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 Abstract
The focal study initially describes the development of the banking industry in Finland, then analyses
the development of banking partnerships, and concludes by applying the findings about partnership
development to the banking industry in order to increase our understanding of the industry
development, especially of the development of the nature and structure of a typical banking firm. In
this study, banking partnerships and co-operation is the perspective from which industry development
is studied. The study constructs a framework of reasons for entering partnerships from three
theoretical views. The partnership-specific view explains the reasons based on the benefits that a
partnership may produce for a bank. Industry-specific view explains the reasons based on the banking
industry paradigm, i.e. what are the general banking logic features that could explain the change in
partnership entering reasons and how those features have developed. The external view explains the
reasons from the environmental level, specifically environmental attribute and changes that can
stimulate partnership entry. Examining partnership entry reasons through these three-levels and the
different emphasis of each view improves both the theoretical understanding of the reasons banks
enter partnerships as well as our understanding of the development of banking industry. 

The development of the vertically integrated banking model towards a more core-competence
specialised one describes the development of banking logic. In the continuum of the logic in Finland,
the focus of customer service on core competences places the customer service at the centre of the
integration of business functions and disciplines. On the other hand, the growing need for economies
of scale does not allow a domestic or regional bank to maintain a great deal of the existing proprietary
manufacturing. This means that an entire service can and has to be manufactured outside the bank's
own hierarchy.

The production of banking services are transforming from the traditional proprietary
manufacturing model to a three-levelled model. A great part of the existing production will be
outsourced because of the increasing need for scale of economies. In other words, economies of scale
will be purchased instead of proprietary manufacturing. The second level is formed by such banking
services that have certain needs for the economies of scale, but in addition, qualities like flexibility
are important factors in the production. The need of scale forces domestic and regional banks to move
the manufacturing outside of the focal bank, but the need of qualities highlights partnership-like needs
in the selection of the producer. The third level is the "manufacturing" of tacit personal services, in
which the economies of scale is absent. For Finnish banks, this layer forms the core of their
proprietary operation. 

Keywords: banking industry, liberalisation process, partnerships
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1 Introduction 

1.1  The banking business as an arena to study partnerships 

According to Llewellyn (1999), banks have traditionally played a key role in the financial 
system by acting as financial intermediaries between the ultimate savers and borrowers. 
They transform assets by accepting deposits with one set of characteristics and creating 
assets with another; in particular, they engage in maturity transformation with debt 
contracts on both sides of the balance sheet. Banks have also been the central mechanism 
within the payment system. 

The deregulation process, among other forces, has increased banking competition and 
lowered entry barriers for new entrants (Vesala 2001, Llewellyn 1999). According to 
Holstius & Kaynak (1995) the major contributing forces for structural change and the 
growth of financial markets has been the deregulation of interest rates, the liberalisation 
of the financial markets and the increase in competition between banking and credit 
institutions. The nature of the bank’s function changed radically during deregulation, and 
banks now conduct a much wider range of business than simply taking deposits and 
making loans. Banks have become financial service firms and incomes from activities, 
which are not reflected in the balance sheet, have increased, compared to income earned 
from the traditional financial intermediation business (Davis & Tuori 2002). At the same 
time, a many new types of firms have begun to supply traditional banking services and 
incumbent banks have lost their traditional oligopoly advantages. The need to develop 
new ways to achieve a competitive edge has increased.  

According to Park et al. (2002), in changing market, firms’ effort to exploit and 
explore resources are more active than in stable market. In a declining market, firms have 
especially a need to create partnerships to maximise the utilisation of their existing 
resources and to enhance their short-term viability. There are many market-based events 
such as globalisation, technology development, deregulation, finance innovations in the 
security market, European monetary integration, giant banking mergers, etc. that have 
made the banking industry volatile, which makes it an interesting area to study 
partnerships and the industry development. 
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1.2  Objectives of the study 

This study has two objectives: first, it aims to describe and examine the development of 
partnerships in an industry, which has undergone rapid change; secondly, it aims to use 
the conceptualisation of partnership development in order to gain a better understanding 
of the industry change in question. Thus, banking development is not only an 
instrumental context for studying partnerships but also an object of study in its own right. 
I have tried to form an interesting and profound narrative of the development of the 
banking industry in Finland, as it has been noted that the production of a good narrative 
may intrinsically be theoretical and contribute to theory development (Eriksson & 
Koistinen 2005).  

The premise of studying partnerships in the banking context is that the rapid 
development of the banking industry offers a forum to obtain new and interesting 
information about partnerships and their development and further to increase our 
understanding of the banking logic (see the definition in chapter 2.5). Figure 1 explains 
the objectives of the study and the relations between three research questions. 

Fig. 1. Objectives of the study. 

Development of the Finnish banking

Liberalisation process

Partnerships

Why have 
banks entered 
into partnerships?

How did the 
reasons for 
bank partnerships
change in the 
liberalisation 
process?

How can the 
development of 
banking business 
be interpreted with 
the help of the 
partnership 
perspective?
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This study aims to find out how partnerships have developed according to the banking 
liberalisation process. Before we can concentrate on this aim, we have to identify the key 
elements that might affect the phenomenon. We also have to understand what partnership 
and co-operation essentially mean. Research has rarely offered wide descriptions of 
reasons for entering partnerships in the context of an industry’s development. Therefore, 
in order to understand the interconnection between the two study objects, an 
understanding of partnership entry reasons needs to be built, and so the first study 
question is: 

Why have banks entered into partnerships? 

This research question is not new, especially on a general level (i.e. in other business 
areas besides banking) and there are a large number of research projects with the same 
objective (see e.g. Varadarajan & Cunningham 1995). By exploring the first research 
question this study can develop a wider perspective than typical partnership studies, 
which means that it will contribute to the body of literature as a whole. Typically, the 
reasons for firms to enter partnerships have been covered on the partnership-specific level 
in existing literature. In other words, entry reasons are the benefits that a partnership can 
offer, such as economies of scale, learning, adaptation or to avoid potential losses (Park 
& Zhou 2005) etc. This kind of view restricts the overall understanding of partnership 
reasoning, especially when trying to understand the development of partnerships entry 
reasons. I extend this view in order to understand the phenomenon from three different 
perspectives and to form a coherent understanding of it. In addition to the partnership-
specific view, I use the industry-specific view and the external view. The industry-
specific view explains the reasons for entering partnerships based on an understanding of 
the development of the banking industry. The external view explains the partnership 
reasoning based on the dynamics of the firm’s environment. The unit of analysis in this 
study is the industry level. Therefore, the industry-specific view explains the 
development of Finnish banking as a coherent industry; it does not distinguish between 
single banks. 

The second question addresses the dimensions behind the development of the reasons 
for entering partnerships in the liberalisation2 process. The corresponding question is: 

How did the reasons for bank partnerships change in the liberalisation process? 

This research question is answered by analysing the Finnish banking business, and the 
partnerships in it, during the process of banking liberalisation. The main aim is to 
understand, how rapid changes in the environment (in this case increased competition 
because of liberalisation) changed the partnership entry reasons. If the fundamental 
business environment changes, it is presumed that the position and meaning of 
partnerships is modified along with general industry change. This study describes how 
partnerships have changed parallel to the development and rapid change in the banking 
industry. 

                                                           
2 In this study, liberalisation includes the national deregulation process and European integration process. 
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A phenomenon is a consequence of several causal mechanisms. The same change in 
the partnerships and in their entry reasons might have happened in the absence of banking 
liberalisation (for example because of the tightening competition between incumbents 
without the possibility of the entry of newcomers). There may also be some other 
interpretative or prohibitive drivers that affect the development. The existing literature 
can be used in order to form the best possible guess at the reasons for the development. 
The liberalisation itself is not assumed to be the driving force for the change in 
partnership entry reasons. Existing theory is used to form the explanation through the 
three-levelled framework for which liberalisation is a context, not the explanation in the 
first hand. 

The third question concerns the banking business’ development; partnerships and their 
development are used as a means to provide new information about banking 
development. The corresponding research question is: 

How can the development of banking business be interpreted with the help of the 
partnership perspective? 

In order to achieve the goal of this research, as well as potentially developing business-
specific and context sensitive concepts and capturing the phenomenon, existing concepts 
and theoretical models are used. There are two concepts that are used to evaluate the 
development of the banking industry in Finland. First, the financial system (Davis & 
Tuori 2002) is used to analyse the banking market development and the banking 
industry’s position in the wider market. Second, the concept of banking logic is used to 
evaluate the development of the banking industry in Finland. 

