, 2:13/008] transfer of 
risk and costs  ● outsourcing 
R&D, non professional services 
such as installation services  
specialization across the value 
chain, e.g. coordination/integration 
 
[2:12/004] project organizations  
● product development on project 
level  title of innovations unclear 
(several companies including the 
customer are involved in the 
project and the product 
development process), innovations 
used in other projects without being 
defined, documented and priced  
difficult to capitalize on 
innovations embedded in products 
that have been developed in 
projects  R&D is outsourced 
 
[2:10/001, 2:10/005] financially 
driven strategies and corporations 
driven by the capital market 
including shareholders  ● lack of 
long-term strategies by constant 
shift in performance measures 
(from sales/income statement to 
profitability/balance sheet)  
change in definition of core 
competence  M&As to increase 
sales and “grow” income statement 
and outsourcing to increase 
profitability and “shrink” balance 
sheet 

[2:09/011] the outsourcing of value 
added services  ● a “natural 
relationship” or point of interaction 
with the customer is lost  
increased costs in marketing and 
sales 
 
[2:10/007, 2:09/019] outsourcing or 
divestments  ● requires to make 
the scope of what is going to be 
outsourced/divested visible  
(internal) bundling (e.g. the 
consolidation of Skanska’s 
buildings into one organizational 
unit, i.e. Drott) before (external) 
unbundling (outsourcing) 
 
[2:12/018, 2:09/008, 2:09/015] 
moving towards functional 
purchase/sale  ● does not allow 
for the substantial outsourcing of 
technology areas  customer (e.g. 
real-estate companies) may lose 
valuable competence and seller 
(e.g. construction companies) may 
lose a demanding customer that is 
able to contribute to product 
development and the technical 
specifications 
 
[2:09/006, 2:09/023] information 
asymmetries (e.g. with regard to 
business risk) between shareholders 
and corporate management as well 
as conflicting interests between 
shareholders and customers  ● 
difficulties to develop a corporate 
strategy that is able to 
simultaneously create value for 
shareholders as well as customers 

 outsourcing are followed by 
M&As and so on 
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12.2 Functional level strategy – content and process 
The analysis under this section focus on the content and process of strategy on a functional 
level including bundling through systems, functions and solutions and unbundling through 
modularization and complementary products (both the vertical and horizontal dimensions of 
functional bundling/unbundling are included in the analysis). In addition, the function of 
human resource management as a result of strategy as well as a driving force to strategy is 
analyzed (when applicable). It should be emphasized that the “horizontal dimension” referred 
to here includes both related and unrelated businesses. 

12.2.1 Functional level bundling – systemization 
[2:09/010] Added value services in the real-estate segment of the construction industry has 
grown for several reasons. One is that the end-users, or the tenants, drive this development 
through increased outsourcing. The decision to expand the offering to include value added 
services, especially if driven by outsourcing, need to be based on a solid business logic in 
terms of short- and long-term expectations of direct and indirect costs and revenues. The real-
estate companies do not necessarily increase profits though FM services (short-term, direct 
revenues). Rather FM services increases their competitiveness by attracting and retaining 
tenants (by increasing customer satisfaction and decreasing customer costs), thereby 
increasing the value of the property itself (long-term, indirect revenues). Increasing the 
offering to include value added services need to balance the added value and the added cost 
for providing such value. Realizing that added value services may not generate additional 
profits it is important only to offer FM services to customers that have bought into the core 
product. In Drott’s case this means only offering FM services to customers in proprietary 
buildings. Other strategic considerations before expanding the offering to include value added 
services include assessing the internal capabilities for providing such services as well as 
assessing the impact such value added services may have on other service offerings. When 
Drott expanded its offering to include FM services it decided only to engage in the 
management of such services, not the actual execution. Consequently, Drott has taken 
responsibility for understanding customer needs and coordinating the service package to be 
delivered. The actual execution of such services has been outsourced. In addition, Drott’s 
assessment of its internal capabilities showed that it needed to enhance its capabilities in 
developing the service concept as well as its service management capabilities. The response 
has been to employ external people, e.g. from Partena. In assessing the impact value added 
services may have on other service offerings corporations need to consider the internal 
competition that may emerge and erode profit margins, particularly if the service offerings are 
similar to each-other. Drott has realized that FM services are in fact an extended version of 
property management and that competition could emerge between FM and Property 
Management. In order to avoid internal competition Drott has arranged internal seminars and 
are considering organizing FM and Property Management services within the same 
organizational unit [2:09/010]. 
 

*** 
 
[2:13/012] As previously discussed with regard to the real-estate segment (see 2:09/010), 
increasing the core offering to include value added services need to balance the added value 
and the added cost for providing such value. The same is valid in the construction segment as 
major construction companies increase their scope of supply through e.g. facility management 
services. One possibility to obtain a better cost/benefit ratio is by decreasing cost through 
economies of scale. For such purposes construction companies have concentrated their 
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portfolio of managed properties geographically, aiming at having similar tenants in similar 
buildings close to each-other [2:13/012]. 
 

*** 
 
[2:09/018] There are several reasons that can explain why speculative construction is less 
frequent today than previously. One reason is that the value of a new construction projects is 
substantially higher if the premises are leased. A second reason is that the project developer 
(i.e. the construction company or real-estate company responsible for project development) 
minimizes risk. Today few projects are initiated before the building is leased up to a certain 
level, often around 70% [2:09/018]. 
 

*** 
 
[2:10/008] Value creation for customers may be interpreted and put into practice in two quite 
different ways. Value creation for customers may either be interpreted as the “expected” value 
that is expected to be created which means that the seller need to understand what creates 
value for its customer and to deliver a product or a service that both parties (seller and buyer) 
expect to generate a certain value. In this case, however, the business risk is on behalf of the 
buyer since the expected value may not be materialized. Value creation in terms of “real” 
value, on the other hand, means that the seller not only understands what creates value for its 
customers, but the seller has been able to put such knowledge into practice. In this case, 
however, the business risk is on behalf of the seller since the “real” value had to be 
materialized before the actual purchase and sales agreement between buyer and seller. 
 
In the construction industry a constructions company may be engaged in turn-over properties 
and managed properties and argue that the turn-over properties are in the core business and 
that the purpose of holding managed properties is to “better understand” the business of its 
customers (e.g. real estate companies, municipalities, project developers). In this case, the 
constructions company is creating an “expected” value based on the (solid) assumption that 
the buyer will find tenants to lease the offices to and that the tenants will pay a certain amount 
of money per month. On the other hand, a construction company engaged in both turn-over 
properties and managed properties may argue that the managed properties are within its core 
business as all buildings are turn-over properties. In this case, the constructions company is 
creating a “real” value based on the fact that there are tenants leasing the offices and paying a 
certain amount of money per month before the property is actually sold. In other words, 
selling “expected” value has to do with selling a “business case”, while selling “real” value 
has to do with selling (simply) a business. In addition, selling “expected” value has to do with 
selling products/services while selling “real” value has to do with selling products/services 
AND a market or a stream of revenues. Often, the value of an empty building is below the 
construction costs. A fully rented building, with good tenants, i.e. tenants with long-term lease 
rental agreements has substantial value. Skanska clearly belongs to the “real” value creators. 
Skanska takes a greater business risk by sharing risk with its customers, thereby offering 
“real” value (by selling a business including products/services and a market) and charging a 
premium for it. In fact, the same could be done in the telecom industry. Telecommunication 
systems can be sold based on “expected” value or based on a business case with no 
subscribers or based on “real” value based on a business with subscribers. In the latter case 
system suppliers would need to share risk with its customers to a higher degree but would also 
be able to charge a premium. This means that there are two parallel activities that need to take 
place in the process of creating “real” value in the construction industry; project development 
and market development. If only project development takes place it would be creating 
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“expected value”, often the term “speculative building construction” is used in the 
construction industry (see 2:14/012). Transferring this idea to other industries would mean 
that product development and market development need to be two parallel value creation 
activities in the value creation process. On occasions, and if possible, market development 
should occur prior to project development. This way the business risk is minimized 
[2:10/008]. 
 
[2:10/009] In practice, offering “real” value (see 2:10/008) also means that construction 
companies target two different types of customers simultaneously; the investor who will 
become the property owner and the tenants. As previously mentioned the purpose of targeting 
tenants is to sign lease contracts, which increases the value of the building, before the building 
is actually sold. In a way this is one way of integrating forward without actually moving 
forward in the value chain, a form of “virtual” forward integration. “Virtual” refers to the 
creation of an organizational unit, e.g. an SBU, which acts as an interim customer and 
acquires the output product. In Skanska, the BU Project Development sells properties both to 
external customers and to internal customers, the property management organization 
[2:10/009]. 
 

*** 
 
[2:11/002] Total solutions such as BOT-projects increase value e.g. by transferring risk from 
buyer to seller thereby creating real value rather than expected value (see 2:10/008). Skanska 
has been able to do this both in civil engineering and building construction, e.g. privately 
financed roads in Finland and privately financed prisons and hospitals in England. Political 
will and legislation may, however, be a major enabler for the creation in BOT-projects. In 
Sweden the civil engineering segment in general, and roads in particular, differs from many 
other country markets because there is a strong political pressure not to allow privately 
financing. This is not the case, however, in building constructions. BOT-projects can be seen 
as total solutions because they require competence from various areas including financing, 
capital, i.e. risk capital, and detailed customer expectations (over a long period of time) 
[2:11/002]. 
 

*** 
 
[2:10/024] Total solutions have often end-users is mind. In order to bundle the offering into a 
total solution for end-users, corporations across the value chain may have to cooperate, 
vertically and horizontally or in value constellations including other industries. In the 
construction industry this has been done by Skanska cooperating with IKEA (the Swedish-
based international home furnishings group) in order to create a total “living” solution 
including weather protection (i.e. housing) and interior decoration and design (i.e. furniture). 
The total solution was launched under the name Sensible Housing (“Bo Klok”). The Bo Klok 
solution was designed as a uniform standard product, consisting of at least 18 and at the most 
36 apartments. Bo Klok homes were sold through IKEA home furnishing stores and the 
concept included home furnishing assistance and gift certificate for SEK 3,000 worth of 
furniture purchases at IKEA. A Bo Klok apartment building takes about 5 weeks to erect. The 
rationale for launching such a bundled solution, in the case of Skanska and IKEA, have been 
several, including taking advantage of economies of scope and scale resulting in cost effective 
solutions and combining two or several strong brands. The combination of branding and the 
economies of scope and scale allowed Skanska to target a new segment in the end-user market 
for apartments, a segment with lower spending power. In addition, over time, if the bundling 
solution turn-out to be a success the cooperation between corporations from different 



Analysis construction industry 

 

382

industries may develop to include equity shareholdings. As a consequence, this may result in 
the beginning of two industries merging together. 
 
In 1994 Skanska initiated discussions to cooperate with IKEA with regard to project 
development and marketing. 2-3 years later, in 1997, the Bo Klok-project was launched as 
Skanska completed the first newly developed low-price apartment buildings in Helsingborg 
targeted at customers who prioritize relatively inexpensive housing. Such buildings employed 
a prefabricated wooden construction technique and were sold via the home furnishing 
company IKEA. The project seemed to be a success and several other Bo Klok-projects were 
under construction or in the planning stages. A year after, in 1998, Industrivärden and Inter-
Ikea Finance A.S. together acquired all Custos’ shares in Skanska. Through the transaction, 
Industrivärden became the largest (around 30% of votes and 7% of equity), and Inter-Ikea 
Finance the second largest (around 10% of votes and 3% of equity), shareholder of Skanska. 
In 1999, Skanska Sweden continued to invest in the Bo Klok-concept, nationally and 
internationally. Until 1999, about 300 Bo Klok apartments had been built in seven localities in 
Sweden. The first round of market survey outside Sweden was planned to take place in the 
U.K., Norway and Poland. The cooperation with IKEA was later expanded to include similar 
innovative solutions in the office segment [2:10/024]. 
 
[2:10/025] Around the same year as IKEA had acquired a substantial shareholding interest in 
Skanska, in 1998, Skanska was selected to construct IKEA’s mega retail facilities in Poland, 
Hungary, Czech Republic, and Moscow. By 1999, IKEA had turned into one of Skanska’s 
largest accounts in the construction segment. IKEA’s importance as one of Skanska’s major 
account continued during 2000-2001. Because IKEA not only operated their own mega retail 
buildings but also rented mega retail facilities to other corporations in the mega retail business 
such as Elgiganten, Toys’R’Us, acting as a real-estate company, Skanska was able to gain 
know-how in this particular segment. As Skanska increasingly gained experience in the mega 
retail business, it began not only to construct mega retail facilities for IKEA and IKEA’s 
mega retail customers but also to take active management and ownership responsibilities, like 
any other real estate company in the mega retail business. In 1998, Skanska constructed 
Sweden’s first outlet in Barkaby, Stockholm Quality Outlet AB, and took a 50/50 ownership 
jointly with IKEA. 
 
The process of creating value constellations, and possibly the merger between industries, can 
be described in four different phases; (i) increasing market transactions between corporations 
from the same or from different industries (IKEA becoming Skanska’s second largest 
account), (ii) organizational learning of each-others business through joint product 
development (e.g. total solutions such as Bo Klok), marketing (e.g. through co-branding as 
IKEA/Skanska), and distribution (e.g. Bo Klok was sold through IKEA), (iii) merger or cross 
ownership (IKEA acquired 10% of the votes in Skanska), and finally through (iv) a joint 
ownership of the customer (e.g. by the creation of Stockholm Quality Outlet AB owned by 
IKEA and Skanska) [2:10/025]. 
 
[2:13/013, 2:13/024] In conclusion, in order to avoid sub-optimization and in order to lower 
construction costs and reducing lead-times (and consequently risk) the entire construction 
process across the value chain may have to be better coordinated and better “optimized”. To 
do so, companies need to understand the entire product life cycle of buildings and civil 
engineering constructions (which enables a greater understanding of how costs add up in the 
value chain and across the life cycle of the “product”). The mode (integration, competitive 
market transactions, or cooperative market transactions) and the direction of such 
coordinating efforts (backward, forward, and/or horizontally) are probably important factors 
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for bringing down constructions costs, lead-times, and risk. Current efforts have focused on 
integrating across the value chain (not a very successful strategy as shown by e.g. Skanska’s 
backward integration into e.g. installation segment and as shown by NCC’s horizontal 
integration e.g. into telecommunication) or to allow coordination through market transactions 
(a not very successful strategy if comparing the developments of construction costs with 
general index). Coordinating according to a cooperative, open-book approach (in which risks, 
costs and profits are shared) is gaining popularity lately; one example is NCC’s partnering 
concept. Often however, such cooperative arrangements are focused forward in the value 
chain, i.e. towards the customer. The partnering concept may have to be developed into value 
constellations and include upstream companies as well as horizontal companies in adjacent 
industries or even competitors (in e.g. major projects) in order to be successful [2:13/013, 
2:13/024]. 
 

*** 
 
[2:10/015] There are at least two different ways of analyzing the opportunities provided 
through bundling the offering into total solutions or unbundling total solutions into stand-
alone products. One is to analyze the added value features of the product against those of the 
solution. Consequently, the offering is the point of departure. Another is to analyze the value 
creation process across the value chain and throughout the life cycle of products. 
Consequently, the value creation process is the point of departure. Often, looking into the 
offering aims at creating additional value or more value at the same cost. The “process” 
approach for analyzing the opportunities of total solutions aims at reducing cost across the 
value chain or the life cycle of the product, i.e. looking into the possibility to deliver the same 
value at a lower cost. The offering and the creation of added value has been a common 
approach in the telecommunication industry, while the process and cost approach has been a 
common approach in the construction industry. Skanska analyzes the life cycle costs and the 
value circle (rather than the value chain) of their products and total solutions. Skanska’s 
strategy in this respect is to develop solutions that maximize value and minimize costs during 
the value creation process throughout the life cycle of their products/solutions. 
 
In either case, however, there may be restrictive factors to the bundled/unbundled solution. 
Among those factors are the industry structure and the division of work between industry 
players. The industry may or may not accept new entrants in segments of the value chain. In 
the construction industry M&As have been the only option for gaining access to e.g. service 
components such as facility management. In the telecom industry, the outsourcing of e.g. 
network O&M services was not a feasible option because the industry, in particular the 
operators, had no competent company to outsource to. In addition, if one such company 
existed, competition in this segment was low and costs high. Another factor is profitability of 
unbundled components, e.g. it may not be possible to market unbundled components with a 
profit margin. In the construction industry it has become more difficult to market stand-alone 
buildings with no tenants, which in turn requires the construction companies to develop 
facility management services. Components in a solution need to be profitable stand-alone if to 
be unbundled or need to be bundled into total solutions if unprofitable. Thus, bundling into 
total solutions may be a requirement rather than an opportunity. A third factor is the 
possibility to retain (or gain) cost control and hence the possibility to manage costs. A fourth 
factor is related to core competence and the development of such through organizational 
learning. In bundling into a total solution the corporation needs to have competencies in 
certain product areas as well as in total solutions. In unbundling into stand-alone products, 
e.g. through outsourcing, corporations may lose their ability to manage costs and to develop 
competencies in such outsourced product areas [2:10/015]. 
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*** 

 
[2:10/002, 2:10/005] From a strategic perspective, it has been argued that system sales may 
generate higher profits, however require companies to repositioning in the value chain into 
segments where profit levels are the highest. The highest profit levels may, however, be a 
moving target and require a continuous process of adaptation through e.g. 
bundling/unbundling of the offering and the corporation in order to fit the boundaries of the 
industry’s highest profit pool and the customers’ requirements of product aggregation in such 
a pool (Gadiesh and Gilbert, 1998). Others argue that often the highest profits in an industry 
are found down-stream in the value chain, requiring companies to integrate forward in the 
value chain by means of bundling products and services (Wise and Baumgartner, 1999). 
Consequently, the scope of offering (at functional level of strategy) and the boundary of the 
firm (at corporate level of strategy) are intimately related strategic dimensions. 
 
Systems from a “functional” perspective are intimately related to the strategic as well as the 
industry perspective on systems. Because profits are higher downstream in the value chain, 
Wise and Baumgartner (1999) argue, that is where companies should move. Implicitly, this 
assumption is valid for mature industries. The reason, according to Wise and Baumgartner 
(1999), is that most industries are faced with a saturated demand and an installed base of 
products that continuously need to be operated and maintained. In addition, downstream 
service markets tend to have higher margins and lower capital costs because such markets 
require less investment in fixed assets. Product manufacturers, in order to capture the benefits 
of downstream markets, need to rethink their products; product sale is important mainly 
because it opens the door for the provisioning of services. Some companies could even benefit 
from rethinking their business model by giving away products and capitalizing on services 
targeted at the installed base or giving away products and capitalizing on the solution offered 
to customers (e.g. giving away computers/cellular phones in return for long-term internet 
service/cellular service contracts). Hence, such a business model, e.g. to provide solutions, 
aims at offering maximum value at the lowest cost to customers throughout the entire 
lifecycle of a product. 
 
Empirical evidence shows that that the above theory, including focusing on the installed base 
of products and consequently on downstream service markets, is valid provided top 
management hold a reactive and outside-in perspective on their business strategy aiming at 
adapting to industry demand. Nonetheless, a proactive, inside-out, industry creation 
perspective aiming at creating industry demand may imply that business should in fact focus 
on product manufacturing and sales and consequently on upstream markets. In the beginning 
and mid 90’s Skanska experienced a saturated demand in their real estate business and 
consequently in new project development and constructions operations. Skanska had therefore 
focused on the downstream service markets through real-estate management in which 
revenues are generated from lease contracts and rents. In fact, Skanska’s core businesses were 
defined as construction related services and real estate management. In Sweden, during such 
a period (1996), Skanska had substantial equity holdings in real estate companies such as JM, 
Drott, Norrporten, Piren, Pandox, Klövern and a number of smaller real estate companies such 
as Novum in Stockholm and Hälsan in Jönköping. During the latter part of the 90’s and the 
early 2000’s Skanska began to sell a substantial part of its holdings in real-estate and to invest 
such capital in project development and constructions, e.g. JM was sold during 1997 through 
to 2000, Drott in 1998, Norrporten and Piren in 2000, Pandox during 1997, and Klövern in 
1997. In essence, Skanska refocused upstream. During this period Skanska Real-Estate was 
renamed Skanska Project Development. The capital generated from such sales was invested in 
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project development and constructions, primarily in markets outside Sweden, e.g. the U.S. 
This show that even in a mature industry such as the construction and real estate, corporations 
have a strategic choice to make, to focus on manufacturing upstream or servicing the after 
market downstream. These alternatives are available also in mature industries such as the 
construction and real-estate industry. It also shows that the scope of offering and the boundary 
of the corporation are intimately related [2:10/002, 2:10/005]. 
 

*** 
 
[2:10/005] Increasingly corporations try to command the entire value chain by becoming 
responsible for “designing total solutions” (towards the end customers) in which its core 
products are fitted in. One example is Skanska’s focus on project development in which 
constructions services are fitted in. Being responsible for the design of total solutions brings 
several advantages to the corporation. A greater scope through design does not tie-up capital 
and it allows for a light balance sheet (possibly increasing profitability) and greater 
investments in core areas. It also allows the corporation to retain control over the entire value 
chain, and it allows to secure a market for its core products [2:10/005]. 
 

*** 
 
[2:10/016, 2:14/013] Changing the scope of supply and the corporation’s industry 
participation, or scope (i.e. the boundary of the firm), may require the corporation to change 
its business logic, e.g. how performance is measured, what competencies that are required to 
implement such change, etc. 
 
One way of commanding the value chain without having to integrate forward/backward, and 
without tying-up capital is to take responsibility for design activities and delivering total 
solutions. In the construction industry this means to take responsibility for project 
development/management. By being responsible for the design work and project 
development/management, construction corporations such as Skanska are able to decide (in 
cooperation with the end-user) on the architectural design and lay-outs, what materials to use, 
etc. In addition, it requires taking responsibility for the entire life cycle of the product or 
project being sold. Because life cycle analysis is more a financial issue rather than technical, 
taking responsibility for the design of total solutions and project development/management 
requires financial competencies, including risk assessment in the tendering phases of the 
project. Becoming the leading project development/management corporation in order to 
commanding the industry has been a clear corporate strategy of Skanska’s. Nonetheless, 
aiming at taking design and project development/management responsibility means that many 
different competencies, in addition to technical competencies (such as competencies in 
specific technologies, e.g. wooden construction, but also project development/management 
competencies), may need to be developed. In 1996 Skanska identified project financing as one 
key competence area that it needed to strengthen in order to be able to realize its planned 
strategy. 
 
In 1997, Skanska reviewed its entire strategy. The objective of such review was primarily to 
adjust Skanska’s strategy, operations and organizational structure to new market demands. 
Skanska aimed at offering its customers resources throughout all the different phases of the 
construction process, from the concept phase to planning, financing, construction and the 
after-market. This meant that Skanska had to increase its participation across the value chain 
in order to offer so called total package solutions, including planning (e.g. development of 
concepts and design) through construction process to financing and after-market (e.g. O&M). 
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By 1998 it became evident to Skanska that developing its competencies in financing and risk 
assessment in financed projects (e.g. BOT-projects) was a prerequisite for commanding the 
value chain. Offering and developing total solutions and becoming responsible for project 
development/management required the understanding the life cycle of its products/projects 
from a financial perspective. By 2000 Skanska’s strategy included to focus on BOT-projects 
in a packaged solution, however with Skanska largely procuring the services from specialized 
subcontractors. As a consequence, Skanska developed a methodology for carrying out a risk 
assessment. This included an analysis of risks connected to the construction portion of the 
project, as well as an analysis of the risks associated with an ownership role and responsibility 
for management of the facility. As Skanska’s business changed to include financed projects it 
also needed to change its financial strategy and financial performance measures. Skanska’s 
financial strategy was fine-tuned and specified in greater detail. Such strategy included, 
among other things, to improve evaluation of pricing and risk in the tender offer stage, 
decrease the capital tied up in fixed assets for contracting operations. Skanska also fine-tuned 
the performance measures of its operations. Skanska’s performance was now to be measured 
differently depending on the nature of the operations; (i) construction-related services was to 
be measured in terms of operating margin, (ii) commercial and residential project 
development and the BU Skanska BOT were capital-intensive businesses, and performance 
was to be measured in terms of return on capital employed [2:10/016, 2:14/013]. 
 

*** 
 
[2:13/014] As the construction industry is moving away from tendering based on technical 
specifications towards functional specifications this also changes the role of marketing. A 
sales process based on technical specifications is more an engineering type of work related to 
product development (often conducted prior to the sales process) and a technical statement of 
compliance (during the sales process). Estimating the value for money is the responsibility of 
the buyer. A functional specification, however, requires a greater understanding of customer 
needs (which can be obtained through personal relationships or market research) as well as 
the skills to communicate how the proposed solutions will fulfill such needs. Estimating the 
value for money is the responsibility of the seller. As a consequence, moving into functional 
or system sales is not only a matter of bundling products into solutions. The role of marketing 
becomes more complex and more important for succeeding [2:13/014]. 
 

*** 
 
[2:14/001] Expanding the scope of supply may add more cost than value. One example found 
upstream in the value chain is found in the Södra case, and Södras’ supplier of plasterboards, 
Gyproc. Gyproc expanded its less differentiated core product, plasterboards, with highly 
qualitative and differentiated technical support. Only the plasterboard carried the price. What 
happened was that customer purchased plasterboards from other manufacturers and requested 
Gyproc’s support in e.g. installation. For Gyproc this meant adding cost rather than value. 
Consequently, expanding scope, by adding services and augmenting the product, possibly 
moving into systems and solutions, may require that that the entire offering and the business 
model (e.g. price carriers) needs to be redefined in terms of core offering, price carrier, etc. 
[2:14/001]. 
 

*** 
 
[2:14/002] The development of systems and solutions often require to cooperation in product 
development, e.g. in developing standard product/module interfaces. However, it often 
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requires a much broader cooperation and the parties may in fact benefit by cooperating in 
other areas than just product development. Södra in marketing “lightweight wooden 
technology and systems” including Gyproc’s plasterboards cooperate not only in product 
development but also in marketing and sales. The rationale is that Gyproc can assist Södra in 
designing the final solution, assist in answering to the technical specification (e.g. technical 
compliance in a proposal), calculating cost/prices, etc. In addition, there is an opportunity for 
both Södra and Gyproc to target their existing customer base with new products and solutions 
[2:14/002]. 
 

*** 
 
[2:14/004] Providing additional value (e.g. in terms of differentiation or lower cost) as a new 
product or technology is introduced is not sufficient for becoming successful. An important 
success factor is to be able to minimize uncertainty and the perceived risk associated with 
such new product. This can be done in various ways. One way is to educate the market, 
directly or indirectly. Another way is to share risk. A second important success factor is to be 
able to deliver the offered solution. The entire value chain needs to be created. The Södra case 
provides a good example on how this can be done. One of Södra’s offering in “lightweight 
wooden technology and systems” is a system of joists. Wooden joists are at least equally good 
in terms of quality and cost if compared to steel joists. Quality refers to e.g. the fulfillment of 
functional specifications and requirements, e.g. in terms of fire safety. However, wooden 
joists have the benefit of being relatively lightweight. Is this enough for Södra to succeed? 
Probably not; customers need to be educated in order to know how to use this new technology 
in a building construction. In this respect Södra has developed a handbook for wooden, 
multistory building construction containing all the technical details. Because Södra’s systems 
are used in such a handbook it is also a valuable marketing tool. This is one example of how 
Södra worked in a very direct way to educate the market, in particular potential customers and 
their project managers. Because most schools and universities teach concrete technology and 
little time is spent on wooden technology most graduate engineers choose concrete 
technology, i.e. a technology they know reasonably well. Indirect efforts on Södra’s behalf 
have consequently concentrated on working towards schools and universities, teaching them 
how to use wooden technology. Another indirect way to increase the know-how in the market 
is to create competition. Competition will most certainly emerge as Södra turns successful. 
Risk-sharing means as a minimum to be able to guarantee functionality, quality, costs, 
timeframes, etc. In creating the value chain Södra has defined its position between the forestry 
and the construction industry and been forced to securing supply (e.g. Södra Group, Gyproc) 
and manufacturing (e.g. LB-Hus), as well as delivery, installation (e.g. NCC, Skanska), etc. 
[2:14/004]. 
 

*** 
 
[2:14/006] A different way of looking at Södra’s ambition to create a new value chain, 
particularly as a new and small player, is to regard Södra’s efforts as a way of establishing the 
virtual organization. Only the design and marketing of the offer, as well as the coordination of 
activities for materializing the offer is kept in-house, all other activities are outsourced. 
Substantial outsourcing, hence, not only allows for decreasing capital costs and increased 
flexibility; it allows focusing on the customer, through marketing, and the offer, through 
technical design. In addition, the “new value chain” or the “virtual organization” does not 
interfere much with the existing industry structure as the offer, in Södra’s case, only competes 
downstream the value chain; the risk of retaliation is lower. Consequently, the “virtual 
organization” may be a successful way to market entry [2:14/006]. 
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*** 

 
[2:10/004] Traditionally market oriented corporations have organized according to its target 
markets or customers. Product oriented corporations, however, have organized according to 
its product portfolio. A combination of both has been tried in product/market matrix 
organizations. These traditional organizational forms can be said to reflect the strategic 
content (e.g. the target segments in focus) and context of the corporation (e.g. the internal 
context in terms of market/product focused corporate culture). A new logic for the corporate 
structure is being developed as corporations organize to reflect the strategic process both in 
market and product driven organizations. E.g. Skanska, on a corporate level, is nowadays 
focused on organizing according to the product life cycle of their products (which can be said 
to be a process oriented structure in product oriented corporations) and the value creation 
process across the value chain (which can be said to be a process oriented structure in market 
oriented organizations), e.g. project development, construction, real-estate management. 
Because strategic content, context and process are intimately related, changing the logic for 
the corporate structure (organizing according to the strategic content/context and according to 
the corporation’s target segment and products portfolio to organizing according to the 
strategic process and according to the corporation’s main value creating processes in the value 
chain) does not necessarily mean that the organizational chart need to be altered. Rather, it 
may serve the purpose of creating an understanding of the corporate strategy, and 
consequently, the foundation for people within the organization to follow the corporate 
strategy. Reflecting the process rather than the content of strategy in the corporate structure is 
to say “we are engaged in the following value creation processes and organize accordingly”, 
rather than “we produce products to serve certain customers/segments”. 
 
From 1994-1995 Skanska’s corporate structure had been a “traditional” one reflecting its 
markets and products. In 1996-1997, as Claes Björk became president and CEO, a shift began 
to occur in the logic for the corporate structure. E.g. a greater emphasis was put on the 
corporation’s constructions management capabilities and BOT capabilities. The purpose of 
the new corporate organization implemented in 1997 was to broaden Skanska’s construction 
processes and generate new business opportunities in both the conceptual and planning phases 
as well as in the after-market, including operation, servicing, maintenance, renovation and 
modernization. The value offered to customers was lower life-cycle costs. By 2000 the new 
logic based on Skanska’s strategic processes was reflected in the corporate structure, 
including project development (including BOT in 2001), constructions, and real-estate 
operations [2:10/004]. 
 

*** 
 
[2:10/023, 2:11/022] As mentioned, industrialized production in the construction industry 
may require the corporate structure to organize according to its processes rather than its 
products or markets (see 2:10/013). The main difficulty may however be related to the 
organizational learning because of the complex flow of information between internationally 
spread BUs, companies, and projects. Consequently, in addition to a process oriented 
organizational structure, the corporation may need to create processes and procedures and to 
establish information systems that are able to diffuse the individual learning throughout the 
organization thereby creating an organizational learning process. An example of a 
development project in this direction is the IT-based Skanska Knowledge Network. Skanska 
Knowledge Network was put in operations during 2001 and contained information on all 
completed and ongoing projects within Skanska and names of the individuals in charge of 
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them. The idea was to support networking among employees and thereby support the 
diffusion of the know-how of individuals’ [2:10/023, 2:11/022]. [2:11/005, 2:14/022] With 
regard to processes, and in addition to information systems, organizational learning can also 
be managed by deploying people that participated in successful projects in new projects, often 
in leading positions. The benefit is that not only the experiences and know-how is transferred 
from one project to another, also the positive spirit in successful projects are spread across the 
organization. This “cultural” or “social” dimension of projects can never be created through 
e.g. the implementation of IT-systems. One example from the construction industry is that 
Skanska systematically puts the people that participated in the Öresund Bridge project, a 
project considered to have been highly successful and a project in which a highly positive 
culture was developed in terms of interpersonal attitudes, in leading positions in various other 
projects. Skanska expects not only their know-how to be transferred across the organization 
but equally important the positive attitude that needs to be present in any successful project 
[2:11/005, 2:14/022]. 
 
[2:10/013, 2:13/022] Corporation that engage in large scale projects, such as the system 
suppliers in the telecommunication and construction industry, may benefit from organizing 
according to its strategic processes (see 2:10/004). The process logic as a basis for organizing 
the corporate structure offers one possibility to benefit from the advantages of industrialized 
production and manufacturing (e.g. economies of scale) despite the fact that the construction 
industry has “mobile manufacturing facilities and fixed products”. Consequently, 
industrializing construction may be done by creating a process organization, one that mirrors 
the manufacturing/construction process [2:10/013, 2:13/022]. 
 

*** 
 
[2:12/003] Construction costs have increased during recent years. The larger construction 
companies have not been able to capitalize on economies of scale because of the decentralized 
purchasing process on a project level. Consequently, corporations such as Skanska have tried 
to centralize purchasing on SBU or even corporate level. NCC, however, made an effort to 
decentralize and localize purchasing at project level while simultaneously centralizing and 
internationalizing at corporate level (1995-2000). Such efforts included strategy (e.g. to 
reduce the total number of suppliers, thereby increasing coordination within the purchasing 
function and reducing purchasing-related overheads), organization (e.g. the established of an 
international procurement management organization on European level in Berlin in order to 
coordinate and optimize purchases of building material and subcontractor services), 
management (e.g. the establishment of NCC Sourcing Committee aiming at coordinating the 
procurement function through-out the entire purchasing process), support systems (e.g. the 
development and implementation of the IT-system VINST for project management and 
purchasing linking the project level requirements and corporate level management of 
purchases as well as the implementation of e-business portals supporting sales and purchasing 
activities by enabling the use of electronic invoices and call orders). As it became obvious to 
NCC during 2001 that costs were not brought down by centralizing purchasing activities on a 
corporate level, such efforts were discontinued [2:12/003]. 
 