The research includes preliminary theory building. In other words, the theory building 
in this study is about using the concepts and theoretical models, and based on these, a 
conceptualisation is compiled which is applicable to the specific industry setting. 
Partnership literature is extensive and therefore building a theoretical conceptualisation is 
possible based on this existing literature. Existing knowledge, is however, scattered 
across various lines of research. Therefore, in this study, the existing knowledge about 
partnerships is gathered and elaborated upon in such a way that it can be brought in line 
with the banking industry.  

Why, then, have partnerships and the reasons to enter them, been selected as a view 
from which to analyse the banking development? Somewhat paradoxically, being an 
effective competitor requires one to be an effective co-operator in some network of 
organisations (Morgan & Hunt 1994). It is often assumed that organisations co-operate 
because they have to, not because they want to. Relational approaches add other layers to 
the co-operation motives (Donaldson & O’Toole 2000). The role of partnerships has 
changed during the different phases of the banking development, but the partnerships 
clearly reflect the state and the development of the banking business. Finnish banks have, 
for decades, developed strategic objectives in partnerships, first in inter-bank partnerships 
and after the deregulation in diagonal3 partnerships. Thus, the entry reasons and their 
change illustrate essential features of Finnish banking and its development. 

                                                           
3 a relationship between a bank and a firm from another business area 
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This research contributes to existing research in several ways. First, research about 
partnerships is in an interesting phase, and there is a considerable need for both academic 
and managerial studies. There have been many studies conducted, but a good deal is still 
left to discover. According to Gup (2002), alliance usage is increasing in virtually every 
industry, and the banking industry is no exception. Secondly, radical changes in the 
banking business have taken place in a short period of time, which makes it an especially 
interesting research arena from a longitudinal point of view. Third, most of the research 
into partnerships has been about vertical relationships. In this research, the relationships 
studied are mostly horizontal and some of them present relationships between 
competitors, which is also a research subject that is rarely studied. Fourth, the 
understanding and explanation of partnerships have been largely restricted to 
partnerships-specific reasons (i.e. on the explanation of what a firm can get out of a 
partnership); this study extends the reasoning to an external and firm based view. Also on 
the partnership-specific level, there has been a shift from exchange-based entry reasons to 
relationship-based reasons. Sheth & Parvatiyar (1995) have called for research to explain 
the conditions that encourage actors to enter relationships of value creation instead of 
value distribution. Also Park et al. (2002) found it important to study firms’ reactions to 
environmental changes through strategic alliances. Fifthly, we have an incomplete 
understanding of the transformation of partnerships in an established business context 
undergoing fast and radical change.  

1.3  Strategies and sources used to answer the research questions 

The empirical source of the focal study is the Finnish banking business. The data was 
collected from a wide range of literature on the subject of Finnish banking and from more 
than 20 interviews between 2002 and 2004 (see the list of interviews in Appendix 1).  

I have selected the qualitative4 method because the purpose of the study is to 
understand the complex phenomenon without locking in predefined settings. Partnerships 
are not studied very deeply in the context of banking and especially not their 
transformation due to an intense change of the environment. Because of this 'new' 
perspective on the focal phenomenon, a case study was considered a suitable method. For 
instance, Eisenhardt (1989) suggested that one outcome of a case study can be a new or 
modified conceptual framework.  

The preliminary theory building was conducted based on existing literature about 
other business areas. In this study, existing knowledge about partnerships is gathered and 
elaborated on in such way that it can be applied to the banking industry. However, the 
existing knowledge of partnerships is rather scattered and diverse, and involves many 
alternative perspectives. The understanding of partnerships, from the banking perspective 
especially, is insufficiently discussed in the existing literature. Therefore, this study uses 
abductive logic. Dubois & Gadde (2002) argue that abductive logic includes active 
interaction between empirical data and existing theories throughout the research process. 

                                                           
4 According to Töttö (2004), classification into qualitative and quantitative research is a big mistake. Studies 
just use different kinds of data and questions.  
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It is assumed that abductive logic would lie between the polar opposites of inductive and 
deductive logic (Grönfors 1982). In this study, the existing theoretical conceptualisations 
are applied together with the empirical sources to come up with a conceptualisation that 
is sought based on the purpose of the research. 

Existing knowledge about the research phenomenon. Banking as such, is an area that 
has been widely studied. Especially well researched areas are customer relationships, 
delivery channels, and scale and scope economies in banking. In a banking context, 
partnerships are studied e.g. by Gup (2002) who notes that alliance usage is growing in 
almost every stage of the banking industry’s value chain. He suggests that three trends 
especially will become important: formalisation of the alliance function, proliferation in 
alliance types, and strategic alliance portfolio management. The financial institutions that 
will benefit the most from alliances will be those that manage them as a portfolios rather 
than dealing with them in a piecemeal fashion.  

Sydow et al. (1995) studied how the networked character of the German financial 
services constrained strategy making, the organisation of inter-firm networks, and how 
this organisation altered the structures of the industry. They argue that not only personal, 
but also any kind of relation is important for the development of a more comprehensive, 
socially informed, and dynamic understanding of a specific industry.  

Baum et al. (2003) tested distinct scenarios that explain the formation of ties, which 
are responsible for the close-knit network in Canadian investment banking. They 
concluded that small worlds5 result merely from chance interactions rather than from the 
strategic behaviour of network actors.  

The general development of banking is studied e.g. by Davis & Tuori (2002). They 
used the structure of banks’ income changes to study the changes in the nature of 
financial intermediation. The huge increase in off-balance sheet items largely results from 
lower capital requirements attached to them. There is evidence of changes in income 
structures for most EU countries, leading banks to have a greater relative dependence on 
non-interest income. Banks in the EU have not been able to increase their non-interest 
income sufficiently to offset falling interest income, given accompanying changes in 
other aspects of profit and loss. However, the fact that relationship between of non-
interest income and profitability tends to be positive for the more liberalised financial 
systems6. This gives ground for comfort about the likely long-term consequences of 
financial stability. 

                                                           
5 A small world: a network in which dense cliques of actors are spanned by relationships that cut across the 
cliques, acting as conduits for information and control (White 1970). 
6 Davis & Tuori (2002) found that in some of the more liberalised countries (Luxembourg, Netherlands, UK, 
US), there is a significant positive relation between non interest income and profitability. 
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1.4  Definition of partnership 

The concept of partnership is used in the focal study especially for the reason that it does 
not limit the co-operation form. Considering this, it amounts to being the same as inter-
organisational systems, which describes two or more organisations interacting with each 
other. The forms of these partnerships per se are unrestricted. They include business firms 
like joint ventures, market forms like licensing and franchising, associations in a due 
form and alliances, networks and consortia, which occur in many forms.  

In the focal study, the concept of partnerships is wide, complex and covers a range of 
issues, and is related between the ideas of co-operation and strategic alliance. Co-
operation (from the Latin, co meaning together and operati to work) refers to situations in 
which parties work together to achieve mutual goals (Anderson & Narus 1990). Thus, 
partnerships may describe tactical relationships, which are cost effective ways to perform 
any business process. Strategic alliances are cooperative arrangements between two or 
more firms formed in order to improve their competitive position and performance by 
sharing resources (Hitt et al. 2000, Jarillo 1988). They are an important source of 
resources, learning, and thereby competitive advantage. According to Gup (2002), 
strategic alliances are a means by which firms can effectively respond to opportunities 
and challenges in the external environment. 

1.5  Outline of the study 

The study is organised as follows: after the current introductory chapter, chapter two 
looks at the liberalisation of banking markets in general. The third chapter constructs the 
framework in order to answer theoretically the research question regarding the entering 
reasons into partnerships (the first research question). The fourth chapter explains the 
choice of empirical research design, data collection and analysis; methodological issues 
are also discussed. The fifth chapter begins with a detailed case description of the 
development of the Finnish banking industry and proceeds with descriptions of 
partnership examples and then analyses of them. The sixth chapter summarises empirical 
findings. It seeks to link the empirical findings to debate partnerships in general. The 
managerial implications and theoretical conclusions of the study are analysed in chapter 
seven. Finally, I make some suggestions for further research. 

Figure 2 explains the relationships between, and contributions of different chapters.  
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Fig. 2. Structure of the study. 