*** 
 
[2:12/008, 2:13/016] It seems that the project culture is stronger than the corporate culture in 
project oriented organizations such as those in the construction industry. This means that 
formal processes and procedures as well as the mechanistic view on management through the 
formal chain of command in the line organizations are difficult to implement. NCC’s 
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corporate management realized this in 1999 and tried to change in 2001 and onwards. In these 
organizations it is likely that strategy follows structure, and that structure is a result from the 
business environment. 
 
In previous years, NCC had worked to create a corporate structure that was controllable and 
manageable. By 1999, however, the corporate management team recognized that they had 
probably missed-out one important factor for managing the corporation; the corporate culture. 
This was assumed to be particularly important for NCC due to its decentralized organization 
with thousands of different projects in several countries. Consequently, for NCC to be 
controllable and manageable, corporate management had not only to find the “optimal” 
corporate structure but also to create a strong business and corporate culture. 
 
Corporations such as NCC, however, have not been very successful in creating a strong 
corporate culture (in comparison with the project culture). There are at least two factors that 
may have contributed to such failure. 
 
One is that it seems that the analysis with regard to changing the corporate culture is correct 
(i.e. a project oriented corporations cannot be managed through a mechanistic view on 
management and the creation of the “right” corporate structure, rather it must be managed, or 
allowed to manage itself, through the creation of the “right” corporate culture), however, the 
process of changing the corporate culture has followed the traditional mechanistic view on 
management. One example can be found in the NCC case. In 2001 the new CEO announced 
NCC’s core values (honesty, respect and reliability) as well as some behavioral guidelines 
(focus, simplicity and responsibility) in order to support the development of a new corporate 
culture. In order to establish such values and behavioral guidelines throughout the 
organization a special program was launched. The program, targeted at all employees, 
included an internal training course in corporate culture, ethical behavior and business morals. 
In addition, a compulsory training course in the field of competitive legislation was launched 
targeted at both managers as well as other relevant employees. The change process, thus 
included a two-step process; the CEO announcing the new corporate culture, followed by 
formal training accordingly; a rather mechanistic approach to changing the corporate culture. 
 
The second factor is that corporate management has implicitly pushed for the creation of a 
strong project culture (rather than a corporate culture). E.g. project organizations have their 
owned names, and projects themselves are branded under their own brands (e.g. Kista Science 
Tower). In addition, profit and loss responsibility has been pushed to the project organization. 
These efforts are beneficial for creating loyalty towards the project, or the value constellation 
should several companies be included in the project organization. Although this may be 
beneficial for the project and consequently for the corporation, management should not expect 
that such efforts create a strong corporate culture, on the contrary, they create a strong project 
culture. Today, NCC realizes that there is a downside to branding individual projects; NCC is 
abandoning the idea of branding individual projects under the slogan “one name, one brand, 
one company” [2:13/016]. 
 
Consequently, there is a clearly dilemma embedded in branding projects (e.g. Kista Science 
Tower) and project organizations. Such brands may attract customers however “push away” 
employees from the corporation towards the project organization [2:12/008, 2:13/016]. 
 

*** 
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[2:12/011] Working closely with customers and assisting customers to specify the required 
functionality (see 2:12/010) is a relatively new in the construction industry. One way forward 
is to create a key account management organization, for the B2B segment, as well as point-of-
sales, for the B2C segment (see 2:12/020) [2:12/011]. 
 
[2:13/019] In order to create long-term relationships with customers, a key account 
management organization has been suggested by e.g. NCC. Such an organization may also be 
required in order to be able to offer complex functional solutions. According to NCC, long-
term relationships and the ability to discuss and solve different issues that may occur during a 
project is one of the things that differentiate NCC from Skanska. In addition, according to 
NCC, long-term relationships may bring other benefits to both the seller and the buyer; it 
develops innovations through interaction and creativity. From NCC’s perspective, the 
importance of the social dimension to value creation is clear. However, if customers are to be 
targeted through key account managers, the implicit question asked by NCC is how to target 
other stakeholders in a similar way (see also 2:13/017, 2:13/018). The simple answer may be 
that other stakeholders need to be targeted indirectly, through the network of relationships and 
interdependencies that exist, or through the creation of value constellations [2:13/019]. 
 
[2:13/021] According to NCC there is clearly an economic as well as social and emotional 
rationale for attracting customers as well as an economic as well as social and emotional 
dimension to value creation [2:13/021]. [2:13/023] It is evident from the NCC case that 
innovations have both a technical as well as a social dimension to it. In developing so called 
intelligent buildings together with Ericsson NCC learned that the great challenge to such 
innovation was not so much the technical difficulties but rather the adoption process and how 
to get the acceptance from customers. Today NCC continues to develop innovations under its 
“future lab” and expecting “intelligent buildings” to take off in the future. This also shows the 
importance of being able to create and offer value that appeals to the economic and well as the 
social rationality of the target market [2:13/023]. 
 

*** 
 
[2:13/022] NCC has had similar problems as Skanska in creating a learning organization due 
to e.g. dispersed projects. Similarly to Skanska, NCC have suggested and tried the 
development best practices and benchmarks, a corporate culture that stimulates the sharing of 
know-how, an organic and networked organizational structure in which decisions are made 
bottom-up (with managers acting as coaches rather than decision makers) rather than a 
mechanistic structure in which decisions are made top-down [2:13/022]. 
 

*** 
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Table 12:3 Summary of identified RoF: functional level bundling through systemization 
Functional level   
Sub-supplier Systems supplier  Operator 
[2:14/001] expanding scope of 
supply  ● risk of adding more 
cost than value unless business 
model (e.g. price carriers) is 
reexamined 
 
[2:14/002] development of systems 
and moving into systems sales  ● 
may require vertical/horizontal 
cooperations in e.g. R&D, 
marketing and sales, etc.  may 
enable targeting of new customer 
segments 
 
[2:14/004] market entry through 
innovations (e.g. new system 
solutions, new materials, etc.)  ● 
differentiation and increase value 
or lower costs for customers  
increases the customer’s perceived 
risk (due to uncertainty with regard 
to the unknown solution, 
technology, etc.)  minimize the 
perceived risk through e.g. risk-
sharing, education, or through the 
creation (if possible) of a 
competitive market (the 
differentiation effect may however 
disappear) 
 
[2:14/006] market entry with a new 
system solution or new technology 

 ● may distort the existing value 
chain in terms of structure, power 
balance, etc. (risk of retaliation 
from incumbents) or require to 
establish a new value chain (costly) 

 create virtual organization 
(retaining design, marketing/sales, 
and industry coordinating for 
materializing the new system 
solution in-house) in cooperation 
with existing value chain 

[2:10/008, 2:10/009] solutions, 
including products, services as well 
as the customer’s customer (e.g. 
leasing a building before it is sold 
to increase value of building)  ● 
“real” value i.e. a stream of actual 
revenues (rather than “expected” 
value based on a “business case”) is 
created  risk sharing between 
seller and buyer (seller’s risk 
increases and buyer’s risk 
decreases) ● virtual forward 
integration 
 
[2:11/002] privatization and 
political will  ● drives total 
solutions and BOT projects (e.g. 
roads, hospitals, prisons, etc.) 
 
[2:10/024, 2:10/025] total solutions 

 ● focus on the end-user rather 
than the immediate customer or 
customer’s customer  vertical 
and horizontal cooperations or 
creation of value constellations 
(e.g. between unrelated industries 
such as constructions and furniture) 

 economies of scope, e.g. in 
branding (e.g. IKEA and Skanska 
in the Bo Klok-projects) and scale, 
e.g. by targeting new customer 
segments (e.g. lower-end segments) 

 potential for industry merger 
through e.g. equity investments 
 
[2:10/015] bundling/unbundling 
decision  ● analyze value of 
offering, i.e. bundled solution vs. 
unbundled products (in order to 
create additional value at same 
cost) and the value creation process 
across the value chain and 
throughout the life cycle of 
solutions and products (in order to 
deliver the same value across the 
life cycle at lower cost)  
restrictions to entry with a 
bundled/unbundled solution include 
high entry barriers, possibility to 
retain cost control, core 
competence required and 
possibility to develop such through 
organizational learning (e.g. 
systems integration), unprofitable 
unbundled, stand-alone 
product/component 

[2:09/010] customers’ outsourcing 
 ● enables real-estate company 

to create “solutions” (e.g. including 
FM services)  provides real-
estate company with long-term 
indirect profits through retention of 
customers/tenants and long-term 
lease contracts (through which the 
value of the building increases if 
sold) 
 
[2:09/010] creation of “solutions” 

 ● potential internal competition 
with existing business (e.g. FM 
services compete with “traditional” 
O&M services)  profit margin 
decreases 
 
[2:09/018] development of total 
solutions  ● higher commitment 
from the customer (e.g. to establish 
long-term lease contracts)  
possibility to reduce business risk 
 
[2:13/012] concentration of real-
estate portfolios  ● economies of 
scale in value added services, e.g. 
FM-services 
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Functional level   
Systems supplier (cont.) Systems supplier (cont.) Systems supplier (cont.) 
[2:10/002, 2:10/005] scope of 
offering (at functional level of 
strategy)  ● the boundary of the 
firm (at corporate level of strategy) 

 scope of offering (at functional 
level of strategy) 
 
[2:10/005] taking responsibility for 
designing total solutions  ● 
increase scope of offering while 
keeping “light” balance sheet, 
increases ability to command value 
chain, “secures” markets for core 
products, frees capital for e.g. 
investments in core products 
 
[2:10/016, 2:14/013] change of 
scope of supply, e.g. by taking 
responsibility for project design, 
project management, O&M, etc. (as 
in BOT-projects)  ● change the 
boundary of the firm  change the 
business logic, e.g. price carrier and 
corporate performance measures 
(e.g. operating margin vs. return on 
capital employed as in Skanska)  
change in required core 
competence, e.g. risk assessment 
and financial management 
 
[2:13/014] change from technical 
specifications to functional 
specification in purchase/sale  ● 
bundled solutions are offered  
change the role of marketing, e.g. 
responsibility for estimating value 
for money changes from buyer to 
seller, seller’s technical statement 
of compliance changes to 
functional and financial statement 
of compliance 
 
[2:10/004] change of focus from 
content and (external) context of 
strategy (i.e. in terms of products 
areas and market segments) to 
process of strategy (e.g. in terms of 
handling PLC across the value 
chain and after market)  ● 
change from product/market 
oriented structure to a process 
oriented structure with less focus 
on hierarchies and more focus on 
culture as a management tool (i.e. 
the internal context) 

[2:10/023, 2:11/022, 2:11/005, 
2:14/022, 2:10/013, 2:13/022] 
project based organizations with 
“fixed products and mobile 
manufacturing facilities”  ● 
difficult to establish learning 
organization and industrialize 
production  establish 
standardized processes and 
procedures and process oriented 
structure, information systems, 
systematically re-deploy people 
that participated in successful 
projects across new projects in 
order to spread know-how and to 
spread the “cultural” dimension of 
successful projects 
 
[2:12/003] project organizations  
● difficult to centralize (e.g. 
purchasing) on corporate/SBU 
level primarily because project 
culture is stronger than 
corporate/SBU culture (centralizing 
refers to strategy, organization, 
management, and support systems) 

 each component in a system is 
purchased ad-hoc which increases 
total system costs 
 
[2:12/008, 2:13/016] strong culture 
on the project level of the 
corporation  ● outside-in 
strategy formation process  
formal processes and procedures as 
well as a mechanistic view on 
management through the formal 
chain of command in the line 
organization are difficult to 
implement as project culture is 
stronger than corporate culture  
corporate management through the 
creation of the “right” culture 
 
[2:12/008, 2:13/016] project 
branding, profit and loss 
responsibility at project level, etc. 

 ● project culture is encouraged 
 attracts customers while 

“pushing” away employees from 
the corporation to the project 
organization 

[2:12/011, 2:13/019, 2:13/021] 
functional sales  ● close 
interaction with private customers 
(e.g. through establishing Points of 
Sales) and industrial customers 
(e.g. through establishing KAM 
organization) in order to establish 
functional specification and for 
differentiation as well as for 
creating innovations 
 
[2:13/022] creation of value 
constellations including various 
stakeholders in developing a 
solution  ● social relationships 
and close interaction  effective 
communication and cost effective 
solutions 
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12.2.2 Functional level unbundling - modularization 
[2:09/024] Shorter length of lease agreements in combination with the fact that different 
tenants often require different office-lay-outs, as well as changing philosophies in and office 
lay-outs, has increased costs for managing office premises. Adapting office premises to 
changing requirements has a direct costs as well as an indirect cost because real estate 
companies cannot lease the premise while under remodeling. As a consequence, changes in 
customer requirements drive real estate companies to look for flexible buildings and modular 
designs [2:09/024]. 
 

*** 
 
[2:10/010] Often the customers of new development properties in the construction industry 
are originally tenants in managed properties. This means that most new projects originate 
from repeated sales. These customers are often looking for expanding (larger office space), 
greater flexibility (e.g. office space adapted to their specific needs), higher cost efficiency 
(newer buildings are often more expensive per sq. m., however, less space is required due to 
better space efficiency in newer buildings), better services and technology (e.g. IT solutions). 
Consequently, new construction projects are not a one time deal as one could have expected. 
Building long lasting relationships and being able to adapt to changing customer requirements 
cost effectively are thus also important in the construction industry [2:10/010]. 
 

*** 
 
[2:10/026, 2:12/009] Because products and services in a typical construction projects totals 
around 70% of the total construction cost, supply, purchasing, logistics and quality are 
important areas for improvement. The change process in this respect has often focused on 
centralizing purchasing activities and developing a structured and limited network of suppliers 
as well as utilizing standardized processes and procedures. However, corporations tend to 
“forget” that in order to successfully standardize processes, many times the end result, or end 
product, must be standardized through standardized components. Moving towards industrial 
construction through modularization has not really been a prioritized area among construction 
companies such as Skanska primarily because it ties up capital and burdens the balance sheet 
(see 2:10/029). Skanska provides a good example of how processes can contribute to a cost 
effective construction process. During the mid 90’s standardizing processes was a main 
concern of Skanska’s, however, modularization and standardization was often a forgotten 
issue. 
 
Already in 1991, Skanska launched an improvement program named Total Time Thinking 
(“Total Tids Tänkande”) or 3T aimed at reducing lead-times and increasing quality through 
continuous improvement of working processes and procedures, thereby reducing costs and 
increasing customer satisfaction. By 1994, Skanska estimated that the 3T-program had 
resulted in a 20%-30% time reduction in the entire construction process. In part because of the 
success of 3T, Skanska launched “Skanska’s Way of Working” between 1994 and 1995, a 
new efficiency and quality program based on the 3T-program. With regard to supply and 
purchasing, by 1994, Skanska aimed at centralizing purchasing activities and developing a 
limited network of suppliers across Europe thereby increasing efficiency in the flows of 
materials and capitalizing on global economies of scale. Information technology was 
considered essential in the process of restructuring procurement. During 1995 and onwards, 
the process of creating more efficient functions in purchasing and logistics and improving 
flows of materials as well as working processes and procedures, aiming at lowering 
purchasing costs, Skanska began to increase the coordination between all of Skanska’s 
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purchases and to increase cooperation with more closely selected suppliers. By 1995, Skanska 
estimated that its efforts had led to significant improvements. Compared to in 1991, 
Skanska’s Swedish Construction had achieved its target of reducing project lead times by 
30% and the number of defects noted at final inspection by 50%. During the entire period 
standardizing processes was a main concern of Skanska’s, however, modularization and 
standardization was often a forgotten issue [2:10/026, 2:12/009]. 
 

*** 
 
[2:10/029, 2:11/008] Industrial construction (see 2:10/004, 2:10/013) through modularization 
has not really been a prioritized area primarily because it ties up capital and burdens the 
balance sheet. As will be discussed further up in the corporate organization (corporate 
management level) short-term, financial performance is prioritized, while strategic and long-
term performance, including product and market development is prioritized further down in 
the organization (strategic business unit level and lower). In 1996 Skanska’s development 
efforts (often on an SBU level, e.g. the BA Teknik/SektionsByggarna) focused, among other 
things, on industrial construction and the development of standardized, modularized, and 
prefabricated cost effective products, components and modules. Among other things, Skanska 
launched a small office module for short-term rentals and a standardized industry building in 
concrete. During the same time, in 1996, Skanska (on a corporate level) declared that one of 
its areas for improvement was financial management. In prioritizing between modularization 
and industrialization on one hand, and financial management, on the other, Skanska choose 
the latter. It has been argued that industrialization through modularization and standardization 
ties up capital and burdens the balance sheet. Two conclusions can be drawn from the 
Skanska case, further up in the corporate organization (corporate management level) short-
term, financial performance is prioritized, while strategic and long-term performance, 
including product and market development is prioritized further down in the organization 
(strategic business unit level). Consequently, it reasonable to say that top-down organizations 
are inclined to be financially driven compared to bottom-up organizations that often are 
product and/or market driven [2:10/029, 2:11/008]. 
 

*** 
 
[2:12/007] Industrialization through specialization (e.g. services and telecommunication in the 
building segment) and standardization in specific product areas (e.g. NCC’s total-package 
concept in the housing segment) contributes to the organizational learning through repetition. 
By 2001 NCC’s specialization efforts were further defined on four different levels. On a 
global level, it meant to focus on BOT, Tunneling, and Telecom, on a Nordic level to focus 
on housing and property development, on a national level to focus on building services and on 
a regional level to focus on customer knowledge [2:12/007]. 
 