The theoretical framework provides the concepts by which the empirical data in chapter 5 
is first analysed, and at the end of the same chapter is elaborated on. The conceptual 
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2 Literature review of banking development 

In this chapter, I present the general process of banking liberalisation and conceptualise 
its main features. Two processes in the banking liberalisation are supposed to change the 
banking market and competition between banks. First, the deregulation process took 
place in every European country. Second, since 1994, the EEA (European Economic 
Area) agreement has meant that any bank with a licence in any European country can 
establish a subsidiary branch in any other European country based on home country 
authorisation. Deregulation was a complicated and time-consuming process, whereas 
EEA was from the banks point of view a one-off change. Therefore, I concentrate here on 
the deregulation process and its influence on the banking industry. The contribution of 
this chapter is that the description of deregulation process and concurrent banking 
development helps to understand the rapid and extensive change of the banking market 
on a general level. Chapter 5 describes the Finnish liberalisation process and banking 
business development in detail. The liberalisation process is also used as a way to classify 
banking development into three periods of the empirical part. 

2.1  Regulated markets 

Historically, regulation and government intervention in the marketplace has been 
dominant in the economic system. However, both the state, and those who benefit from 
its decrees favoured the administered and predictable controlled economy permitted by 
regulation over the unpredictable, uncertain outcome of unrestrained competition. One of 
the main reasons for banking regulation was the typically alleged dangers of ‘excessive 
competition’ (Llewellyn 1986). An underlying factor for banking regulation has been a 
problem of asymmetric information, both in credit and deposit markets. Banks do not 
have the same information available to them, as their customers do. This leads to 
problems of so-called adverse selection and moral hazard (Innes 1987).7  

                                                           
7 Adverse selection refers to the event that firms have different kind of probability of bankruptcy, but banks are 
unable to notice this difference. Moral hazard refers to the situation where the entrepreneur does not follow 
‘moral’ rules as a borrower, but the bank is unable to prove it.  
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The main features of banking regulation were conduct regulations i.e. direct controls 
on pricing, allocation of funds, entry and branching. Competitive conduct included 
controls on banks’ deposit and lending rates, fees and commissions, as well as direct 
credit quotas and branching limitations.  

Regulated banking markets were closed, and banks even had a monopoly on some of 
their activities, especially in payment services. New entrants outside of the traditional 
banking segment did not exist and as the stringent conduct regulations prevented the free 
operation of market forces (Vesala 1993); regulation limited competition and protected 
existing banks. Solvency was largely guaranteed and risks were limited because of the 
banking industry’s shielded position and publicly guaranteed margins. Regulation had the 
effect of limiting competitive pressures (especially price competition) and sustaining 
restrictive practices and cartels. According to Neven (1989), in the absence of price 
competition, banks tended to invest in excess branch networking in order to collect 
deposits (also Salo 1994). Marketing orientation was equal between banks, which meant 
that the actual differences were minimal. Non-price competition dominated over price 
competition, creating an excessive cost structure. Competition was based on service 
levels not price (Lassila 1989).  

According to Farrel (2004), in sectors where competition was promoted (primarily 
through dismantling regulatory constraints), innovation flourished and productivity 
soared. Nevertheless, wherever regulation or other forces warped the competitive 
environment, competitive pressures eased, innovations failed to develop or spread 
rapidly, and productivity growth slackened. At the time of the regulated market, banks 
had only a few ways to develop their competitive edge and use their profits. They 
invested heavily in branch networks and information technology. In the absence of price 
competition, the competition was concentrated on so-called qualitative issues, typically 
the number of branches and free services.  

2.2  Deregulation 

Deregulation means that the above-mentioned protections have gradually eroded. In 
general, regulation has become less protective of the banking industry as public policy 
priorities have increasingly focused on enhancing competition and efficiency in financial 
systems. The fundamental effect of deregulation was to generate free price competition.  

Banking deregulation began in Europe in the late 1960s and continued into the early 
1990s. There were differences in the timing and speed of these processes across 
countries. The Mediterranean countries, and all the Scandinavian countries, excluding 
Denmark, were generally rather late to liberalise. Norway and Finland were the last of the 
countries in Scandinavia to deregulate. Germany, the Netherlands, Switzerland, and the 
United Kingdom are countries that traditionally had few regulations in comparison 
(Bröker 1989, Canals 1993, Gual & Neven 1992, Vesala 1993, Vesala 2001). In France 
and Germany, interests were liberalised in the middle of 1960s, in the US, Japan and 
England liberalisation occurred in the 1970s (Lassila 1989). As competition in the 
banking industry became increasingly globalised, the ability of individual countries to 
stand aside from this general trend was strictly limited (Llewellyn 1999). 
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Stringent conduct rules were replaced by indirect prudent standards, rules concerning 
recognised business practises, and requirements concerning the information that needs to 
be attached to financial services and products. As a result, effective price competition has 
become possible, and the banking industry has lost its shielded position and publicly 
guaranteed margins. Functional separation in general was abolished, which allowed 
banks to conduct a broad range of financial activities, including investment banking and 
securities intermediation (Vesala 2001).8 Figure 3 shows the main features of regulated 
and deregulated markets. 

Fig. 3. From regulated to deregulated markets. 

2.3  The effect of deregulation on banking competition  

The first and main deregulation that affected banking competition was the liberalisation 
of interest rates on loans. This switched banking competition from non-price competition 
to price competition. According to Jokinen & Solttila (1994), during the regulated market 
banks acted similarly to a high extent. After the deregulation, banks differentiated in their 
reception of deposits, this was also reflected in the prices that they offered.  

At the beginning of the deregulation process, banking competition increased and 
customer needs were considered to be more demanding than before (Holstius & Kaynak 
1995). Deregulation enabled wider opportunities with which to gain a competitive edge. 
One reason for banking crises in several European countries during the first years of 
deregulation was that banks were not used to competition in freer markets. In addition, 
                                                           
8 Functional separation was less pronounced in Europe than in the United States 
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the authorities were not prepared to control new markets. According to Vihanto (2002), 
strong structural changes are the most problematic to supervise. Dowd (1996) claims that 
the potential instability may result from the governmental actions that are actually aimed 
at preventing instability. 

Any doubt about the position of banks’ in a deregulated market are generally answered 
by their ability to acquire better information in a credit market with incomplete 
information (e.g. Fama 1985). This ‘better’ information, for example, is generated by the 
positive reaction of the stock market to the increase the bank loans of a firm (James 
1987).9 Cressy & Toivanen (2001) proved that the moral problem was not based on an 
agreement process but on better information regarding customers.10 Banks have been 
encouraged to take part in the process of securitisation by undertaking investment-
banking activities such as underwriting, which employs their capacities for information 
gathering as well as private information based on existing credit relations (Davis & Tuori 
2002). 

Berger et al. (2001) claimed that incumbent banks may lose some transparent and 
standard risks to intermediaries, but they can increase their own volume in non-standard 
and less transparent risks. Banks in the EU still have the most extensive distribution 
network of any type of financial institution, even if its importance is declining. Their 
existing customer relations give them a competitive advantage in the provision of many 
financial services (Davis & Tuori 2002).  

The integration process in the European Union is supposed to lead to perfect 
competition or at least to a contestable market. On the other hand, it is also argued that 
despite the integration and deregulation many barriers still exist to such a degree that the 
retail banking market is not perfect or even contestable (Salo 1994). National oligopolies, 
which date back to the regulated market, will remain since common development e.g. in 
payment systems and other standards, maintain entry barriers. For example, national 
payment systems and credit card operations may act as such barriers against new entrants 
through joining fees or intra-company technology costs. 

The ideal model of perfect competition is less likely in banking than in several 
commodity markets (Salo 1994), imperfect information in funding agreements is a central 
reason for this, especially in retail banking (Vihriälä 1993). According to Dell’Ariccia 
(1998), asymmetric information can make entry extremely difficult even over a long 
period. If strong economic entry barriers exist, the legal lowering of entry barriers does 
not necessarily increase competition. Problems of asymmetric information, that arise 
from screening and monitoring costs (both in lending and deposits), are the reason why 
pure, market based regulation is considered insufficient. On the other hand, it is claimed 
that it is the regulation itself that causes banking instability (Dowd 1996). 