*** 
 
[2:09/025] One of the forces driving specialization in the real estate segment has been the 
capital market. It used to be that the real estate companies focused on residential or 
commercial buildings, or both. Today specialization has increased including office, shops, 
mega retailer, hotels, industrial buildings, etc. It is likely that because the business logic of 
each segment is different the capital market would like to be ale to isolate them in order to 
“understand” them. From the perspective of real estate companies, complying with the 
requirements of the capital market by means of specializing may imply that risk increases and 
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that certain financial opportunities are lost, e.g. financing of commercial real estate through 
residential real estates (see 2:09/006, 2:09/023) [2:09/025]. 
 

*** 
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Table 12:4 Summary of identified RoF: functional level unbundling through modularization 
Functional level   
Sub-supplier Systems supplier Operator 
No major strategies identified 
affecting value chain 

[2:10/010] modularization  ● 
cost effective customer adaptation 

 long lasting relationship 
between seller and buyer  
repeated sales 
 
[2:10/026, 2:12/009] increasing 
construction costs  ● 
modularization and development of 
standard products and components 

 standardization of processes ● 
centralization of purchasing 
activities  structured and limited 
network of suppliers  industry 
consolidation 
 
[2:10/026, 2:12/009] increasing 
construction costs  ● industrial 
construction  increased capital 
costs (manufacturing facilities tie-
up capital)  burdens the balance 
sheet and lowers ROA  in order 
to increase shareholder value (or 
satisfy shareholders’ demands) 
lighten the balance sheet and 
increase ROA  divesting 
industrial construction facilities and 
move back to traditional labor 
intensive, on site constructions in 
project organization 
 
[2:10/029, 2:11/008] corporate 
management, compared to SBU-
and functional level managers, 
often more focused on creating 
shareholder value e.g. in the short-
term financial performance ●  
lesser focus at the corporate level 
on modularization and industrial 
construction due to capital costs 
(SBU- and functional level 
managers more often than 
corporate level managers have a 
customer focus and focus on 
financial performance in the long-
term, thus greater focus on 
modularization and industrial 
construction in order to satisfy 
specific customer requirements 
while keeping costs down) 
 
[2:12/007] industrialization through 
specialization and defining level of 
specialization  ● standardization 
and organizational learning through 
repetition 

[2:09/024] shorter customer 
relationships (e.g. lease 
agreements)  ● increased direct 
(e.g. direct costs for remodeling an 
office) and indirect costs (e.g. costs 
while an office is being remodeled 
and not rented)  flexible products 
to fit different customer 
requirements  modularization 
 
[2:09/025] requirements from 
capital market  ● increased 
specialization  increased 
business risk and potential loss of 
synergies (e.g. financial synergies) 
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12.3 Industry level dynamics – context 
The analysis under this section focus on the context of corporate and functional level of 
strategy, including intra-industry consolidation (vertical bundling) and inter-industry merger 
(horizontal bundling) as well as intra-industry fragmentation (vertical unbundling) and inter-
industry forkation (horizontal unbundling). In addition, the macro environment as a driving 
force to strategy is analyzed. It should be emphasized that the “horizontal dimension” referred 
to here includes both related and unrelated businesses. 

12.3.1 Intra-industry consolidation and inter-industry merger 
[2:09/004] The regional concentration, in combination with being a large and dominant 
player, with regard to the ownership of real-estates has increased. The reasons are that real-
estate companies, like Drott, are able increase its bargaining power towards tenants (when e.g. 
negotiating rental levels) as well as financial institutions (when negotiating loans for e.g. 
acquisitions). The regional focus may differ between real-estate companies, depending on 
their local know-how and the risk exposure that the company is prepare to take. Not 
surprisingly, Drott, a Stockholm based company, with a solid balance sheet, focus on 
Sweden’s three metropolitan areas (Stockholm, Gothenburg and the Öresund region), in 
particular Stockholm, where risk (in terms of greater volatility in property prices, rental 
levels, and occupancy rates) as well as profits and growth potential are higher. The 
development towards shorter lease contracts, and increase vacancies and costs, has also been a 
driving force towards regional concentration. Regional concentration allows real-estate 
companies to retain their tenants by offering tenants several options if they are looking for 
new office premises. Costly short-term lease contracts are hence compensated through 
regional concentration. To summarize, corporate growth and regional concentration, seems to 
be effective ways of competing (by means of attracting and retaining) for customers and 
capital. In addition, it enhances the bargaining power towards such markets [2:09/004]. 
 

*** 
 
[2:09/012] The suppliers’ response to customers’ increasing outsourcing and requirements for 
total solutions has been to increase their scope of offering, e.g. through bundling by 
integrating horizontally into unrelated business. As a consequence, industries merge. One 
example from the construction industry is tenant requirements of office facility, i.e. office 
space plus value added services, rather than an office premise, i.e. an office space. Both real-
estate and construction companies have responded by offering facility management services, 
including IT and telecom services. As a consequence some construction and real-estate 
companies have integrated horizontally into such unrelated business as the telecommunication 
industry [2:09/012]. 
 

*** 
 
[2:09/020] In the real-estate segment it is not unusual to establish joint venture companies 
similar to those established by the major construction companies in consortiums. These joint 
venture companies include both horizontal partners, e.g. traditional competitors and vertical 
partners, e.g. traditional customers. The rationale for such joint venture companies is 
primarily to share risk, but also to allow specialization through division of work, e.g. attract 
capital for financing (targeted at the capital market), or attract tenants (targeted at the end-user 
market). Drott have established several joint venture companies both horizontally (e.g. AP 
Fastigheter, Riksbyggen) and vertically (e.g. Coop). Taking the joint venture between Drott 
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and Coop as one example, the idea was to share risk. Drott’s main responsibility in this 
project was to attract capital for financing [2:09/020]. 
 

*** 
 
[2:10/018] In establishing a corporate strategy, dynamic risk assessment and risk management 
is critical. Dynamic risk assessment and management refers to how future risk is assessed 
today based on historical experiences. Risk assessment and management can be done through 
a well balanced market and product portfolio, one in which the volatility in different markets 
can offset each other and the volatility of different products can offset each other. Skanska’s 
internationalization strategy had a clear element of risk assessment and management (see 
2:10/014). Risk assessment and management has also been in the core of Skanska’s strategy 
for its Swedish domestic market. In order to minimize risk, project development has focused 
on the Stockholm, Gothenburg, and the Öresund region. This market portfolio is considered 
reasonably balanced as Stockholm, in particular, tend to be much more volatile in terms of 
e.g. prices and demand. In addition, project development has focused on office, shopping 
malls, logistical facilities and housing for elderly. This market portfolio is considered 
reasonably balanced since these product segments are relatively unrelated to each other in 
terms of driving forces, i.e. what drives demand, and when demand is expected to 
increase/decrease. In addition, demand for such premises is expected to differ in time. 
Demand for offices usually increases as export industries expand followed by an expansion 
among domestic industries. This is usually followed by decreasing unemployment rates and 
increasing consumer spending and consumption. Consequently this often increases the retail 
business and the demand for space in shopping malls. The increasing demand for logistical 
facilities is due to an increasing trend of centralizing warehousing facilities. Demand for 
elderly housing is expected to increase due to future demographics [2:10/018]. 
 

*** 
 
[2:10/020] Profit sharing across the value chain is established formally or informally. A 
general trend in the construction industry (as well as in the telecommunication industry) has 
been to move from informal to formal profit sharing arrangements. This has implied a major 
change in the business logic. 
 
Informal profit sharing across the value chain is referred to when the price mechanism in itself 
is expected to reflect the performance and the degree of value creation. The informal profit 
sharing mechanism can be described as the distillation process of money from the end user 
upstream in the value chain, a process that is commanded by the price mechanism and the 
negotiation power between each dyadic relationship across the value chain. Consequently, a 
formal purchase and sale agreement in which money is transferred in exchange for some sort 
of value can be seen as a profit sharing agreement; the buyer shares its profit to the seller for 
some sort of value in exchange. Formal profit sharing, however, is made through different 
kinds of formal agreements in which the mechanisms, other than the price mechanism, for 
profit sharing are established. The seller is often to be paid based on its value/profit 
contribution to the value chain or the value constellation. Informal profit sharing agreements 
are established between two parties in a dyad; the seller and the buyer. Formal profit sharing 
agreements, however, is agreed upon between two or several parties. Consequently, dyadic 
relations within value chains often establish informal profit sharing agreements while value 
constellations may rely on formal profit sharing agreements. 
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There are important differences between formal and informal profit sharing arrangements. In 
formal agreements, value creation and the money paid for such value should be assessed by 
the end-user and not the immediate customer as in informal agreements. Formal agreements 
have a mechanistic, top-down, and holistic perspective on value chains/constellations. 
Informal agreements, on the other hand, are based on an organic, bottom-up perspective, and 
atomistic perspective on value chains/constellations. 
 
Formal profit sharing is consequently more difficult to monitor, often an “open book” 
approach is required during negotiations execution of the agreement. In addition, the entire 
value creation process needs to be understood and monitored, from its initial stages through to 
the end-user. Consequently, the entire value chain/constellation needs to be understood and 
monitored. In addition, the dyad becomes less important and the value chain/constellation 
more important. This means that moving from informal profit sharing arrangements to formal 
involves moving from competitive to cooperative relationships and from a dyadic to a value 
chain/constellation perspective. The difficulty in understanding and monitoring the entire 
value chain/constellation is sometimes perceived as an increased risk. The selling party’s 
perception is that it has no control over the performance of its customer and down stream 
value chain (or the value constellation as the case may be). The word perception has been 
used because sellers often disregard that informal profit sharing agreements through the price 
mechanism does not offer additional control over the value chain. Consequently, lesser 
control over the value chain through formal profit sharing agreements is only a matter of 
perception. 
 
Not surprisingly, the likelihood of success is often perceived to be lower when establishing 
formal profit sharing agreements including organizational units that are cost centers. Many 
corporations (e.g. Skanska) believe that in doing business with a cost center the only option is 
to establish a traditional informal profit sharing agreement. This is not entirely true. Generally 
speaking, formal cost sharing agreements may be established on the same principles as profit 
sharing agreements. Second, expanding the network horizon may allow for profit sharing 
agreements despite a cost center being one of the transacting parties, the logic being that 
somewhere in the value chain/constellation money in being generated by a profit center to pay 
for the costs and value produced by the cost center. Including such profit center in the 
analysis, and consequently expanding the network horizon, would enable the consideration of 
a formal profit sharing arrangement with a cost center. 
 
Despite the fact that the general trend is to move from informal to formal profit sharing 
agreements, the perception of increased risk in formal profit sharing arrangements has led 
some corporations to abandon formal profit sharing agreements, or to abandon market 
segments where formal profit sharing agreements have been common practice. One example 
can be found in the Skanska case and its businesses in the segments of hotel and central 
shopping malls (including Pandox and Piren) in which Skanska got paid based on its 
customers revenues, hence a sort of formal profit sharing arrangement. 
 
Between 1994 and 1995, both nationally and internationally, hotels and shopping center 
increasingly became one of Skanska’s specialized focus areas. In 1994, Skanska established 
two joint venture companies, one with Securum and another with Apoteksbolaget, in order to 
manage hotel properties, thereby expecting to create economies of scale in this particular 
segment. The 50/50 joint venture between Skanska and Securum, a government-owned 
property and equity company, established Sweden’s first specialized hotel property 
management company, Pandox Hotellfastigheter AB, including 18 hotel properties. With 
regard to shopping malls, Skanska held a minority interest of 49% in Piren, a specialized 
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company in shopping malls. From 1996- 2000 Skanska gradually left the business of hotels 
and central shopping malls. The process (referred to as a “structural business” by Skanska) 
included three different phases; evaluation, concentration of its managed hotel and shopping 
center properties into separate companies, and finally the actual sales. By 1996, as Skanska 
increasingly learned the new business model in the segments of property management of 
hotels and shopping centers, Skanska began to evaluate such business model and its holdings 
related to such businesses. The same year Skanska’s shopping centers were concentrated 
under the umbrella of Piren. Shopping centers were sold to Piren in exchange for shares in 
Piren. In 1997 additional shopping centers were transferred to Piren as Skanska (through JM) 
sold two suburban Stockholm shopping centers, Täby Centrum and Hallunda Centrum, to 
Piren. The final phase was executed either by introducing the company to the stock market 
(e.g. as was done with Pandox) or by selling it to a property management company (e.g. as 
was done with Piren that was acquired by Rodamco). In 1997 Pandox was floated and 
introduced to the stock market. Skanska reduced its holding from 50% to 10%. In 2000 
Skanska divested its shareholding in Piren. The divestment of the Piren shareholding was the 
final step in the sale of Skanska’s shopping centers [2:10/020]. 
 

*** 
 
[2:11/007] Strategy on an SBU level can no longer have an industry-wide strategic target or to 
focus on particular segments only as suggested by Porter (1980). Increasingly corporations 
have an industry, world-wide target while simultaneously focusing on segments of one. 
Skanska have expressed this development in their effort to become a “regional champion” in 
focused product and market segments such as electrical installations and ventilation in small 
cities and refurbishing projects, i.e. segments of one. At the same time Skanska aims at 
becoming the “national champion” and the “international champion” on e.g. a Nordic and 
European level. Such ambition refers to large, international projects such as the Öresund 
Bridge. Several examples can be found that Skanska also aims at competing in smaller 
segments. The BA Teknik and Industrial Companies operated through eight subsidiaries 
specializing in different segments of the construction industry. In 1994, approximately 35% of 
the BA’s invoiced sales were accounted for within the Skanska Group. Consequently, 65% of 
the BA’s sales was accounted for within niche segments such as engineering consulting and 
specialists in various technology areas (through Skanska Teknik), rentals of construction 
equipment (through Skanska Maskin), design, manufacturing, installation and servicing 
operations in the segments of electrical, plumbing and ventilation (through Skanska 
Installation), prefabricated concrete construction products for on-site assembly (through 
Skanska Prefab), prefabricated steel construction products for on-site assembly (through 
Skanska Stålteknik), foundation and reinforcement engineering, repair, renovation, extension 
market and pre-stressing (through Stabilator), specialized in ready-to-assemble single-family 
homes, kitchen fittings, windows, insulating panes, as well as forest management and 
sawmills (through The Myresjö group), manufacturing of movable buildings, barracks and 
work site sheds (through SektionsByggarna). In its essence, these efforts meant that 
corporations need to be able to compete internationally as well as in specific segments, 
sometimes in segments of one [2:11/007]. 
 

*** 
 
[2:10/021] Several forces may drive industries to merge, e.g. developments in technology in 
general and the developments of common product platforms in particular (“common product 
platforms” refers to products that can be shared between industries). In addition, the 
expanding scope of supply and the delivery of total solutions may require products/services 
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traditionally manufactured in different industries to be brought together (e.g. office buildings 
incorporating state of the art telecommunication technology, i.e. “intelligent buildings”). 
Often, however, there is a factor of perception to the merging of industries. The process of 
mentally perceiving the breaking up of industry boundaries and the sliding of industry 
boundaries into other industries is a slow one. This process is often initiated by the perception 
of a “new” important customer segment originating from another industry (e.g. when Ericsson 
in 2000 contracted NCC for the construction of third generation of radio base station sites) or 
when a dramatic increase in sales to customers in other industries is noted. The factor of 
perception refers to that in fact there may be no gains (e.g. in scope or scale) to be found in 
merging industries for corporations in either industry. Consequently, sooner or later such 
industry merger will be halted and corporations will go back to their original domains in 
terms of industry and core competencies. In addition, exchange between such industries will 
return to traditional contracting agreements (rather than e.g. cooperation, equity JV, etc.). 
 
The construction industry the Skanska case provides a good example of this development. 
Between 1997 and 2000 Skanska was awarded major contracts originating from the growing 
telecom industry, in particular in the U.S. and Europe. To mention one, in 1997 Skanska was 
awarded a SEK 2.2 billion contract to build a new office complex and computer laboratory for 
the telecommunication company AT&T in the U.S. 
 
Initially Skanska decided to increase its product width throughout the entire value chain, from 
concept development to operation and maintenance, and to grow in new market segments 
with high growth potential, in particular the telecommunication segment. However, soon 
Skanska decided to enter the telecommunication industry. During 1999 Skanska USA and 
MasTec Inc. (an American supplier of end-to-end solutions for data and telecommunication) 
formed an alliance for project management assignments related to the expansion of data and 
telecommunication infrastructure in North America. Skanska USA and MasTec offered to 
undertake assignments for the data and telecommunications industries, focusing on the 
development of fiber-based networks; planning, design and construction services; and 
performing maintenance of large data and telecommunication systems. One year later, in 
2000, Skanska decided to expand its product portfolio and to develop it in areas such as 
Building Construction, Civil Construction, Project Development, BOT, FM and 
Telecommunications. Skanska entered the telecommunication market in Sweden and Europe 
though e.g. a minority shareholding in Orange Sweden (2000) and the acquisition of the 
British telecom company MG Telecommunication (2001). Orange Sweden, owned by 
Skanska (10%) together with France Telecom, the Norwegian-based publishing group 
Schibstedt and the Swedish-based broadband company Bredbandsbolaget, was awarded one 
of the 3G licenses in Sweden. The investment was part of Skanska’s strategy to enhance its 
know-how in the IT and telecom industry. Skanska’s mission and strategic focus included to 
broadening of its core business to new geographical or expanded markets and into new 
services and areas of expertise, e.g. facility management, BOT-projects and 
telecommunication infrastructure consulting and constructions. A new business unit, Skanska 
Telecom Networks, became responsible for managing and developing international operations 
in the telecommunication industry, including consulting services concerning the design, 
technology and construction of telecommunication infrastructure. Despite the fact that 
telecommunication networks had become an integral part of new buildings the perception that 
telecommunication know-how had to become a core competence of construction companies 
never materialized. Nor the construction or telecommunication industry could gain any 
competitiveness through e.g. scope or scale by adopting the core competence of the other 
industry. The merger of those industries came to an end and corporations from both industries 
return to “normal” contracting agreements. By the year 2001 it became increasingly apparent 
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that the construction and the telecommunication industry were not merging in a sense that 
these two industries were not competing nor driven by similar customer needs. Sales from the 
telecom industry declined sharply during 2001. The operations of the BU Skanska Telecom 
Networks were re-focused towards servicing and maintenance. In light of this, Skanska 
decided to integrate its telecommunication services with Skanska Services, and some of its 
construction companies. Skanska’s Telecom Networks, as a separate BU, was discontinued by 
2002. Today buildings are delivered so that state of the art telecommunication technology can 
be installed easily, e.g. empty tubes are built in so that fiber optical networks can easily be 
installed. The cost for Skanska’s telecom venture was estimated to some hundred millions 
SEK [2:10/021]. 
 

*** 
 
[2:10/022] Another rationale for the creation of mega suppliers has been economies of scale 
in e.g. purchasing. Examples can be found in the construction industry, and the Skanska case 
(see 2:10/014). However, economies of scale can also be achieved by coordinated purchases 
among competitors, e.g. through information technology. In 2000, Skanska together with the 
German construction company Hochtief established AECVenture, a global electronic 
marketplace for construction-related goods and services. Its purpose was to make the 
construction process more efficient, cut costs and to offer attractive business opportunities. 
The idea was to open this market place to all players in the construction industry and to 
expand it to incorporate regional exchanges. Consequently, this is empirical example of how 
competitors in a value constellation may cooperate for creating economies of scale [2:10/022]. 
 

*** 
 
[2:11/018] Construction cost may also be related to what materials that are known, selected 
and used in construction work, e.g. concrete in contrast to wooden structures. Concrete is a 
well known material within the construction industry. Skanska and NCC have made 
substantial investments in cement and ballast, and selects and uses concrete in most of their 
construction work. Wood is generally perceived as a more expensive material than concrete. 
Wooden structures may increase in the future provided there are a number of customers that 
are prepared to pay the additional cost or if the cost can be brought down. But there are other 
factors than cost that needs to be considered if wood is to be used more frequently in future 
construction work. First, the construction industry needs to learn how to use wood in 
construction work. Second, the construction industry need to find ways to overcome the 
inertia to change and the entry barrier created by the large investments already made in 
production facilities of concrete, as well as cement and ballast/gravel (gravel accounts for 
approximately half of the cost of delivered ready-mixed concrete). Consequently, suppliers 
(such as Södra Building Systems) that aim at competing with wooden structures need to either 
create a market pull and an increased demand from end-users in specific market segments 
(possibly the high-end due to cost), to create competitive wooden structures in terms of costs, 
e.g. through industrialization, and to educate the industry with regard to wooden 
constructions, e.g. by developing construction manuals. Most difficult is probably the inertia 
to change and the entry barrier created by the large investments made in R&D and 
manufacturing related to concrete as well as investments in production facilities of concrete, 
as well as cement and ballast/gravel. These investments have been ongoing during the entire 
90’s both in Sweden and internationally. In 1994 crushed-rock products were extracted from 
NCC’s own quarries and processed in approximately 80 proprietary plants. Between 1994 and 
1998 NCC made substantial investments in this segment; NCC acquired Värnamo Grus och 
Betong AB, strengthening its position in the segment of gravel and concrete (1994), made 
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investments in completely new ready-mixed concrete plants in Borås and Stockholm (1995), 
made investments in completely new ready-mixed concrete plants in Staffanstorp and 
Stockholm (1996), acquired Skånebetong AB (1996), acquired Eskilstuna Betongfabrik AB 
and Betongfabriken i Eskilstuna AB (1998). Between 1998 and 2000 NCC continued to make 
investments in this area, however, focusing on international markets; started up production in 
a ready-mixed concrete plant in Riga, Latvia (1998), production of concrete was initiated in 
Estonia and Poland. In addition, several gravel pits were acquired in Poland (1999), a further 
expansion in the segment for ready-mixed concrete continued through acquisitions primarily 
in Finland and Denmark (2000). Investments were also made during the 90’s in R&D projects 
related to concrete construction, e.g. NCC made investments in a national Swedish research 
program known as High Performance Concrete (1996), and in a group-wide project on 
vibration free, fiber strengthened concrete (1998). However, in 2001, and in accordance with 
NCC’s downsizing strategy, NCC began to evaluate the concrete business for sale [2:11/018]. 
 

*** 
 
[2:11/020, 2:12/021] A consortium may be viewed as a temporal value constellation and a 
first step in creating a long-term cooperation. One example is the cooperation between 
Skanska and Germany Hochtief. In 1994 Sundlink Contractors HB, including Skanska and 
Hochtief bid on the Öresund Bridge and was awarded the contract in 1995 (see 2:11/004). The 
project was completed in August, 1999. A few months after completion of the Öresund 
Bridge Skanska together with the German construction company Hochtief established 
AECVenture (see 2:10/022). A long-term cooperative arrangement had been established. In 
order for a consortium, or any other value constellation, to be successful it is essential that the 
project or the consortium/value constellation is prioritized over the individual corporations 
that form such constellation. This means e.g. that sourcing/purchasing should not be directed 
towards any of the partners in the value constellation. The partners should encourage the 
consortium to act independently. The best way of doing this is probably by creating an 
identity around the project and a culture within the consortium/value constellation that is more 
powerful than in the individual partner companies. A prerequisite may be that there is no 
dominant player (partners have similar size) in the constellation and that the project is 
perceived as large and important to all players involved. In Sundlink Skanska and Hochtief 
were virtually of the same size, each with a turn-over of USD 6.9 billion (1998). The order 
awarded to Sundlink Contractors HB was worth about SEK 6.5 billion (1995). In a successful 
consortium/value constellation, such as Sundlink, vertical and horizontal partners are able to 
share the same customer, are able to share competencies and resources, and are able to share 
risks, costs and profits. This way of thinking is empirically confirmed within Skanska as well 
as NCC. To “share” in this respect does not imply “equal share”. Rather it refers to an agreed 
amount equal to the shares in the consortium or the value constellation [2:11/020, 2:12/021]. 
 

*** 
 
[2:11/021] The construction industry feels the need for increasing cooperation thereby 
enabling greater standardization of products/components as well as in the construction and 
business processes, and to share e.g. competencies, resources, and risk. Corporations within 
the construction industry may either act proactively in creating value constellations or to 
reactively wait for new entrants in the industry to take this integrating role [2:11/021]. 
 

*** 
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[2:11/023, 2:12/022, 2:09/009] Managing and lowering risk through e.g. risk sharing is 
essential, particularly in industries with low margins. Skanska estimates that the construction 
industry produces a 2-3% profit margin. Skanska’s target is to reach a 4% profit margin. 
Within Skanska some construction projects generate a reasonable profit margin while others 
generate no profit margin at all. According to Skanska, being able to exclude non profitable 
projects would allow Skanska to reach its target. Partnering and the creation of value 
constellations allows for reducing risk. Generally, as business risk is reduced, there is no need 
for charging a risk premium, thus costs and prices are lowered. This is the case with Skanska 
in the U.S. In the U.S. Skanska only works with selective partner companies in order to 
reduce risk. Among those are GE, Miles Pharmaceuticals, Coca Cola, United Parcel Service, 
and AT&T. Skanska avoids participating in competitive tenders with new and unknown 
customers. Working with partner companies in the U.S. allows reducing the business risk and 
increases Skanska’s ability to offer competitive prices. In 1998, 75% of Skanska’s sales in the 
U.S. were repeated sales to existing customers. 
 
According to NCC risk sharing between suppliers or between the supplier and the customer 
may exist formally (e.g. as in risk sharing agreements or through the establishment of a 
consortium) or informally through the price mechanism. Informal risk sharing requires perfect 
markets (e.g. with regard to information and government intervention) so that the price is able 
to reflect the risk that the parties carry or the risk premium that need to be paid to the party 
carrying the risk. One example is the civil engineering and tunneling business in Sweden. 
Often Vägverket make the geo-technical analysis of the ground. This information needs to be 
shared among all the parties involved in the construction process so that any consequence to 
the project due to e.g. a faulty analysis (i.e. the risk) is reflected in the price. Alternatively, the 
geo-technical analysis could be carried-out in joint cooperation and the parties could formally 
agree on how to share the risk. In the latter case, there would be no need for the price to carry 
a risk premium. 
 
Drott have said that they never share risk or profits with their suppliers. Nonetheless, often, 
they purchase on a fixed price with performance incentives based on lead-times and total cost 
[2:11/023, 2:12/022, 2:09/009]. 
 
[2:12/023, 2:14/018] In major construction projects there are a large number of suppliers 
involved. Consequently there is often no time to agree on cooperative arrangements to form 
larger value constellations for each individual project. Relying on market transaction and 
traditional competitive bidding allows for a quick process in selecting suppliers. Short-term 
market transactions, however, does not allow for risk-sharing, etc. As a result, major 
construction companies such as NCC have tried to minimize the number of suppliers and 
selected a few strategic partners. “Strategic” refers to either large volumes or how critical the 
supplier’s product is to the construction process as a whole (e.g. electrical components). 
“Partner” refers to the fact that NCC tries to establish long-term agreement with those large 
volume or critical suppliers. The long-term perspective allows for e.g. investments and risk-
sharing in joint R&D projects [2:12/023, 2:14/018]. 
 

*** 
 
[2:12/006] The larger construction companies like NCC have tried to move from competitive 
value chains in a “relay race”-type of process to cooperative value constellations (including 
risk- and profit-sharing) thereby accepting the reciprocal nature of the construction process. 
Because this is still a novel solution to old problems, it is difficult to estimate the results from 
such efforts. NCC has been working according to the “partnering concept” only since 2001. 
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However, some success stories exist, particularly if looking at NCC’s “partnering concept” in 
combination with the “total package concept” for developing housing projects. The NCC case 
shows that value constellations may need to integrate upstream (as in the “partnering 
concept”), downstream (e.g. including the customer), and sometimes even horizontally. One 
example of a successful horizontal cooperation where the customer was included is NCC’s 
and IKEA’s 1997 cooperation in a “total package concept”, the Schäfergarten project, 
developed in Berlin. The project was co-marketed and a voucher from IKEA was included in 
the sales price. The voucher could be used by the customer acquiring the house in the 
selection of kitchen and bathroom fittings, and for floor and wall coverings. It also shows that 
the degree of integration (vertical and horizontal) depends on the scope of the deliverable, e.g. 
a “total package concept” may require vertical (forward and backward) and well as horizontal 
integration. On successful completion of the Schäfergarten project in 1998, NCC and IKEA 
agreed to continue to cooperate in a row-house project in Hanover under the same framework 
[2:12/006]. 
 

*** 
 
[2:12/010, 2:13/025] Standardizing the end product, e.g. apartment buildings, allows for 
modularization and industrial manufacturing. In addition, it enables construction corporations 
to centralize procurement even further. This is one way of bringing down costs. So far the 
large construction companies have taken responsibility for designing “standard” buildings 
(e.g. apartment buildings) and modules on a room-level (e.g. bedroom, living room, kitchen, 
etc,). One example is NCC’s “Ljuva Livet”. NCC’s acquisition of Flexihus AB in 1997 is one 
example of NCC moving into the business of standardized, modularized, and industrialized 
multi-family dwellings and other buildings. The housing modules of Flexihus were 
manufactured in a production plant, transported to the construction site, and joined together 
into residential buildings. 
 
Suppliers, on the other hand, have taken responsibility for sub-modules such as modularized 
systems of joists. One example is Södra Building System. The end customer should also 
participate in the standardization process by specifying the functionality that is required. The 
technical specification, in order to fulfill such functional requirements should however be the 
responsibility of the larger construction companies and the suppliers. This division of work 
should allow for innovations in the industry. The experience within the construction industry 
is that when customers are too detailed in their technical requirements, innovations are 
hampered. Consequently, a large portion of the value chain, including the end customer, large 
construction corporations, suppliers, architects, local authorities, etc. need to cooperate in the 
standardization and modularization process as well as the development of industrialization of 
the construction process [2:12/010, 2:13/025]. 
 

*** 
 
[2:12/014] Standardization needs to be done in a sensible way, balancing cost savings and rate 
of innovations. In the short-term, standardization enables cutting costs. However, in the long-
term standardization may hinder innovations that could possibly lower costs even further. 
 

*** 
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Table 12:5 Summary of identified RoF: intra-industry consolidation and inter-industry merger 
Industry level   
Sub-supplier Systems supplier Operator 
[2:11/023, 2:12/022, 2:09/009, 
2:12/023, 2:14/018] low margin 
industries  ● particularly 
important to reduce or share risk in 
order to lower costs and increase 
margins (assuming risk is 
associated with cost)  creation of 
long-term strategic partnerships 
with a few selected 
suppliers/customers (e.g. high 
volume suppliers or suppliers of 
critical components), creation of 
value constellations, i.e. to formally 
establish cooperative risk-sharing 
agreements (Note: in a perfect 
market it is possible to establish 
risk-sharing through the price 
mechanism, i.e. the price 
mechanism should reflect the risk 
taken by a party, perfect markets, 
including perfect information, 
seems, however, to be a theoretical 
assumption and in practice non 
existent) 

[2:10/020] change from informal 
(informal agreements, e.g. through 
the price mechanism, is based on 
competition and have often an 
organic, bottom-up and atomistic 
perspective on the value chain) to 
formal profit sharing agreements 
(formal agreements is based on 
cooperation and have often a 
mechanistic, top-down holistic 
perspective on value constellations 
and cooperation) across the value 
chain  ● change in business logic 
including; expanding network 
horizon, i.e. to have more than two 
(i.e. the seller and the buyer) actors 
in a dyad, e.g. also including the 
end-user  value is estimated from 
the end-user perspective rather than 
from the perspective of the 
immediate customer or the 
customer’s customer  possibly 
increased (perception of) risk as a 
larger portion of the entire value 
chain need to be coordinated (as 
opposed to managing 
suppliers/customers through power) 

 intra-industry consolidation 
 
[2:11/007] strategic target  ● 
from industry-wide or focus on a 
particular segment to world-wide 
competition in segments of one  
increased cooperations across 
industry  intra-industry 
consolidation 
 
[2:10/022] economies of scale in 
e.g. purchasing  ● cooperation 
(e.g. e.g. creation of equity JV 
between competitors)  creation 
of mega suppliers and intra-
industry consolidation 
 
[2:11/018] established know-how 
and large investments in existing 
technology (R&D, manufacturing, 
etc.)  ● industry consolidation 
and higher entry barriers (e.g. for 
innovative solutions)  lower 
competition  higher costs and 
prices 

[2:09/004:] shorter business 
relationships (e.g. shorter lease 
contracts in the real-estate segment) 

 ● increase costs (e.g. through 
vacancies)  market concentration 
(e.g. in certain country/regional 
markets based on local know-how 
and risk exposure)  industry 
consolidation and dominant “local” 
position  increase 
competitiveness (e.g. rental options 
for customers and increased 
bargaining power towards 
customers as well as the capital 
market) 
 
[2:09/012] customers’ outsourcing 
and requirements for total solutions 

 ● suppliers’ adaptation through 
horizontal integration into 
unrelated business (e.g. 
construction industry and telecom 
industry)  industries merge in 
terms of ownership (companies 
from the construction  industry 
invest in telecom industry to gain 
control) 
 
[2:09/020] industry consolidation 
through cooperation (vertical and 
horizontal)  ● enables risk-
sharing as well as specialization in 
e.g. marketing (e.g. by different 
cooperating partners focusing on 
marketing towards different 
stakeholders in order to attract e.g. 
customers/tenants and 
financing/capital 
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Industry level   
Systems supplier (cont.) Systems supplier (cont.) Systems supplier (cont.) 
[2:11/020, 2:12/021] consortium or 
equity JV  ● “value 
constellation” provided the 
consortium is allowed to act 
independently of parent companies 
(e.g. in terms of purchasing 
decisions), create an independent 
identity/culture, no dominant player 
among the partner companies, 
share competencies, resources, 
risks, costs and profits 
 
[2:11/021] standardization of 
products/components as well as in 
business processes (e.g. in order to 
minimize risk and enhance 
competencies)  ● increased 
demand for cooperations  
proactively create value 
constellations or reactively await 
new entrants to take a coordinating 
role in the industry  intra-
industry consolidation 
 
[2:12/010, 2:13/025] 
standardization of products (e.g. 
apartment buildings), 
modularization and industrial 
manufacturing  ● requires 
cooperation between end customer, 
construction companies, supplies, 
architects, local authorities, etc.  
consolidation of industry in value 
constellation and division of work 
on solutions level, systems level, 
modular level, product level, and 
component level 
 
[2:12/014] intra-industry 
consolidation through  
standardization  ● lowers costs 
(in the short-term), however, 
hinders innovations and further 
lowering of costs (in the long-term) 

[2:10/018] unrelated horizontal and 
vertical diversification (unrelated in 
terms of driving forces, i.e. what 
drives demand, and when demand 
is expected to increase/decrease, 
related however in terms of the 
core competence required to satisfy 
such demand) into product areas 
and market segments  ● 
balanced product and market 
portfolio  dynamic risk 
management (volatility in different 
product and market segments offset 
each other over time)  inter-
industry merger and intra-industry 
consolidation 
 
[2:10/021] common 
technological/products platforms 
(often perceived as an increased 
importance/sales of/to “new” 
customers from “other” industries) 

 ● economies of scope/scale 
between industries  inter-
industry merger 
 
[2:12/006] creation of value 
constellations  ● may require 
cooperation up- and downstream, 
as well as horizontally (e.g. as the 
cooperation between NCC and 
IKEA) in order to fit the scope of 
the value constellation or 
cooperative scope to the scope of 
offering (e.g. total package 
concepts such as Schäfergarten-
project including apartment 
building, kitchen and bathroom 
fittings, floor and wall coverings, 
etc.)  intra- as well as inter-
industry consolidation 

 

12.3.2 Intra-industry fragmentation and inter-industry forkation 
[2:10/019] Pacing and sequencing in a continuous process of product development may be as 
important in the construction industry as in the electronics and the automotive industry. 
Developments in product quality and environmental issues usually only provide a temporal 
competitive advantage. Innovations in mature industries are easily copied. This may require 
construction companies to consider pacing and sequencing with regard to the development 
process (see 2:10/015). In addition, pacing and sequencing may not only be regarded as a 
product development activity but also a market development activity (e.g. regarding market 
launch of newly developed products). Pacing and sequencing, in a traditional sense, refers to 
evaluating or releasing new products in a predefined timeframe, e.g. every year. Office 
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buildings are the bread and butter of new project development within Skanska. However, 
Skanska has decided to adopt a pacing and sequencing strategy in which Skanska, every year, 
need to find and evaluate at least one new product/niche segment. In 2002, Skanska evaluated 
to initiate the development and construction of server hotels as a specific product targeted at a 
specific niche [2:10/019]. 
 