In place of perfect competition lies the theory of a contestable market, which is 
suggested as a way to describe the current banking market (e.g. Salo 1994).11 Baumol 
(1982) has defined contestable markets as “a market paradigm under which allocative, 
                                                           
9 In the case of acquiring other capital than bank loans, market reaction was neutral or negative (James 1987). 
10 The other explanation is that moral hazard problem does not exist at all (Cressy & Toivanen 2001). 
11 The question about applicability of contestable market theory is controversial: “Banking, and particularly 
retail banking, does not seem to fit the model of contestable market” (Vives 1991). On the other hand: ”Overall 
the analysis of barriers to entry from the demand and supply side predicts great contestability, especially in the 
deposit and consumer loan markets” (Dermine 1991). 
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productive and dynamic efficiency is achieved as in a perfectly competitive market. In a 
perfectly contestable market there are no sunk costs of entry or exit, which means that the 
effective threat of entry (potential competition) constrains even a monopoly to behave in 
a socially optimal manner”. According to the definition, profit potentials do not 
necessarily cause new entries, but even the threat of new entrants makes incumbents act 
as if they were in perfect competition. A new entrant may ‘hit and run’ markets before 
market parties become hostile. The absence of embedded costs in the case of market exit 
is a condition of a contestable market (ibid.).12 Baumol (1982) has tried to illustrate that 
even in a monopolistic market the potential threat of competition may lead to the 
effective use of resources. 

The existence of market-oriented financing as a substitute for bank-oriented financing, 
could have affected the terms and conditions of bank lending in the sense that it is more 
widely known that banks are only one possible supplier of external funding for all but the 
smallest firms. The market for external financing has become contestable, with potential 
competition from market financers, which limits the scope for banks to profit from 
lending relationships (Davis & Tuori 2002).  

Deregulation has changed both national and international banking; banks are now 
allowed to expand across national borders. DeYoung & Hunter (2002) have studied how 
technology and deregulation have affected the competitive environment in banking. 
According to them, prior to deregulation, the production, distribution, and quality of retail 
and small business banking products were similar in banks of all sizes. Deregulation, new 
financial technologies, and thus increased competition have created incentives for large 
and small banks to diversify. The size of banks began to increase; large banks sacrificed 
personalised service for size and produced high volumes of standardised products at low 
unit costs. Although many community banks13 have also grown larger through mergers, 
they have continued to occupy the same strategic ground, providing differentiated 
products and personalised service. Figure 4 illustrates the above described 
transformation. 

                                                           
12 This is the main weakness of contestable market theory. There hardly exists a market without exit costs.  
13 Community banks in US correspond to local banks in Europe. 
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Fig. 4. Strategic map of post-deregulation banking, large vs. small banks, source DeYoung 

(2000). 

During the deregulation era, the role of the branch network changed. The use of bank and 
debit cards, ATMs and bill payment terminals together with general pressure for cost 
efficiency reduced the number of branches and staff. The change has been from physical 
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The increased average net wealth of households in several countries and changes in 
consumer behaviour have induced banks to develop services related to property 
management, and securities transactions in particular. As customers became more yield 
conscious banks have also improved their advisory services. Services also expanded into 
giving advice on legal and tax matters. The need to make more efficient use of the overly 
extensive distribution network was a prompt for banks to increase their range of services 
(Holstius & Kaynak 1995). Lower entry barriers due to deregulation made the welfare of 
customers a priority, at the expense of the banks’ shareholders. According to Komi 
(1989), as household clients became more cost conscious and began asking about offers 
from competing banks, the bonds between a bank and a client became weaker.  

An industrial structure built up in a protected and uncompetitive environment is likely 
to be unsustainable in more competitive market conditions. The deregulation of banking 
markets took place in a relatively short time and hence increased uncertainty among 
banks. One implication of regulation was excess capacity and increased costs (Llewellyn 
1999). In order to face their competition banks had to rationalise their cost efficiency. At 
the beginning of deregulation, banks found it necessary to introduce marketing 
techniques and concepts as a response to an increasingly competitive marketplace. Many 
banking industry leaders believed that a business-marketing strategy was evolving in 
close association with information technology planning (Andrew 1990).  

Information technology outsourcing has increased substantially since the beginning of 
1990s. For instance, 52 per cent of US commercial banks had more than one 
technological strategic alliance in 1993, compared with only 31 per cent in 1992 
(Holstius & Kaynak 1995). In 1994, Sellers argued that the establishment of strategic 
partnerships and even joint ventures between financial institutions allowed the 
participating institutions to develop new streams of fee-based income, while sharing the 
operational expense of providing essentially identical products. He also noted that 
although this type of collaboration is less common, its importance is continually 
increasing.  

The first years of the liberalisation of banking markets followed a common economic 
path, in which the changes that took place fostered a new enterprise model. 
Deverticalisation, a focus on core competencies, and a greater reliance on partnerships 
have redrawn the boundaries of a firm. The changes in economic systems are leading to a 
progressive blurring of well-defined borders and the reduction of substantial physical and 
information barriers. Companies remain fundamental decision-making bodies, but they 
must increasingly come to terms with the general increase in the inter-relationships 
between the functions of firms (Parolini 1999). 

2.4  Other driving forces of change in the banking industry 

In this study, I have chosen liberalisation as the main context for studying the change in 
the banking industry and the transformation of partnerships. Liberalisation is naturally 
not the only driving force of change in business. In fact, it may be seen as a necessary 
implication of the development because of other ongoing driving forces. 
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In the following section, I will describe globalisation, technology development, 
European monetary integration, and the increased wealth of individuals that have had a 
strong and similar influence on the banking industry through increasing competition and 
lowered entry barriers. Deregulation and liberalisation facilitate other driving forces to 
leverage and have more profound effect on the financial system (Davis & Tuori 2002). 

Fig. 5. Banking development driving forces. 

In this study, it is not necessary to distinguish the influence of different triggers. The 
basic aim is not to explain how strongly liberalisation has influenced the banking industry 
nor is it to pinpoint the relation between other triggers. The reason for choosing 
liberalisation as the context for the phenomenon is that it is possible to accurately define 
different periods of liberalisation and to conceptualise them and thus to improve the 
understanding of the development of the banking industry. With these benefits, 
liberalisation can be used to study the influence of environmental triggers on the banking 
industry and partnerships. 

The European Single Market programme’s role in ensuring effective external 
competition is remarkable. It limits the opportunities for financial firms to exploit market 
power in geographically or functionally closed areas of business (e.g. Gardener & Teppet 
1992). Banks – and their competitors – were also able to take advantage in the area of 
investment banking of the Investment Services Directive, which granted the cross border 
passport to securities firms, portfolio managers and investment advisors.  
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The wealth of individuals has increased, and a larger proportion of the population is 
making portfolio investments. In addition, the political climate has become more 
investor-friendly. As the number of wealthy individuals has increased the demand for 
financial services such as traditional banking services or products has changed. 
Traditional banking services and products, while maintaining a strong position in 
liquidity provision, are not adequate for people interested in diversification and 
maximisation of return subject to risk in the context of long-term investments. The 
associated rise in demand for securities has entailed an increased importance of 
brokerage, fund management and consultancy activities (Davis & Tuori 2002).  

Information technology has a tendency to reduce transaction costs and thereby 
increase competition, facilitate inter-firm relations and shift decisions to make or buy 
inputs for production towards a preference to buy (Nooteboom 1999). For incumbents, 
new technology brings with it the threat of diversification. Intermediaries can manage 
transparent and standardised risks more productively than banks. On the other hand, 
banks can increase their own volumes in serving customers with non-standard and less 
transparent risks (Berger et al. 2001). Heinonen (1989) argues that from the historical 
perspective the most important factor in the transformation of the banking business is the 
development of information technology. 

Information technology has improved the banking business by increasing cost 
efficiency, while deregulation has particularly affected the return structure. The interest of 
market instruments becomes lower, making them more attractive. Customers move their 
investments from banking deposits to market instruments since the development of 
information technology has a greater effect on the capital market than on traditional 
banking (see e.g. Mannonen 2002). According to Kiander & Vartia (1998), the 
development of information technology has enabled faster capital flows and connections 
between financial actors. In this kind of situation, effective capital regulation and 
restriction are impossible.  

DeYoung & Hunter (2002) argue that the Internet reduces the importance of 
geography in the production of financial services and the maintenance of financial 
relationships, as well as significantly reducing the delivery costs of most financial 
services. According to Nehmzow (1997), the adoption of the Internet in banking may turn 
out to be much more than a new distribution channel to bypass the expensive branch 
network. Further advances in the internet and related technologies may tear apart the 
banking industry as we know it and create a totally new financial system through the 
unbundling of banking services and the deconstruction of the integrated banking model 
(ibid.) 