*** 
 
[2:10/027] During the late 90’s international competition in the construction industry 
increased. A general trend in the international construction business was decreasing 
profitability among medium sized construction companies, leading to a consolidation in the 
industry whereby the larger companies bough the smaller ones. In the early 2000’s 
competition in the Swedish construction industry was relatively small; three corporations, 
Skanska, NCC and Peab, had around 50% of the market for new construction buildings. 
Nonetheless, the after market, including maintenance and refurbishment of older buildings, 
was highly competitive. One possible explanation to the relatively low competition in the 
segment of new construction projects is that entry barriers are high; new construction projects 
is capital intensive and requires a broad range a competencies to execute, consequently 
corporations need to be larger in order to be able to compete. The after market, however, 
includes smaller refurbishing projects, and is consequently less capital intensive. In addition, 
it requires a smaller range of competencies as projects are more specialized. Entry barriers are 
relatively lower and smaller industry players are able to compete in this segment. 
Consequently, corporations may create entry barriers through growth and economies of scope 
and scale by vertical and horizontal integration. In this case corporate strategy (e.g. 
integration) affects industry structure and competition (e.g. few industry players and low 
competition). Nonetheless, the nature of the business (e.g. small/large projects, broad 
range/narrow range of competencies required) may be an equally important factor for industry 
structure and competition. As a result, the lack of competition in the construction industry, i.e. 
in new construction projects, may be neither good nor bad. It may be that this is the only way 
for it to be [2:10/027]. 
 

*** 
 
[2:10/003, 2:11/011] The term “integrated value chain” have been used to indicate that 
companies such as Skanska have equity interests in companies across the entire value chain or 
substantial parts of it, e.g. from gravel pits to produce armed concrete through constructions 
operations and machinery through to real-estate companies. In that sense Skanska’s 
divestment of real-estate companies created a “disintegrated value chain” at industry level. At 
corporate level it enabled Skanska to focus the construction and project development 
business, e.g. in terms of e.g. investments, and aiming to increase profitability, in terms of 
return on assets, by reducing its fixed assets, and to increase revenues through 
internationalization. In addition, it enabled management to focus on developing the less 
capital intensive business such as services (e.g. Facility Management Services). Nonetheless, 
as the value chain refers to “value activities” the term “integrated value chain” could rather 
indicate that a high degree of value activities are performed within one or a few corporations. 
Consequently, if major industry leaders compete on a “one-stop-shop”-basis the value chain 
could be considered integrated no matter the ownership structure within the value chain and 
the equity holdings corporations have across the value chain. Consequently an integrated 
value chain may refer to either the ownership structure across the value chain, i.e. the 
concentration of ownership of fixed assets, e.g. gravel, machinery and real-estate, or the 
divisions of work across the value chain, i.e. the concentration of value activities, e.g. know-
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how in terms of how to get use-value from such gravel, machinery and real-estate. An 
integrated value chain from a value activity perspective has the ability to produce economies 
of scale and scope that are beneficial on a corporate level as well as on an industry level; the 
latter provided however that the increased cost/benefit ratio is distributed across the value 
chain as well as to end-users. Empirical evidence from the Skanska case shows that Skanska 
divested major real-estate companies and that the value chain became disintegrated from an 
ownership structure perspective. However, while doing so Skanska invested in Facility 
Management Services (FM Services) creating an equally integrated value chain from a value 
activity perspective. In 1999-2000 Skanska not only invested in developing and growing 
organically its FM Services it also acquired e.g. Ericsson Real Estate & Services 1999-2000. 
The agreement with Ericsson was constructed so that Ericsson after the acquisition purchased 
such services from Skanska. Economies of scale and scope provided Ericsson an estimated 
increase in productivity of 20%. By integrating the value chain, corporations consequently 
have the possibility to expand the scope of supply of their offering, from a product (e.g. a 
building) to a total solution (e.g. including facility management). In doing so, corporations 
need to carefully estimate the added value and the added cost [2:10/003, 2:11/011]. 
 

*** 
 
[2:11/009, 2:14/023] The rationale for reshaping industry structures from competitive value 
chains towards cooperative value constellations are several, in particular from the perspective 
of end-customer and/or user. The construction industry is slowly realizing this as competition 
across the value chain has created major conflicts resulting from distrust and opportunistic 
behavior, and sometimes even illegal actions. Such behavior has been deeply rooted within 
the industry recipe. The history of the construction industry has shown examples of hidden 
agendas (e.g. with regard to cost estimates, time schedules, and quality issues that are not 
realistic in their assumptions and not openly discussed across the value chain) and illegal 
cartels. To overcome this legacy barrier for changing the industry recipe and in order to move 
towards cooperative value constellations, decreasing costs, lead-times and increasing quality, 
it is likely that no one company will be able to take the lead. According to Skanska (and 
others such as Södra Building Systems), and based on experiences gained in the UK, the 
change process should possibly aim at creating an independent organization that is able to 
develop common key performance indicators focusing on the success of the construction 
process/project (e.g. customer satisfaction, defects, safety, cost and time predictability, 
profitability, productivity, cost) rather than on individual companies. This could improve the 
tendering process (e.g. price should be based on the key performance indicators), and the 
construction process (e.g. through an open book approach adjustments along the project 
without major conflicts resulting in additional costs and/or delays). In addition, such an 
organization would be trusted to mediate between the parties involved in a construction 
project. The change process should most likely have to include construction and consulting 
companies, real-estate companies, government representatives, etc. [2:11/009, 2:14/023]. 
 

*** 
 
[2:12/013, 2:14/017] Most business processes have been standardized in the construction 
industry based on competitive tendering, e.g. standard frame agreements have been developed 
such as ABT (Sw. “Allmänna Bestämmelser för Totalentrepenad”) and ABN (Sw. “Allmänna 
Bestämmelser för Materialleverans). New standard processes need to be developed to support 
cooperative arrangements in construction work, e.g. including value constellations or 
consortiums and including concepts such as risk and profit sharing. Temporal value 
constellations may be created through the establishment of a consortium. There are many 
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examples including NCC in both smaller and larger consortiums, e.g. for the construction of a 
college in Västerås, including NCC, the municipality of Västerås and ABB Fastighet, and the 
creation of the Öresund Tunnel Contractors, including NCC, Dumez-GTM from France, John 
Laing Construction from the U.K., Boskalis Westminster Dredging from the Netherlands, and 
Pihl & Søn A/S from Denmark, and the Arlanda Link Consortium (ALC), including NCC, 
British GEC Alsthom and Mowlem, Swedish SIAB and Kraftbyggarna [2:12/013, 2:14/017]. 
 

*** 
 
[2:10/006] In addition to creating value for customers, corporations are increasingly 
concerned with creating value for shareholders. Rather than increasing dividends, value 
creation for shareholders can be maximized while the overall corporate strategy is supported, 
e.g. by increasing the corporation’s focus on its core competence. An example is Skanska’s 
transfer of Drott, including most rental apartments, to its shareholders. This not only increased 
shareholder (compared to traditional dividends this meant tax benefits to its shareholders) 
value but also enabled Skanska to increase its focus on its core competencies within 
construction related services and project management including the management of properties 
for future sale. Transferring assets to its shareholders and divesting non core operations also 
meant increased return on assets and increased financial flexibility including the ability to free 
capital for investment in its core operations [2:10/006]. 
 

*** 
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Table 12:6 Summary of identified RoF: intra-industry fragmentation and inter-industry forkation 
Industry level   
Systems supplier Systems supplier (cont.) Systems supplier (cont.) 
[2:10/019] pacing and sequencing 
in product development  ● 
integration of product and market 
development  rapid industry 
evolution through incremental 
innovations targeted at niche 
segments  temporal monopolies 
in niche segments  intra-industry 
fragmentation 
 
[2:10/027] new construction 
projects capital intensive and 
require a broad range of 
competencies  ● intra-industry 
consolidation through M&As  
high entry barriers  less 
competition 
 
[2:10/027] refurbishing projects 
less capital intensive and require a 
narrow range of competencies  ● 

 new entrants  intra-industry 
fragmentation through low entry 
barriers  higher competition 
 
[2:10/027] new construction 
projects and refurbishing projects 

 ● industry consolidation and 
fragmentation are simultaneous 
developments within the same 
industry  simultaneous and 
different intra-industry 
developments  creation of 
different and specialized industry 
segments 
 
[2:10/003, 2:11/011] focus on 
ROA, increased focus on core 
business, internationalization  ● 
divestments of equity 
shareholdings across the value 
chain and divestment of fixed 
assets  industry disintegration in 
terms of ownership (i.e. 
shareholdings) across the value 
chain and in terms of value creating 
activities 
 
[2:10/003, 2:11/011] industry 
disintegration in terms of 
ownership (e.g. divestments of real-
estate companies in the 
construction industry)  ● 
industry integration at functional 
level and in terms of value creating 
activities (e.g. in FM services in the 
construction industry) 

[2:11/009, 2:14/023] performance 
measures at corporate level (rather 
than at project level)  ● industry 
recipe including competitive 
tendering, distrust, opportunistic 
behavior, illegal actions  intra-
industry fragmentation  
increased costs and lead-times, 
decreased quality 
 
[2:11/009, 2:14/023] performance 
measures on industry or project 
level (in which several companies 
are required to cooperate)  ● 
industry recipe including 
cooperative tendering, trust  
intra-industry consolidation  
decreased costs and lead-times, 
increased quality 
 
[2:12/013, 2:14/017] industry 
integration through cooperative 
value constellations (in the long-
term) or consortium (in the short-
term)  ● enables the 
development of standardized 
process and procedures, 
cooperative frame agreements (just 
like competitive value chains have 
developed standard process and 
procedures as well as frame 
agreements, e.g. based on 
competitive tendering) 
 
[2:10/006] increased focus on 
shareholder value creation  ● 
increase focus on (what is believed 
to be) core competence  transfer 
assets to shareholders (instead of 
increasing dividends) which 
increases liquidity of shares  
industry fragmentation in terms of 
ownership 
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GLOSSARY 
 
2G First digital generation of mobile systems. 
2.5G Enhanced digital mobile systems with packet data capability, allowing connection at all times. 
3G Broadband radio technology for mobile systems. 
3GPP Third Generation Partnership Project; A global cooperative project in which standardization 

bodies in Europe, Japan, South Korea and the U.S. as founders coordinate WCDMA issues. 
ADSL Asymmetrical Digital Subscriber Line; A technology to increase transmission speed in a copper 

cable up to 6Mb/s. ADSL facilitates the division of capacity into a channel with higher speed to 
the subscriber, typically for video transmission, and a channel with significantly lower speed in 
the other direction, i.e. asymmetric. 

AMPS Advanced Mobile Phone System; The original standard specification for analog cellular 
systems. Used primarily in North America, Latin America, Australia and parts of Russia and 
Asia during the 1990’s. 

AR Annual Report(s) 
ASF Application Service Positioning; A technology that facilitates downloading and purchase/sale of 

software over the Internet. 
ASP Application Service Provider 
ATM Asynchronous Transfer Mode; A technology for wide-band transmission of high-capacity 

telecommunication signals. In addition to high-capacity signal transmission, ATM provides 
considerable flexibility, since the individual subscriber is able to adapt the capacity of a 
switched connection to current requirements. 

AXE Ericsson’s switching communications platform based on an open architecture. A system for 
computer-controlled digital exchanges that constitute the nodes in large public 
telecommunication networks and the basis for Ericsson’s wireline and cellular systems. 

BA Business Area; An organizational unit typically responsible for a specific product/customer 
segment within the corporation. 

Bluetooth A radio technology for short range communications that permits wireless transmission of data 
between mobile telephones, portable computers and other electronic equipment up to 
approximately 100 m. 

BOT Build, Own/Operate and Transfer; A collective term for privately financed projects e.g. within 
the construction industry. 

BU Business Unit; An organizational unit typically responsible for a specific product/customer 
segment within the corporation. 

CDMA2000 See CDMA. 
CDMA Code Division Multiple Access; A technology for digital transmission of radio signals between, 

for example, a mobile telephone and a radio base station. In CDMA, a frequency is divided into 
a number of codes. See also IS-95. 

Cellular 
System 

See Mobile Network. 

CEO Chief Executive Officer 
CEPT An international organization between European postal and telecommunication authorities. 

CEPTS’s organization comprises CERP (postal committee), ECTRA (telecommunications 
committee) and ECR (radio committee). 

Circuit 
Switching 

A switched circuit is only maintained while the sender and recipient are communicating, as 
opposed to a dedicated circuit (Packed Switching) which is held open regardless of whether data 
is being sent or not. 

Combiner The combiner equipment enables several radio transmitter equipments and channels in the radio 
base station to use the same antenna. 

CPP Cello Packet Platform; A scalable and flexible software platform for fixed and mobile computer 
infrastructure. 

CTI Computer Telephony Integration; Integration of data and voice in networks and terminals. 
D-AMPS Digital Advanced Mobile Phone System; Designation of the American standard for digital 

cellular telephony used primarily in North America, Latin America, Australia and parts of 
Russia and Asia during the 1990’s. D-AMPS is based on TDMA (IS-136) technology. 

DBOM Design, Build, Operate and Maintain 
DECT Digital Enhanced Cordless Telecommunications; A common standard for cordless telephony 
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originally established by ETSI. DECT is primarily used in cordless business communications 
systems. 

Duplex filter The duplex filter enables the radio transmitter and radio receiver equipment in the radio base 
station to send and receive through the same antenna equipment. 

DVB-T Digital Video Broadcast - Terrestrial 
EDGE Enhanced Data-rates for Global Evolution; EDGE is a technology that enables GSM and D-

AMPS similar capacity to handle services for the third generation of mobile telephony. EDGE 
was developed to enable the transmission of large amounts of data at a high speed, i.e. 384 kb/s. 

EEA European Economic Area 
ENGINE Ericsson packet-based switching solution for fixed telephone networks. 
EPOC An operating system for mobile terminals, developed by Symbian (a joint-venture company 

formed by Ericsson, Motorola, Nokia and Psion). 
ERMES European Radio Messaging System; European standard for nationwide personal paging 

systems. 
ETSI European Telecommunications Standardization Institute; The European standardization body 

for telecommunication. 
EU European Union 
FCC Federal Communications Commission; One of two regulatory authorities in the U.S. 
FM Facility Management; Value added services in the real-estate market. 
FWA Fixed Wireless Access; Wireless broad band access. 
GATT General Agreement of Tariffs and Trade 
GPRS General Packet Radio Service; A packet-linked technology that enables high-speed, i.e. 115 

kb/s wireless Internet and other data communications. 
GSM Global System for Mobile Communications; Originally developed as a pan-European standard 

for digital mobile telephony. GSM has become the world’s most widely used cellular system. It 
is used on the 900 MHz and 1800 MHz frequencies in Europe, Asia and Australia, and the 1900 
MHz frequency in North America and Latin America. 

HSCDS High Speed Circuit Switched Data or High Speed Circuit Digital System; A circuit-linked 
technology for higher transmission speeds, i.e. up to 64 kb/s, primarily in GSM systems. 

IMT-2000 International Mobile Telecommunications 2000; A term used by the International 
Telecommunication Union (ITU), to describe the third generation of mobile telephony, in the 
1990’s expected to be commercially available in 2000. IMT-2000 can also be applied to cellular 
telephone standards that meet a number of requirements in terms of transmission speed and 
other factors. 

IN Intelligent Network; A telecommunication network, e.g. cellular system, in which certain value 
added services can easily be implemented and made available to end-users. 

IP Internet Protocol; The Internet Protocol defines how information travels between systems across 
the Internet. 

IP telephony See IP and VoIP 
IPR Intellectual Property Rights 
IS-136 Interim Standard 136; A digital cellular telephony standard based on TDMA technology. See 

also TDMA and D-AMPS. 
IS-95 Interim Standard 95; A digital cellular telephony standard based on CDMA technology. See 

also CDMA. 
ISDN Integrated Services Digital Network; A digital communications network in which various types 

of information, e.g. voice, data, images, can be conveyed simultaneously to a subscriber via a 
common local line. 

ISP Internet Service Provider; A company specializing in offering end-users access to the Internet. 
As a general rule an ISP does not have a proprietary communications network but functions as a 
link between the end-user and the net operator. 

IT Information Technology 
ITU International Telecommunication Union; ITU, with headquartered in Geneva, Switzerland, is an 

international organization within the United Nations where governments and the private sector 
coordinate global telecom networks and services. ITU’s organization comprises ITU-R, ITU-T 
and ITU-D. 

ITU-D International Telecommunication Union Telecommunication Development Sector 
ITU-R International Telecommunication Union Radiocommunication Sector 
ITU-T International Telecommunication Union Telecommunication Sector 
KKV Konkurrensverket; The Swedish Competition Authority. 
KoV Konsumentverket; The Swedish Consumer Authority. 
LAN Local Area Network; A small data network covering a limited area, such as within a building or 
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group of buildings. 
Land Mobile 
Radio 

Traditional mobile radio communications used by trucking firms, rescue services, etc. in which 
each system has its own radio base station. 

LIU “Lagen om Ingripande mot otillbörligt beteende avseende offentlig Upphandling”; The Swedish 
Act On Action Against Improper Practice Regarding Public Procurement. 

LMDS Local Multipoint Distribution System; American standard for high-speed transmission of voice 
and data using so-called “point-to-multipoint” solutions. Used to provide wireless broadband 
traffic to small and medium-size companies or in apartment buildings. 

LOU “Lagen om Offentlig Upphandling”; The Swedish Public Procurement Act. 
M-commerce Mobile commerce; Secure and personal commercial transactions carried out through a mobile 

device, including mobile banking, stock trading, mobile shopping, and mobile advertising. 
MD Marknadsdomstolen; The Swedish Market Court. 
MISP Mobile Internet Service Provider 
MMS Multimedia Messaging Services; Message containing either formatted text, graphics, data, 

animations, images, audio clips, voice transmissions and/or video sequences. 
Mobile 
Network 

Wireless network for mobile communications comprising switches, radio base stations, 
transmission equipment, servers and software. 

Mobile 
System 

See Mobile Network. 

Mobitex A system for mobile data communications developed by Ericsson for Land Mobile Radio. 
Multicoupler The multicoupler equipment enables several radio receiving equipment and channels in the 

radio base station to use the same antenna. 
MVO Mobile Virtual Operator 
Negotiated 
Contract 

A term used primarily in the construction industry for turn-key contracts in which the 
construction company takes responsibility for purchase of land, contact with architects, 
technical consultation, construction and maintenance. 

NMT Nordic Mobile Telephony; The common Nordic standard for analog mobile telephony as 
established by the telecommunication administrations in Sweden, Norway, Finland and 
Denmark during the early 1980’s. NMT systems were also installed in some European 
countries, including parts of Russia, and in the Middle East and Asia. 

O&M Operation and Maintenance; Activities usually including system monitoring, e.g. of technical 
system performance, and alarm report handling, e.g. issue of work orders, as well as scheduled 
preventive/routine maintenance, emergency maintenance and the management and coordination 
of the staff/organization responsible for performing such activities. 

OMC Operations and Maintenance (O&M) Center; 
Packet 
switching 

A method of switching data in a network where individual packets of a set size and format are 
accepted by the network and delivered to their destinations. The sequence of the packets is 
maintained and the destination established by the exchange of control information (also 
contained in the packets) between the sending terminal and the network before the transmission 
starts. 

PBX Private Branch Exchange; An exchange system used in companies and organizations to handle 
internal and external calls. 

PC Personal Computer 
PCN Personal Communications Network; Collective term for European mobile telephone services in 

the 1800 MHz frequency band. 
PCS Personal Communications Services; Collective term for American mobile telephone services in 

the 1900 MHz frequency band. 
PDA Personal Digital Assistant 
PDC Personal Digital Cellular or Pacific Digital Cellular; A Japanese standard for digital mobile 

telephony in the 800 MHz and 1500 MHz bands. 
PTS Post och Telestyrelsen 
R&D Research and Development 
R&TTE Radio & Telecommunications Terminal Equipment 
RBS Radio Base Station 
Repeater The repeater equipment enables to repeat and amplify the radio signal between the radio 

transmitter equipment and the mobile terminal. 
Router A data switch that handles connections between different networks. A router identifies the 

addresses on data passing through the switch, determines which route the transmission should 
take and collects data in so-called packets which are then sent to their destinations. 

ROT “Reparation, Om- och Tillbyggnad”; A collective term for construction projects including 
repair, refurbishment, maintenance, and extension 



Glossary 

 

424

SDH Synchronous Digital Hierarchy; A standard for digital signal transmission within transport 
networks. 

Service 
Provider 

Retailer of telecommunication services. 

SMP 
Operator 

Significant Market Power Operator 

SMS Short Message Service; Available on digital networks, allowing messages of up to 160 
characters to be sent and received via the network operator’s message center to a cellular phone.

STR “Stockholms Tingsrätt”; The Stockholm District Court. 
TACS Total Access Communication System; A cellular telephone standard originally used in Britain 

in the 900 MHz frequency band. 
TDMA Time Division Multiple Access; A technology for digital transmission of radio signals between, 

for example, a cellular phone and a radio base station. In TDMA, the frequency band is split 
into a number of channels which in turn are stacked into short time units so that several calls 
can share a single channel (frequency) without interfering with one another. The IS-136 digital 
air interface standard as well as cellular systems based on D-AMPS technology are sometimes 
also called TDMA. See also IS-136 and D-AMPS. 

TTE Telecommunications Terminal Equipment 
UMTS Universal Mobile Telecommunications System; The European term for IMT-2000 and the name 

for the third generation cellular telephone standard in Europe, standardized by ETSI. 
WAN Wide Area Network 
WAP Wireless Application Protocol; A free unlicensed protocol for wireless communications that 

makes it possible to create advanced telecommunication services and to access Internet pages 
from a cellular telephone. WAP is a de facto standard that is supported by a large number of 
suppliers. 

W-CDMA Wide-band Code Division Multiple Access; A technology for wide-band digital radio 
communications of Internet, multimedia, video and other capacity demanding applications. 
WCDMA, developed by Ericsson and other suppliers, was selected for the third generation of 
cellular telephone systems in Europe, Japan and the United States. The technology is also the 
principal alternative being discussed in other parts of the world, notably in Asia. 

WDM Wavelength Division Multiplexing; A technology that uses optical signals on different 
wavelengths to increase the capacity of fiber optic networks in order to handle a number of 
services simultaneously. 

W-LAN Wireless-Local Area Network; A wireless version of the LAN. It provides access to the LAN 
even when the user is not in the office. 

WLL Wireless Local Loop; A wireless connection of a telephone in a home or office to a fixed 
telephone network. 

VNO Virtual Network Operator 
VoIP Voice Over the Internet Protocol; A technology for transmitting ordinary telephone calls (voice) 

over the Internet using packet-linked routes. 
WOS Wireless Office Systems; A technology that allows the user to transfer calls to a mobile 

telephone. 
xDSL Acronym used for various technologies for broadband communications in ordinary telephone 

networks, e.g. ADSL. 
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ANALYTICAL MODEL 1 (TENTATIVE): CONTENT OF STRATEGY 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
ANALYTICAL MODEL 2 (TENTATIVE): DIMENSIONS AND LEVELS OF STRATEGY 
 
 
 
 
 

Realizations i.e. decisions & actions (D&A) AND 
outcomes i.e. structures & “performances” (S&P)

Individual
level

Organization
level

Industry
level

Strategic decisions and actions of industry (e.g. value chains, networks, 
value constellations, strategic groups), i.e. collective strategic decisions 
and actions of organizations, e.g. joint collective efforts of competition 
OR cooperation/collaboration, e.g. JV,  alliances, joint standardization 
organizations thereby formalizing product standards, “standard”
contractual T&Cs, co-branding, risk sharing, profit sharing agreements, 
etc., resulting in performances i.e. the industry success e.g. profitability 
and structures i.e. the boundary of the industry, industry-wide division of 
work, i.e. what value activities to be performed by whom, and the role of 
focal actor, e.g. coordination. Drivers: A-F.

Boundary
of industry

Div. of
work (VA)

Industry
success

Role of
focal actor

Strategic decisions e.g. vertical/horizontal integration, market entry, 
outsourcing, capacity expansion, divestment, M&A, and actions of 
organizations, i.e. deliberate strategy emerging from formal strategic 
plans and strategic (conscious) decisions or realized strategy, i.e. 
“strategy as a pattern in a stream of actions”, the collective actions of 
individuals resulting in performances i.e. organizational success, e.g. 
profitability and structures i.e. boundary of the firm, organizational 
division of work, i.e. what value activities to be performed by whom, and 
the role of mgmt, e.g. coordination. Drivers: A-F.

Boundary
of org.

Div. of
work (VA)

Org.
success

Role of mgmt 
function

Industry realizations and outcomes

Organizational realizations and outcomes

B

D

F

Individual realizations and outcomes

Product “logic” Business“logic” Process“logic”

Industry “logic” as industry recipe, i.e. the collective strategic intent and 
mission (i.e. culture) of organizations (refer to B) as well as shared 
worldviews, values and beliefs about the industry´s product, e.g. “de facto 
standards” and “dominant design” (e.g. technical product specifications of 
product interfaces and product performances, e.g. products as “system 
solutions” and product quality), business, e.g.  “standard” T&Cs and 
process “logic”. Sometimes manifested in formal plans and agreements 
(refer to F). Drivers: A-F.

Cognition i.e. individual cognitive models and 
collective “logic” AND plans & processes

Individual cognition of strategy as perceptions, mental models, values, 
assumptions, beliefs, ideas and thoughts about the strategic process, 
content, context and the organizational purpose. Drivers A-F.

Process Content Context Purpose

A

C

E

Strategic intent Culture Mission

Organizational “logic” as organizational culture, i.e. the strategic intent 
as the collective strategic cognition of individuals about the strategic 
process, content and context (refer to A), and mission, i.e. the collective 
cognition of individuals about the organizational purpose. Sometimes 
manifested in formal plans and processes, e.g. a strategic plan or the 
strategic planning process e.g. SWOT analysis, as well as in the expressed 
mission statement. Drivers A-F.

Industry “logic” or industry recipe and plans

Organizational “logic” or culture and plans

Individual cognition and plans

Strategic decision & actions of individuals (e.g. the decision to develop 
and the actual development of an innovation, e.g. product or process 
innovation) resulting in performances, i.e. the innovation itself and the 
realization of incentives, and structures, e.g. the individual´s work 
structure, i.e. job enlargement/enrichment and the formal and informal 
position in the organization. Drivers: A-F.

Job enlargement
& enrichment

Inventions
& incentives

Position (formal 
& informal)

S&P

D&A

S&P

D&A

S&P

D&A

- Corporate
- Business
- Functional

Realizations i.e. decisions & actions (D&A) AND 
outcomes i.e. structures & “performances” (S&P)

Individual
level

Organization
level

Industry
level

Strategic decisions and actions of industry (e.g. value chains, networks, 
value constellations, strategic groups), i.e. collective strategic decisions 
and actions of organizations, e.g. joint collective efforts of competition 
OR cooperation/collaboration, e.g. JV,  alliances, joint standardization 
organizations thereby formalizing product standards, “standard”
contractual T&Cs, co-branding, risk sharing, profit sharing agreements, 
etc., resulting in performances i.e. the industry success e.g. profitability 
and structures i.e. the boundary of the industry, industry-wide division of 
work, i.e. what value activities to be performed by whom, and the role of 
focal actor, e.g. coordination. Drivers: A-F.

Boundary
of industry

Div. of
work (VA)

Industry
success

Role of
focal actor

Strategic decisions e.g. vertical/horizontal integration, market entry, 
outsourcing, capacity expansion, divestment, M&A, and actions of 
organizations, i.e. deliberate strategy emerging from formal strategic 
plans and strategic (conscious) decisions or realized strategy, i.e. 
“strategy as a pattern in a stream of actions”, the collective actions of 
individuals resulting in performances i.e. organizational success, e.g. 
profitability and structures i.e. boundary of the firm, organizational 
division of work, i.e. what value activities to be performed by whom, and 
the role of mgmt, e.g. coordination. Drivers: A-F.

Boundary
of org.

Div. of
work (VA)

Org.
success

Role of mgmt 
function

Industry realizations and outcomes

Organizational realizations and outcomes

BB

DD

FF

Individual realizations and outcomes

Product “logic”Product “logic” Business“logic” Process“logic”Process“logic”

Industry “logic” as industry recipe, i.e. the collective strategic intent and 
mission (i.e. culture) of organizations (refer to B) as well as shared 
worldviews, values and beliefs about the industry´s product, e.g. “de facto 
standards” and “dominant design” (e.g. technical product specifications of 
product interfaces and product performances, e.g. products as “system 
solutions” and product quality), business, e.g.  “standard” T&Cs and 
process “logic”. Sometimes manifested in formal plans and agreements 
(refer to F). Drivers: A-F.

Cognition i.e. individual cognitive models and 
collective “logic” AND plans & processes

Individual cognition of strategy as perceptions, mental models, values, 
assumptions, beliefs, ideas and thoughts about the strategic process, 
content, context and the organizational purpose. Drivers A-F.

Process Content Context Purpose

AA

CC

EE

Strategic intent Culture Mission

Organizational “logic” as organizational culture, i.e. the strategic intent 
as the collective strategic cognition of individuals about the strategic 
process, content and context (refer to A), and mission, i.e. the collective 
cognition of individuals about the organizational purpose. Sometimes 
manifested in formal plans and processes, e.g. a strategic plan or the 
strategic planning process e.g. SWOT analysis, as well as in the expressed 
mission statement. Drivers A-F.

Industry “logic” or industry recipe and plans

Organizational “logic” or culture and plans

Individual cognition and plans

Strategic decision & actions of individuals (e.g. the decision to develop 
and the actual development of an innovation, e.g. product or process 
innovation) resulting in performances, i.e. the innovation itself and the 
realization of incentives, and structures, e.g. the individual´s work 
structure, i.e. job enlargement/enrichment and the formal and informal 
position in the organization. Drivers: A-F.

Job enlargement
& enrichment

Inventions
& incentives

Position (formal 
& informal)

S&P

D&A

S&P

D&A

S&P

D&A

- Corporate
- Business
- Functional

Cognition & 
“collective logic”

Processes & 
plans

Decisions &
Actions

Structures &
Performances

Individuals
Organizations
Industries

Cognition & 
“collective logic”

Cognition & 
“collective logic”

Processes & 
plans

Processes & 
plans

Decisions &
Actions

Decisions &
Actions

Structures &
Performances
Structures &
Performances

Individuals
Organizations
Industries
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ANALYTICAL MODEL 3 (TENTATIVE): PROCESS OF STRATEGY 
 
 

Management, 
decisions, 

actions and 
results

Cognition and 
plans

Individual

Organization

Industry

External driving forces, 
e.g. privatization, liberalization

Industry 
development

Contemporary structure

History
(Cumulative)

Future
(expectations)

Structural Change

G

Management, 
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actions and 
results

Cognition and 
plans

Individual

Organization

Industry

Management, 
decisions, 

actions and 
results

Cognition and 
plans

Individual

Organization

Industry

External driving forces, 
e.g. privatization, liberalization

Industry 
development

Contemporary structure

History
(Cumulative)

Future
(expectations)

Structural Change
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   Attachment 2:02 letter template 
November 21, 2002 

 
 
Andes de Paula <name> 
IMIE – Linköping University <company> 
Department of Management and Economics <address> 
SE–581 83 Linköping PO Box <number> 
Sweden <zip code> 
 
 
RE: REQUEST FOR INTERVIEW FOR RESEARCH PROJECT 
 
Dear <name>, 
 
My name is Andes de Paula. I worked in marketing and sales at ERA under Jan Wäreby, Bo 
Carlsson, and Lars Birging (1994–1996) and at EDB in Brazil (1996–1998) under Gerhard 
Weise, Nilson Soares, and Draja Mihajlovic. I am now a doctoral researcher at Linköping 
University at the International School of Management and Economics (LiU/IMIE) and I am 
part of a research team led by Staffan Brege, professor of market strategy and Jakob Rehme, 
Ph.D. LiU/IMIE conducts applied business research in close collaboration with industry and 
with an express aim of strengthening the competitiveness of Swedish industry. The project 
headed by Professor Brege has been in progress for approximately one year and is expected to 
continue for a further five years. The project is financed in part by NUTEK/Vinnova/Svenskt 
Trä and aims to develop knowledge in the strategy field. In collaboration with MIT in the 
United States as well as other institutions, it examines a number of companies from several 
sectors, both in Sweden and abroad. 
 