Globalisation is occurring in most private sectors of the economy. As companies and 
individuals requiring financial services are becoming more globally oriented, they 
demand appropriate financial services. Globalisation is seen to increase competition in 
most areas of financial services, but the potential to increase economies of scale and 
scope have also been recognised. At the same time, it has opened up new markets for 
banks particularly in trading, asset management and investment banking activities (Davis 
& Tuori 2002). It has been argued that globalisation and rapid development of technology 
drive companies to focus on their core competencies (Svahn 2004).  
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2.5  Conceptualisation of banking development 

The external changes are supposed to change the banking industry and banking 
partnerships. The studied era is divided into three periods according to external forces. In 
order to understand the changes from one period to another, we need concepts that can be 
used to analyse the changes. In other words, the concepts are tools to evaluate the 
changes in the banking industry’s external and internal development. To achieve this 
goal, the concepts of banking logic and financial system are defined in this chapter and 
used later to analyse the development of banking market and industry. The concept of 
banking logic describes especially structural development of banking industry. The 
concept of the financial system elaborates on the understanding of banking logic in the 
context of the development of banking industry and extends the idea to cover the banking 
industry’s role in its environment. 

Banking logic. The universal trend has been that public policy priorities have shifted 
towards enhancing banking efficiency through competition, and in the process, public 
policy has become less protective of the banking industry. The type of institutions 
conducting banking business has changed. At the same time as banks have been 
diversifying and re-defining their business, a wide range of new firms has begun to 
supply traditional banking services: transaction deposits, savings accounts and a range of 
loans. Such firms include supermarkets, utility companies, insurance companies, mutual 
funds and even car manufacturers and football clubs.  

Banks have lost their traditional oligopoly advantage, even in the payments system 
because of, for example, the development of money market mutual funds with payment 
facilities and credit and debit cards as a way of electronic bartering (Llewellyn 1999). 
Some payment systems exclude banks altogether. The removal of physical media and the 
development of electronic media are challenging the idea of a bank as an intermediary in 
the payment process. Lending margins have decreased because of competitive pressure 
and current margins do not provide adequate profit. Therefore, banks have had to charge 
for services, which were earlier free of charge. Competition is evolving because entry 
barriers are declining, the regulatory environment has become less protective, and 
competition has become increasingly global in nature (Llewellyn 1999).  

The increase of wealth services has shown a trend where consumers are likely to 
demand more choice in a range of financial services. Proprietary products and services 
with bank’s own brand are not adequate or even necessary. A bank may act as an 
intermediary and even sell the services of a competitor.  

Money is the basic exchange object in banking business. Because of progressive 
monitoring technologies, banks can obtain valuable information through managing 
customers’ bank accounts and monitoring borrowers’ behaviour. Banks will be able to 
exploit their core competencies like information and risk analysis to serve the processes 
of their customers. There has been a trend in many countries, for off-balance-sheet 
business and income to rise as a proportion of banks’ total business and income (Lewis 
1988). If information is considered a bank’s core competency, a bank can use this 
advantage, it can make on-balance-sheet loans in production and to offer a guarantee or 
back-up line of credit to a borrower making a capital market issue with profit earned 
through fee income (Llewellyn 1999). 
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According to Brynan (1988) in other industries (than banking), one important response 
is to disaggregate and restructure integrated suppliers. In this process, one complex 
business system is unbundled and reformed into several simple ones, with each stage in 
the production function performed by a cost-effective participant. Traditionally, a banking 
firm has offered an integrated service by itself providing both the service and their 
components. Nowadays, what may appear to a customer as an integrated product or 
service is in fact a series of components, which may or may not be supplied from within 
the focal bank. In Figure 6, the transformation of the banking organisation model is 
represented by the shift (partly or totally) from the traditional vertically integrated model 
to a contract-banking model, which is a fragmented way to organise banking operations. 
In this study, the concept of banking logic refers to this structure. Banking logic is 
understood as the development of proprietary banking operations; in other words, what 
kind of tasks are undertaken by the bank itself, and what kind of operations form the 
competitive edge of banking industry. 

Fig. 6. Transformation of banking logic (based on Llewellyn 1999). 

According to Llewellyn (1999), traditional banking involves the joint production of 
technology that produces deposits, lending, and transaction services within a given 
institution, as is where a bank provides each of the sub-components of particular services 
and products. This structure has faced increasingly competitive challenges from separate 
production technologies; therefore, a distinction between delivery and manufacture has to 
be made. The banking firm can be viewed as a firm, which has an interface with a 
customer base and demands a series of support services in order to supply the services to 
the customer base. In fact, a bank’s capability to serve its customers may not be based 
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solely on its ability to produce cost effective banking services, but to act as a trustworthy 
third party between buyers and sellers. There is, however, a critical margin for the price 
of banking service that a customer is willing to pay for the trust. Traditional banking 
products are not valued based on where they are produced but where they are sold. 
Therefore, the banking logic is disaggregating into so-called contract banking. 

In a disaggregating process, one complex system is unbundled and reformed into 
several simple ones, with each stage of the production performed by a cost-effective 
participant (Brynan 1988). Disaggregation leads to the out-sourcing of banking processes 
traditionally undertaken by the bank. The use of third-party processors, service providers 
and joint ventures will become common. Technology operations are broken apart split 
amongst a number of highly specialised technology companies, which supply similar 
services to several banks. A single bank’s ability to reap economies of scale cannot be 
realised internally. On the other hand, by sub-contracting a particular process, a small 
bank may also be able to buy into economies of scale that it could not achieve operating 
independently. The economies of scale are found within banking processes rather than in 
banks per se. If the economies of scale relate predominantly to banking processes rather 
than institutions, and external contracts can be managed efficiently, both small and large 
banks can reap the benefits, be competitive and survive (Llewellyn 1999). On the other 
hand, it has been noted that economies of scale and scope may not be as notable as 
presented in some optimistic evaluations (Boot 2003). 

The development of banking logic from vertically integrated to contract banking is a 
part of the whole banking (business) model. In this study, the development of banking 
logic will be focused on those parts that are especially partnership related and on the 
contrary, are able to be analysed using the partnership perspective. For example, this 
study describes the development of banking industry from selling proprietary services in 
a bank’s balance sheet to intermediating services from other firms outside of the focal 
banks balance sheet. 

Financial system. The financial market is an outer context for the banking market. In a 
financial market, the savings of private persons and corporations are delivered for the use 
of other parties for a payment (www.bof.fi). According to Mörttinen & Virolainen (2002), 
a financial market has four kinds of tasks: finance channelling from surplus to deficit 
units, information delivery, risk decentralisation, and improving liquidity. Banks are one 
part of the financial market; others are actors like insurance companies, capital investors, 
and authorities. In the financial market, the banking industry’s tasks is to intermediate 
funding, to operate payment traffic, to guarantee debts on the behalf of their customers, to 
act as an agency for wealth and risk (Rose 1991). 

The concept of a financial system describes the development of banking market and 
banking industry in the market. Davis & Tuori (2002) (also Rybczynski 1997) classified 
the evolution of financial system into three phases, bank-oriented, market-oriented and 
the securitised phase. In all phases of evolution, banks are largely responsible for the 
functions of payments services and liquidity. On the other hand, there is an adjustment in 
the locus of collection and allocation of saving; monitoring and disciplining users of 
external finance; and assumption, measurement, pricing and management of risk (Davis 
& Tuori 2002). Hyytinen & Kauppi (2001) include active securities market in the market-
oriented phase. It is notable that the securities market is only one part of securitised phase 
of the total banking system, which is a larger concept. In the securitised system phase, 
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e.g. all kinds of property items and physical collaterals are in tradable electronic or paper 
form.  

Table 1 introduces the main aspects of financial system evolution. 

Table 1. Financial system evolution, elaborated from Davis & Tuori (2002). 

Bank-oriented Market-oriented Securitised 
Industry features   

Non-tradable bank loans 
Financial intermediation mostly 
in banks’ balance sheets 
Monitoring customers 
Disciplining customers 
Collecting the bulk of savings 
Privileged borrower information 
Interest-emphasised income 
Cross-subsidisation of bank 
products 

Decline of traditional bank 
lending 
Monitoring shared with other 
financial institutions 
Increase of tradable assets 
Shift from retail to wholesale 
liabilities 
Income structure towards trading 
and underwriting 
Cross-subsidisation diminishes 

Trading, underwriting, advisory and 
asset management activities 

Market features   
Undeveloped money markets 
Almost interbank money markets 

Competition and new products 
from new entrants 
The size of money markets 
increases 
Money markets dominated by 
interbank activities 
Capital markets start to develop 
Decline in the direct role of banks 

Market-provided bulk of financing 
Collecting and allocating savings, 
monitoring and disciplining mainly 
by financial markets 
Financial assets increasingly on the 
balance sheet of institutional 
investors 
New parties in rating, investing, 
intermediating and service 
providing 

Bank’s role in the finance   
Dominant in the finance 
Owners of non-financial firms 
Government favoured banks in 
order to support investments 

Significant in the finance 
Major source of external funding 
to non-financial sectors 

One player among others 

Financial system evolution describes the outcomes of market deregulation and other 
driving forces for the banking. Davis & Tuori (2002) refer to widespread deregulation 
accompanied by technological development and EMU in Europe that have changed the 
environment in which banks are operating. In Table 1, I have separated the features of the 
financial system evolution in to the categories of bank internal, bank external, and banks’ 
role in the finance. The shift towards more market-oriented or even securitised financial 
systems is shown by the increased importance of a new type of players in the financial 
system. While they have enhanced structural change in the financial system, they have 
also started to compete with traditional banking with respect to both assets and liabilities 
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(Davis & Tuori 2002).14 Large companies are able to obtain funding straight from 
markets without any intermediary.  