My own research focuses on the telecommunications and construction industries and aims to 
describe structural changes within industries and industrial value chains/networks as well as 
explaining how these changes affect and are driven by individual companies. The enclosed 
summary describes the aim of my research in greater detail. 
 
Our group in Linköping believes that only people with your sound industry knowledge and 
overview can give us the first-hand empirical industry basis we need to confirm or reject our 
hypotheses as well as to deliver results that may be of practical use for other industry leaders. 
I would therefore like to ask whether you would be able to meet with me, Staffan or Jakob 
some time between December 2002 and February 2003 for an informal interview about the 
areas mentioned above and detailed in the enclosed summary. We envisage that the meeting 
should take approximately two hours. As my main interest is at industry level, I do not expect 
you to discuss <company> specifically or other companies that you have previously been or 
are currently involved with. If you have any questions or other points please do not hesitate to 
contact either of us by phone, letteror e-mail, as appropriate. I will try to contact you by phone 
in a week or so to see if you have time and are able to take part. 
 
Yours sincerely, 
 
 
Andes de Paula 
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DESCRIPTION OF MY RESEARCH PROJECT 
 
My research focuses on the telecommunications and construction industries and aims to 
describe structural changes within industries and industrial value chains/networks as well as 
explaining how these changes affect and are driven by individual companies. Put simply, I 
intend to describe how the “division of work” develops within an industry over time and to 
explain what drives this development. We have seen a number of industries, among others the 
telecommunications and construction industries, undergo similar structural changes despite 
apparently very different conditions. Several industries are dividing into operators (e.g., Telia 
and Drott), systems suppliers (e.g., Ericsson and Skanska), and what are termed first, second, 
and third tier suppliers (e.g., Allgon and Södra Building Systems). 
 
Closer analysis reveals a trend towards specialization (e.g., companies striving to focus on 
their core competence by outsourcing) and vertical/horizontal integration of a number of 
value-adding activities (e.g., through M&As and increased collaboration between companies 
in order to be able to offer complete system solutions). This specialization and integration 
requires adaptations both at industry and at firm level. We believe that strategic change at 
industry level requires one or more companies to coordinate consciously or unconsciously the 
process of change among the companies in the sector. From a product perspective, this insight 
has existed for example in companies delegating some coordination to collective 
standardizing organizations or bodies. This in turn has enabled modularized, open, and 
standardized product and systems architectures. There thus exists a clear “product logic” for 
many companies within an industry. We see, however, that similar efforts are not being 
invested in the creation of a new common “business logic,” which has had negative 
consequences for individual companies and industries. Outsourcing has not achieved the 
expected cost savings and the sale of system solutions has not generated the expected increase 
in revenues. In other words, added cost has exceeded added value. Similarly, it has been 
difficult for many companies in practice to implement a new business logic where risk sharing 
and profit sharing would often have been natural components. 
 
One of our hypotheses is that a successful corporate strategy which also involves a new 
business logic at industry level requires an understanding of strategic content and the process 
of change at both firm and industry level. By analogy with “product logic,” we believe that 
strategic change involving specialization and integration at industry level requires a good 
understanding of how the process of change should be driven and coordinated at this 
particular level. Keywords in the process of strategic change are, we believe, pace (i.e., at 
what rate the process of change takes place or should take place in order for all actors in the 
value chain to keep pace), sequencing (i.e., in what order the process of change takes place or 
should take place), and coordination (i.e., which company or companies coordinate(s) or 
should coordinate the process of change). A second hypothesis is that today’s or future 
leading companies are those (or will be those) that have created and will be able to create a 
position that allows them to drive and coordinate strategic change at industry level and 
thereby implement innovations in terms of product logic, process logic and, perhaps most 
importantly, business logic. These companies understand the inertia of their own industry as 
well as its existing structure and adapt the pace and sequencing of strategic change 
accordingly. 
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GUIDE TO INTERVIEW 
STRUCTURES AND CHANGES IN INDUSTRIAL VALUE CONSTELLATIONS, DRIVING 

FORCES AND DYNAMIC RELATIONSHIP WITH CORPORATE STRATEGY 

1 About the interview 
 
The interview is intended to be a two hour (approximately) open discussion about (i) changes in industry structure 
between 1994 and 2002, (ii) driving forces to such structural changes, and (iii) dynamic relationship between industry 
structure and corporate strategy. Nevertheless, in order to support an open discussion we have prepared a number of 
specific questions. The questions are divided in three (1-3) levels of analysis (focus is on industry and organizational 
level), and in 13 areas (C-G), totaling 40 questions: 
 

(1) INDUSTRY LEVEL (2) ORGANIZATIONAL LEVEL 
F1:  Boundary of the industry  C1:  Strategy content 
F2:  Industry division of work D1:  Boundary of the organization 
E1:  Product logic D2:  Organizational division of work 
E2:  Business logic D3:  Organizational success 
E3:  Process logic C2:  Strategy process and organizational culture 
F3:  Role of channel captain (3) SOCIETAL LEVEL 
F4:  Industry Success G:  External driving forces 
 

• Each area contains 3-4 questions (order of questions may vary): 
 

Q1:  Descriptive – Phenomena [we ask You to describe or define a certain phenomena] 
Q2:  Descriptive – Actor [we ask You to identify who was driving the phenomena in question] 
Q3:  Normative – Time [we ask You to provide Your opinion on a time limit to change the phenomena] 
Q4:  Causal – Force/Phenomena [we ask You to identify driving forces (or barriers to change) to the 

phenomena and how such driving forces may have affected/created such phenomena] 
 
• Your answers will not be published prior to Your consent! 
• We kindly ask You to allow us to record the interview 
• Some words/concepts are explained in [brackets] 
• Except for Q3, the questions should be answered based on Your perception of the business reality in Your 

industry (“as is”), thus, the questions should not be answered based on how You believe business should be 
carried-out in Your industry! 

2 Additional information, comments or questions 
 
Additional information, comments or questions regarding this research project, the interview or other research 
projects that may be to Your interest will be provided/answered by Andes de Paula. 
 
Andes de Paula    Linköpings Universitet 
cellular +46 733-122 191   Department of Management and Economics 
office +46 13 28 15 98   SE-581 83 
fax +46 13 28 18 73  Linköping 
e-mail andpa@eki.liu.se    
 
Papers and publications that may be to Your interest are continuously being released! Please visit 
http://infoweb.unit.liu.se/eki/indek/adp/presentation! 
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   Name:___________________ 

INTERVIEW GUIDE 
STRUCTURES AND CHANGES IN INDUSTRIAL VALUE CONSTELLATIONS, 

DRIVING FORCES AND DYNAMIC RELATIONSHIP WITH CORPORATE STRATEGY 
 

F1 BOUNDARY OF THE INDUSTRY 
  
F11 In 1994 and 2002 respectively, How would You describe/define the industry structure of Your industry in 

terms of its boundary? 
  
  
  
F12 Between 1994 and 2002, What were the most important driving forces (or barriers to change), in terms of 

frequency, scope and scale, to the boundary of Your industry? How did such driving forces change the 
boundary of the industry? 

  
  
  
F13 In 1994 and 2002 respectively, What time perspective did You believe was reasonable to allow the 

industry to change its boundary? 
  
  
  
F2 INDUSTRY DIVISION OF WORK (VALUE ACTIVITIES) 
  
F21 In 1994 and 2002 respectively, How would You describe/define the industry structure of Your industry in 

terms of the division of work [value activities performed by industry players]? 
 E.g. operators (e.g. maintenance), system suppliers (e.g. systems integration), 1st- (e.g. product development), 2nd- 
  (e.g. manufacturing) and 3rd tier suppliers. 
  
F22 Between 1994 and 2002, What were the most important driving forces (or barriers to change), in terms of 

frequency, scale and scope, to the division of work within Your industry? How did such driving forces 
change the division of work? 

  
  
F23 In 1994 and 2002 respectively, What time perspective did You believe was reasonable to allow the 

industry to change its structure in terms of the division of work? 
  
  
  
E1 PRODUCT LOGIC 
  
E11 In 1994 and 2002 respectively, How would You term and describe/define (in terms if its content) the 

“product logic” within Your industry? 
 E.g. products described in terms of features, value (e.g. value based selling/purchasing), embedded know-how (e.g. 
 consultative selling/purchasing), solutions (e.g. systems or BOT selling/purchasing) projects (e.g. project  
 selling/purchasing). 
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E12 Between 1994 and 2002, What were the most important driving forces (or barriers to change) to the 
development of such “product logic”? How did such driving forces change the “product logic”? 

 E.g. product innovations, e.g. flexible “stand-alone” products (i.e. bundling), product modules, i.e.  
 unbundled or “modularized ” products, through open and/or standardized products and systems architectures  
 and/or process innovation, e.g. in product and systems integration capabilities. 
  
E13 Between 1994 and 2002, Who do You believe was driving such development of a “product logic”? 
 E.g. individual company by developing a “de facto standard” or a “dominant design”, group of companies by  
 collective, formal/informal agreements regarding a product standard, standardization organizations including  
 members of the industry, governmental standardization bodies through regulations. 
  
E14 In 1994 and 2002 respectively, what time perspective did/do You believe was reasonable to allow the 

industry to change its “product logic”? 
  
  
  
E2 BUSINESS LOGIC 
  
E21 In 1994 and 2002 respectively, How would You term and describe/define (in terms if its content) the 

“business logic” within Your industry? 
 E.g. cooperative, win/win (e.g. risk-, profit-, cost-sharing agreement, co-branding agreements, financing agreements) 
 or competitive, win/lose relationships. 
  
E22 Between 1994 and 2002, What were the most important driving forces (or barriers to change) to the 

development of such “business logic”? How did such driving forces change the “business logic”? 
 E.g. understanding how e.g. risk-, cost- and profit is distributed along the value chain and/or lower/higher prices, 
 competition, demand, i.e. smaller/larger market size, market growth, cost, e.g. labor, raw material, components etc.,  
 R&D costs, etc. 
  
E23 Between 1994 and 2002, Who do You believe was driving such development of a “business logic” [i.e. a 

“business standard”, e.g. standard terms and conditions]? 
 E.g. individual company by developing a “de facto standard”, group of companies by collective, formal/informal  
 agreements regarding a business standard, standardization organizations including members of the industry,  
 governmental standardization bodies through regulations. 
  
E24 In 1994 and 2002 respectively, what time perspective did/do You believe was reasonable to allow the 

industry to change its “business logic”? 
  
  
  
E3 PROCESS LOGIC 
  
E31 In 1994 and 2002 respectively, How would You term and describe/define (in terms if its content) the 

“process logic” within Your industry? 
 E.g. processes described in terms of coordinating activities within the organization or throughout the value chain (e.g. 
 how to integrate a highly specialized value chain). 
  
E32 Between 1994 and 2002, What were the most important driving forces (or barriers to change) to the 

development of such “process logic”? How did such driving forces change the “process logic”? 
 E.g. understanding how internal and value chain processes are interrelated e.g. “fixed products and mobile  
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 manufacturing facilitates”, interfaces between actors in the value chain and successful hand-over, convergent/divergent 
 customer needs, convergent/divergent material flows, i.e. raw material or components decides the products available to 
 end- users, lead-times throughout the value chain. 
  
E33 Between 1994 and 2002, Who do You believe was driving such development of a “process logic”? 
  
  
  
E34 In 1994 and 2002 respectively, what time perspective did/do You believe was reasonable to allow the 

industry to change its “process logic”? 
  
  
  
F3 ROLE OF CHANNEL (OR VALUE CHAIN) CAPTAIN 
  
F31 In 1994 and 2002 respectively, Who would You consider to be the “channel captain” [a company or 

group of companies driving the industry revolution/evolution] in Your industry and How would You 
describe/define the role of the “channel captain”? 

 E.g. operator, system supplier, 1st-, 2nd- or 3rd tier supplier. E.g. to determine industry’s product, business and process 
 logic and/or to coordinate industry’s pace of change [at what rate the process of industry takes place in order for all 
 actors in the value chain to keep pace] and to coordinate industry’s sequence of change e.g. [in what order the process  
 of change takes place]. 
  
F32 Between 1994 and 2002, What were the most important driving forces (or barriers to change) affecting 

the role of the “channel captain”? How did such driving forces change the role of the “channel captain ”? 
 E.g. industry caught in a “catch 22” situation, e.g. no demand for mobile internet terminals due to lack of content, 
 no demand for content due to lack of mobile internet terminals, no demand for construction buildings due to lack of 
 infrastructure (e.g. roads, telecommunications, etc.), no demand for infrastructure due to lack of construction  
 buildings. 
  
F33 In 1994 and 2002 respectively, What time perspective did You believe was reasonable to allow the 

“channel captain” to change its role? 
  
  
  
G EXTERNAL DRIVING FORCES 
  
G1 Between 1994-2002, What were the most important “industry external (domestic and international) 

driving forces” [driving forces on a societal level] (or barriers to change) to the industry structure? How 
did such driving forces change the industry structure? 

 E.g. political and legal, e.g. privatization and liberalization (i.e. domestic), agreements on tariffs and trade (i.e.  
 international),macro-economic climate (e.g. inflation, interest and currency rates), etc. 
  
C1 STRATEGY CONTENT 
  
C11 In 1994 and 2002 respectively, How would You describe/define the strategy, i.e. “strategic intent”, of 

Your organization? 
 E.g. to maintaining strengths, eliminate weaknesses, capture opportunities, avoid/manage threats and/or to deliver 
 increased value at equal cost, same value at lower cost, increased value at lower cost. 
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C12 Between 1994 and 2002, What were the most important driving forces (or barriers to change), in terms of 
frequency, scope and scale to the “strategic content” of Your organization? How did such driving forces 
change the “strategic intent”? 

  
  
  
C13 In 1994 and 2002 respectively, What time perspective did You believe was reasonable to allow Your 

organization to implement its strategy, i.e. “strategic intent”? 
  
  
  
D1 BOUNDARY OF THE ORGANIZATION 
  
D11 In 1994 and 2002 respectively, How would You describe/define Your organization in terms of its 

boundary? 
 E.g. “broad” in terms of its horizontal scope and “shallow” in terms of its vertical scope. 
  
  
D12 Between 1994 and 2002, What were the most important driving forces (or barriers to change), in terms of 

frequency, scope and scale to the boundary of Your organization? How did such driving forces change the 
boundary of the organization? 

 E.g. strategic decisions, e.g. outsourcing, capacity expansion, divestment, M&As, vertical/horizontal integration,  
 system sales, market entry. 
  
D13 In 1994 and 2002 respectively, What time perspective did You believe was reasonable to allow the 

organization to change its boundary, e.g. a “strategic decision” to be fully implemented? 
  
  
  
D2 ORGANIZATIONAL DIVISION OF WORK (VALUE ACTIVITIES) 
  
D21 In 1994 and 2002 respectively, How would You describe/define the organizational structure of Your 

organization in terms of the division of work [value activities and organizational units]? 
 E.g. product and market units OR customer units (e.g. KAM organization), centralization, decentralization, (e.g. 
 project organization), integration, disintegration. 
  
D22 Between 1994 and 2002, What were the most important driving forces (or barriers to change), in terms of 

frequency, scale and scope, to the division of work within Your organization? How did such driving 
forces change the division of work? 

  
  
  
D23 In 1994 and 2002 respectively, What time perspective did You believe was reasonable to allow the 

organization to change its structure in terms of the division of work? 
  
  
  
D3 ORGANIZATIONAL SUCCESS 
  
D31 In 1994 and 2002 respectively, How did You describe/define/measure the success of Your organization? 
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 E.g. maximize shareholder value (i.e. shareprice and dividends), e.g. through maximizing profits, or satisfice  
 stakeholder value. 
  
D32 Between 1994 and 2002, What were the most important driving forces (or barriers to change) affecting 

the success of Your organization? How did such driving forces change the organizational success? 
  
  
  
D33 In 1994 and 2002 respectively, What time perspective did You believe was reasonable to allow a 

privately held business organizations to become successful or achieve its mission or purpose? 
  
  
  
F4 INDUSTRY SUCCESS 
  
F41 In 1994 and 2002 respectively, How did You describe/define/measure the success of Your industry? 

Why? 
 E.g. accumulated success of individual companies within the industry. 
  
  
F42 Between 1994 and 2002, What were the most important driving forces (or barriers to change) affecting 

the success of Your industry? How did such driving forces change the industry success? 
 E.g. external, changes in product, business and process logic, boundary of the industry, role of focal actor, collective 
 strategic intent, collective strategic decisions, collective perspective on the organizational success. 
  
F43 In 1994 and 2002 respectively, What time perspective did You believe was reasonable to allow an 

industry to become successful? 
  
  
  
C2 STRATEGY PROCESS AND ORGANIZATIONAL CULTURE 
  
C21 In 1994 and 2002 respectively, How would You describe/define the “organizational culture” of Your 

organization? 
 E.g. as a common understanding among employees about the dimensions of strategy, i.e. “process”, “content”,  
 “context” and the “organizational purpose”. 
  
C22 Between 1994 and 2002, What were the most important driving forces (or barriers to change), in terms of 

frequency, scope and scale to the “organizational culture” of Your organization? How did such driving 
forces change the “organizational culture”? 

  
  
  
C23 In 1994 and 2002 respectively, How would You describe/define the process of creating an “organizational 

culture”? 
 E.g. explicit or implicit, e.g. through formal plans or common values, rational or generative. 
  
  

 