In this chapter, the concepts of the financial system and banking logic were described 
to illustrate the development of banking industry. Since the study aims to use the 
conceptualisation of partnership development in order to gain a better understanding of 
the banking industry, in the next chapter, I will form a theoretical framework of 
partnership entry reasons. 

                                                           
14 In Europe, these institutional investors are often part of banking groups, or banks own the asset management 
firms, which undertake portfolio management for institutions (Davis & Tuori 2002). 



3 Extensive view to explain partnership entry reasons 

This framework forms a theoretical answer to the first research question: Why have banks 
entered into partnerships? Theories on partnership formation are extensive and scattered 
across several disciplines. For example, Zettinig (2003) has listed 26 theories that 
contribute to inter-firm organisations: 

Fig. 7. Theories contributing to inter-firm organisations according to Zettinig (2003). 

1930 1940  1950 1960 1970 1980 1990 2000

Economic Conceptions of Competition

Emergence of Organisations: Social Perspectives
Emergence of Organisations: Economic Perspectives

Imprinting Processes

Systems Related and Theories

Strategic Choice

Transaction Cost Theory (Price and Authority)
Resource Dependence - Structural Approach

Class-based Approaches
Institutional Theory

Institutional Theory of Markets

Internal Structures and Processes: A

Organisations as Cultural Mappings
Internal Structures and Processes: B

Internal Structures and Processes: C
Ecological Dynamics of Organisational Populations

Organisation-environment Relations: Institutional Processes
Density-dependent Legitimation/Competition

Networks and Niches
Status

Niche Width
Resource Partitioning Theory
Diffusion of Organisational Forms

Selective Replacement of Old Forms by New Forms

Stakeholder Theory of the Firm
Organisational Learning
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3.1  Existing explanations and the framework construction 

The collation of empirical information began in the early phases of the study. Therefore, 
the selection of the theories that are used in this framework is based on the abductive 
understanding that is combined from the contextual phenomenon and existing theories. 
This limited and aided the selection of essential theories for the focal framework.  

Barringer & Harrison (2000) summarise the findings of six theoretical contributions to 
literature on reasons for partnership formation: transaction cost economics, resource 
dependence, strategic choice, the stakeholder theory of the firm, organisational learning, 
and institutional theory. Palmberg & Martikainen (2003) used transaction cost economics, 
complementary assets and the resource-based view in their study of strategic R&D 
alliances. Nooteboom (1999) used the resource-based view, transactions-cost analysis and 
institutional economics to examine the factors that influence the nature and extent of 
partnerships. 

Loeser (1999) divides network strategies into three basic types: improving operational 
efficiency, improving the leverage of existing capabilities, and developing new 
capabilities. For example, as market opportunities emerge, firms use partnerships to 
enhance production and meet increasing demand while better utilising their resources 
(Park & Zhou 2005). According to Kohm & La Piana (2003), making better use of 
resources, capitalising on partners’ leadership skills and connections, and boosting 
organisational reputation are the driving motivations behind partnership formation.  

According to Park & Zhou (2005), the traditional conceptualisation of partnership 
formation was based on the classic cost-benefit analysis that focused on the direct 
complementary benefits and costs of managing a partnership. Despite various potential 
gains from co-operation, managing a partnership could be difficult and risky, often 
incurring unexpected costs to partners. Scholars assumed that firms would form 
partnerships when the immediate complementary benefits were bigger than the 
partnership costs (Buckley & Casson 1988). Gulati (1995) and Stuart (1998) considered a 
firm’s situation in relation to competitors, focusing mostly on prior relationships or 
technological proximity among competitors. Firms face increasing competitive pressure 
as their rivals engaged in more alliances, which also affect the firms’ performance and 
survival (Baum & Ingram 2002). The potential costs for a firm could be substantial when 
it was left out of partnership activities (Park & Zhou 2005, Silverman & Baum 2002). In 
a competitive context, both the expected gains and the potential losses from missing 
partnerships motivate firms to join partnership activities (ibid.). Park & Zhou (2005) 
formed a model to explain partnership formation, in which they included the classic cost-
benefit analysis, the resource condition of the firm, and the competitive dynamics in the 
market.  

Based on research rooted in transaction cost economics and resource based view, firms 
pursue collaborative arrangements to gain more efficient or timely access to scarce 
resources (Hennart 1988, Kogut 1988). In a world of limited partners, a firm that gains 
partnerships in the present is in a better position to deny its rivals access to ancillary 
resources in the future (Silverman & Baum 2002). Resources and capabilities refer to the 
resource pool of partners and networks through which it produces its value activities. A 
focus on core competencies leads to the externalisation of other activities to suppliers and 
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service providers. In many cases, this outsourcing has forced actors to deepen their 
exchange relationships into partnerships as firms have become very dependent on each 
other’s resources and capabilities (Svahn 2004). Through this interaction with other 
companies, resources are mobilised and strategies implemented, and these relationships 
define the company itself (Ford & McDowell 1999). 

Partnership networks may provide members such benefits as access to capabilities and 
information from direct and indirect partners, referrals to other potential partners and 
opportunities, brokerage opportunities with other contacts, and an effective network 
governance context for individual partnerships (Gimeno 2004). Park et al. (2002) saw it 
possible that firms react differently to market changes depending on their position in 
social networks. 

The above-described reasoning about partnership formation is, to a large degree, very 
relationship centric. While this kind of illustrative classification points out a bank’s goals 
when it chooses to form a partnership, it provides very little information as to why a bank 
would make such a decision instead of pursuing other possibilities, e.g. independent 
production or using purely markets or why partnership is a better choice compared to 
other possibilities. Koza & Lewin (1998) and Park et al. (2002) have highlighted the need 
to consider market and firm conditions together in order to explain partnership formation. 
Explaining partnership formation requires multiple perspectives for different contexts 
between market changes and resource condition (Park et al. (2002). There has been very 
little attention paid to how the competitive dynamics in a market affect competitors’ 
partnership strategy (Park & Zhou 2005). This idea to expand the analysis of partnership 
entry reasons outside of the partnership benefits coincides with McKelvey (1997) that 
partnerships are embedded within firm’s internal and external context, which entails such 
features as corporate strategies, resource conditions, and market environments. Seth & 
Thomas (1994) refer to a multi-paradigm approach to capture a variety of relationship 
structures. Relational approach adds other layers to the exchange transaction (Donaldson 
& O’Toole 2000). The framework of the study contributes to the view that co-operation 
between firms is not only because they have to, but also that they want to. For example 
Oliver (1990) and Heide & Miner (1992) suggest a combination of these two motives of 
partnerships. 

In the focal study, the partnership entry reasons were analysed throughout the 
liberalisation banking market. Ultimately, partnership-specific reasons alone do not 
explain the changing motivations for entering partnerships in this period. Instead, 
extending the analysis to the industry level clarifies the reasons why partnership-specific 
reasons are valid of industry-specific reasons.  

Resource scarcity and market uncertainty were presented as reasons for partnership 
formation by Pfeffer & Salancik (1978). Strategic behaviour theorists further extended 
the focus, and included market conditions as a motivation for partnership formation 
(Kogut 1988). Partnerships are driven by the opportunities, threats, and the firm’s 
position in its external environment. Therefore, the third view to understand the changes 
in the partnership entering reasons is the external view, which explains the industry 
development from the forces that the environment generates. Thus, the theoretical 
framework in this study was formed on a wide, three-levelled perspective: partnership-
specific, industry-specific, and external reasons for banks to enter partnerships. Figure 8 
summarises this three-levelled perspective to partnership entry reasons. 
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Fig. 8. Three perspectives to partnership entry reasons. 

The aim of this framework is to shed light upon the phenomenon of partnership entry 
reasons from three different perspectives. The way in which an individual theory should 
be applied depends mostly on the empirical context of the application (Barney et al. 
2001). Partnerships in the banking business during the banking deregulation process are 
the empirical context of the focal study. Therefore the positioning and the perspective of 
the theories are applied based on this. The theories in the framework are multifaceted and 
can be used to attempt to fulfil several different research aims. Partnerships are only one 
of the theories and quite often only examined as a side issue. The perspective from which 
to use a theory is therefore based on the question: “How could it help me to explain the 
phenomenon of partnership formation (i.e. why have banks entered partnerships)?”  

3.2  Partnership-specific reasons 

The partnership-specific view of reasons to enter partnerships is formed from three 
generic theories: the Resource Based View (RBV), the Transaction Cost Economics 
(TCE) and International marketing and purchasing theory (IMP). The fundamental 
difference between these three theories is that TCE is grounded in the assumption that 
humans are opportunists, and are the resulting causes and conditions of market failure, 
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while RBV and IMP emphasise the sources and conditions of what has been described as 
the “organisational advantage” for creating and sharing knowledge that give an 
organisation a distinctive advantage over other institutional arrangements, such as 
markets (see e.g. Nahapiet & Ghoshal 1998).  

3.2.1  Resource based view 

The RBV as a theory has grown out of various different disciplines and research 
traditions.15 The RBV makes a positive contribution by explaining why some firms are 
better able to earn consistently higher profit rates than others are. The RBV regards 
organisational processes, firm-specific asset position and path alternatives as the 
foundation for explaining a firm’s competitive advantage. In particular, case studies of 
markets that are characterised by high degrees of change may benefit greatly from 
insights of the RBV (Lockett & Thompson 2001). 

In the RBV’s historical origins, the Penrosian firm, Penrose (1959) introduces the idea 
of ‘unfolding processes’. The focus is on those qualitative changes and the determinants 
that lead to growth. At the core of the Penrosian firm is the notion of bundles of resources 
that are activated in different ways in different organisational settings and thus give rise 
to performance heterogeneity at the firm level (the first Penrosian finding). The same 
resources when used for different purposes, in different configurations or organisational 
settings provide a different set of services. Thus, the competitive edge of a firm is not 
necessarily formed (only) by an optimal process of homogenous resources, but (also) by 
those opportunities and services which different bundles of resources yield (the second 
Penrosian finding). The third Penrosian finding was about the cumulative learning 
process, which implies the continuous expansion of a firm’s opportunities. ‘History 
matters’ and firms tend to learn in zones close to their existing activities.  

The RBV’s historical origin is still an internal view of a firm, the main idea being 
about bundles of resources in a firm-specific setting. Wernerfelt (1984), Barney (1991) 
and other representatives of the traditional RBV used the lens of strategy to examine the 
implications of path dependent16 firm development; they suggested the historical origin of 
the RBV. The resulting approach explained inter-firm differences in both realised 
performance and current opportunities in terms of the unique development of each firm’s 
resource set. The traditional RBV discussion largely focuses on the criteria that enable 
bundles of resources to create value or yield rent in order to cement and formalise the 
interrelationship between bundles of resources and their potential to yield productive 
services and competitive advantage. Traditional RBV is largely like the historical RBV, 
an introverted view. It mostly sees competencies are built based on internal resources. 

                                                           
15 The historical origin and mind-set of the RBV are present in such classical works on firm strategy as Penrose 
(1959), Selznick (1957), Chandler (1962) and Nelson & Winter (1982). Wernerfelt (1984), Rumelt (1984), 
Barney (1986) and Dierickx & Cool (1989), which lay the explicit base of RBV. The dynamic RBV was 
presented by Prahalad & Hamel (1990), Teece et. al (1992) and Kogut & Zander (1992). Foss (1997) has 
developed the RBV towards the network level.  
16 Decisions about the appropriate boundaries of a firm’s activities should reflect its existing resource bundle. 
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Peteraf (1993) identifies four criteria that distinguish the resources that are truly 
critical for firms to access and control, and hence explain performance heterogeneity. 
These criteria are introduces in Figure 9. 

Fig. 9. A firm’s competitive advantage (Peteraf 1993). 

The first criterion is that such resources should be unique, rare and firm specific or 
heterogeneous across firms (Prahalad & Hamel 1990). The second criterion is that they 
must be difficult for competitors to imitate , e.g. because the knowledge involved is, to a 
greater or lesser extent, tacit and embodied in the heads and hands of people, teams, 
organisational structure and procedures, and organisational culture (Nooteboom 1999). 
The third is that there must be imperfect competition for their access as their value 
otherwise would be offset by the costs of acquiring them. The fourth criterion is that the 
resources must be imperfectly mobile to secure their cumulative value to the firm. Such 
resources are typically non-tradable; tacit and often cannot be assigned a price in the 
market.  

A key premise of the RBV is that resource and capability development is a selective 
and path-dependent process. The need for selectivity requires an organisation to 
concentrate its attention on a few capabilities that correspond to key success factors in the 
target market (Day 2004). Firms build on what they know. As a result, they are path 
dependent when choosing which resources to develop. Behind the immediate choices are 
histories of prior choices that sensitise the firms to certain issues, create a knowledge 
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platform on which they can keep building, and constrain or lock in the firm to a particular 
path (Cohen & Levinthal 1990).  

Eisenhardt & Martin (2000) claim that sustained competitive advantage in dynamic, 
rapidly changing markets is possible only when a firm applies its dynamic capabilities 
“sooner, more astutely, or more fortuitously” when making its strategic choices. Leonard-
Barton (1992) noted that in highly competitive environments, a core competency often 
becomes a core rigidity. Superior rents are not likely to derive from specialised inimitable 
resources or routines, but rather from the ability to destroy and rebuild them over time 
(Volberda 1996). Thus, dynamic capabilities (Teece et al. 1997) refer to renewable 
competitive advantage instead of sustainable competitive advantage based on stable 
resources, using one temporary position of strength to hopscotch into another17. The 
value of a particular set of capabilities must be evaluated in the market context within 
which a firm is operating (Barney et al. 2001). Dynamic capabilities include strategic and 
organisational processes like product development, strategic decision-making and making 
alliances that produce and create value with new kinds of imaginary and experimental 
value combinations of existing resources (Teece 2000). In a future oriented environment, 
firms have to rely on quickly acquired new knowledge with unpredictable effects, not in 
the resources themselves (Eisenhardt & Martin 2000). Organisational learning is a central 
capability in formulating dynamic capabilities. Some firms have used partnerships to 
bring external knowledge into their organisation (Powell et al. 1996).  

RBV and partnership entry reasons.18 From the RBV, partnerships are seen as an 
extension of bundles of resources to give rise to performance heterogeneity for co-
operating parties. Firms seeking to extend their profitable activities typically require 
assets to complement their existing resource bundles and frequently need to obtain these 
from existing firms. Mergers and acquisitions, joint ventures and other collaborative 
associations have been analysed quite extensively as alternative mechanism for the 
acquisition of complementary assets (Lockett & Thompson 2001). Competition requires 
that firms continually seek out products, processes, and technologies that add value to 
their own offerings. Because partners that deliver superior benefits will be highly valued, 
firms will commit themselves to establishing, developing, and maintaining relationships 
with partners that own such values (Morgan & Hunt 1994).  

Das & Teng (1998) suggested that partners bring at least four categories of potentially 
important resources––financial, technological, physical and managerial––to an alliance. 
Nooteboom (1999) describes the following advantages of co-operation: economy of 
scale, sharing of risks, motivation in independent firms, flexibility and diversity of 
sources of competence combined in novel, innovative combinations, and transforming 
fixed costs of investment into variable costs of supply. 

                                                           
17 Pfeffer (1994) and Coff (1997) point out that this is valid with all kind of resources including physical and 
human resources as well as organisational identities as core competencies. 
18 Park et al. (2002) claim that resource-based view in partnership formation seems to be better supported in 
volatile market than in stable one. 
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Few firms have all of the resources needed to compete effectively in the current 
dynamic landscape.19 Thus, firms seek access to the necessary resources through alliances 
(Ireland et al. 2003). In alliance literature, one of the primary benefits is the access to 
previously unavailable resources and the joint development of new resources. As such, 
alliances have been examined as a means for developing and exploiting a firm's resource 
base (Tsang 2000) and to develop a collection of value creating resources that a firm 
cannot create independently (Ireland et al. 2003). A firm’s resources determine its need 
but also its opportunity to create a partnership. The resource condition of a firm affects 
the number of partners available to it and its ability to secure favourable terms in 
structuring the partnership (Stuart 1998). Resource-rich20 firms have opportunities to 
create partnerships to continue their growth. These firms are able to attract partners to 
potential partnerships and maintain stronger positions in their partnerships (Park et al. 
2002). 

In order to understand partnership entry reasons, some insights from the traditional 
RBV view are still useful. Traditional RBV as an introverted view may be utilised from 
the perspective of a partnership. The criterion of ex-ante limits refers to imperfect 
competition for resource access without competitors being able to acquire them. 
Partnerships can create this imperfect competition. This is especially evident in the case 
of partnerships where participants have asymmetric knowledge to bring to the co-
operation.  

Firms with highly similar resources may be able to achieve economies of scale and 
greater market power from a co-operation (Ireland & Miller 2001). Economies of scale 
achieved by similar resources are easy for the market to detect, although it may still be 
reasonable for cooperating firms. Partnerships with similar resources may produce more 
short-term value because economies of scale are easier to achieve than economies of 
scope or other forms of synergy (Harrison & Smith 2001). According to Hitt et al. (2000) 
many acquisitions that took place in the 1990’s focused on target firms with highly 
similar resources where achieving economies of scale was a primary goal. Harrison & 
Smith (2001) claims that major competitive advantage gains in these acquisitions were 
unlikely unless they produced substantial market power and monopoly-like returns.  

Glaister & Buckley (1996) found that access to complementary resources rather than 
the sharing of risks, and development of economies of scale, were among the primary 
reasons for firms to form alliances (also Nooteboom 1999). They found that learning and 
dynamic benefits provided additional motivation in alliance formation. Through alliances, 
firms seek to establish a resource bundle that is valuable, rare, and difficult to imitate 
(Gulati et al. 2000). A resource bundle might include, for example, the integration of 

                                                           
19 According to Prahalad & Hamel (1990) competition on world markets has increasingly become like a race 
where firms must concentrate on their core competencies. Concentration on core competencies implies that one 
needs to seek partners that supply competencies, which do not belong to one’s core but are needed as 
complementary to it. 
20 According to Dickson and Weaver (1997), resource-rich firms are more likely to attract partners because they 
have the potential to reciprocate, to provide benefits in turn to partners, they are effective in recognising 
emerging threats in the market and the need to collaborate with other firms. Park et al. (2002) classify resources 
in resource-rich and resource-poor context as financial, manufacturing and technology resources. In creating a 
partnership, it is not critical to have a broader scope of resources. As long as a firm has one of resource types, it 
has a basis of exchange and can attract another firm with the other type of resources into a partnership (ibid.). 
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cutting edge technological resources held by one partner with another firm's 
complementary resources such as access to, and knowledge of, specific markets (Stuart 
2000). 

By integrating different, yet complementary resources, firms have opportunities for 
synergy derived from economies of scope, leading to higher long-term firm performance. 
The valuable, unique, and inimitable synergy that can be realised by integrating 
complementary resources provides an opportunity for the firm to create competitive 
advantages that can be sustained for an extended period. In addition, complementary 
resources present opportunities for enhanced learning as well as the development of new 
capabilities (Harrison & Smith 2001). In addition, Madhok & Tallman (1998) argued that 
alliances where partners have the potential to create synergy by integrating 
complementary resources have the highest probability of producing value. Cooperative 
arrangements are used as an entry mode by companies seeking to invest in economies 
adapting to the realities of market-based competition (Zahra et al. 2000). A common 
factor driving these trends is that in a hypercompetitive environment with increasing 
globalization, it is difficult for a single firm to possess all resources needed to develop 
and sustain current competitive advantages while trying simultaneously to build new ones 
(Child & Faulkner 1998, Dyer & Singh 1998, Pfeffer & Salancik 1978). In particular, 
rather than claiming to have full competence in all dimensions of their products and 
production processes, firms should make use of the specific competencies of suppliers, 
not only in production but in the process of research and development as well. There 
should be ‘early supplier involvement’ in the design process (Helper 1991, Lamming 
1993, Nooteboom 1999).  

Thus, from the viewpoint of partnerships, an obvious perspective is the importance of 
complementarities between internal and external knowledge, since no firm can control all 
the critical resources conforming to these criteria. The RBV adds to the discussion of 
complementary assets by pointing the complexities of the process whereby firms might 
access and absorb these. There is an increasing body of literature focusing especially on 
the conditions for the successful absorption of such external knowledge (Palmberg & 
Martikainen (2003). Cohen & Levinthal (1990) define absorptive capability as ‘the ability 
for firm to recognise the value of new, external knowledge, assimilate it, and apply it to 
commercial aims’. They propose that absorptive capability requirements are higher and 
more demanding in environments characterised by rich technological opportunities, 
generic, complex and tacit knowledge. Firms in such environments depend on cumulative 
knowledge generated through R&D to engage in knowledge exchange (Palmberg & 
Martikainen 2003). Figure 10 summarises these resource-based partnership entry reasons. 
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Fig. 10. Summary of resource-based partnership entry reasons. 

According to Park & Zhou (2005), the RBV exhorts firms to seek out partnerships, as 
long as immediate benefits are larger than costs for the partnership in a narrow context, 
and rarely links the partnership decision calculus to overall firm fortunes. In other words, 
the RBV has underemphasised the competitive dynamics-that is, the role of other players-
their focus has been on a focal firm’s resource base and, thus, has often implicitly 
discussed cost-benefit of partnerships in narrow terms, rather than cost-benefit ratio in its 
entirety. A firm’s partnership formation could present a direct competitive threat to other 
rivals in similar markets and industries (ibid.).  

Conclusion of the RBV. In the focal study, the RBV is used in forming a view about 
reasons why firms enter partnerships. The RBV is not intrinsically used to explain why a 
firm would use a partnership for business activities instead of internal resources or pure 
markets. In this view, a partnership may be compared to a single firm; the competitive 
edge of a partnership is formed by those opportunities and services, which bundle 
different resources that both parties/all parties yield. From the resource point of view, 
there are three different ways to exploit resources in partnerships. Firstly, co-operating 
parties may achieve a better use of their existing resources by forming new bundles 
through the partnership. Secondly, parties may get access to new resources, either owned 
by the co-operating party (firm-specific resources), or through it to the third party (firm-
accessible resources). Thirdly, parties may develop new, collective resources e.g. through 
R&D functions. Moran & Ghoshal (1996) claim that new knowledge is created through 
two generic processes: combination and exchange. 

In order to analyse the reasons for a firm to enter a partnership, I highlight the 
following RBV-based concepts: 
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Table 2.  List of resource-based concepts in the partnership entry context. 

Resource-based concepts 
Homogenous / heterogeneous resources 
Resource imitation 
Imperfect competition for the resource access 
Cumulative learning  
Dynamic resources 

These concepts are used to analyse the reasons why Finnish banks enter partnerships, as 
well as the changes in their reasoning during the liberalisation of the banking industry. 

3.2.2  Transaction cost- based view 

The next aspect of partnership specific reasons is formed by using transaction cost 
economics (TCE). This theory sheds some light on the issue of cost as a determinant in 
the use of resources described in the previous section about the RBV. Additionally, it 
moves the discussion from partnership specific reasons towards the view of the decision: 
why some firms grab the opportunity for partnerships while others do not. In 
transactional analyses, co-operation between firms is seen as a marketplace imperfection 
and necessary only to the extent that it facilitates the transaction. The transaction 
approach concentrates on the transaction efficiency of an exchange relationship. 
Relationships will be efficient in an inter-organisational market when they represent a 
cost efficient management structure (Donaldson & O’Toole 2000). 

Interpretations as to why partnerships are formed essentially concern the reasons for 
why firms extend their boundaries. The discussion of the firm’s boundaries can be traced 
back to the Coase’s seminal article (1937) which was concerned with why firms exist and 
grow in the first place, given the theoretical emphasis on the market as an efficient co-
ordinator of economic activities. According to Coase (1937), market co-ordination is 
sometimes internalised within the firm due to the costs associated with using the price 
mechanisms. These costs arise during the negotiation and conclusion of contracts related 
to exchange transaction in which agents are involved. Transactions are undertaken within 
a firm’s boundaries when the costs of transactions in the market exceed those undertaken 
within a firm. Coase (1937) explained the establishment of a firm by cost using the price 
mechanism (the main cost of using markets is that of ascertaining market prices). The 
failure of the price mechanism draws attention to information asymmetries, uncertainty, 
incomplete contracting, bilateral dependencies, and the limits of third-party enforcement 
and so on; all of which have transaction cost origins. The twin assumptions of bounded 
rationality and opportunism are the behavioural attributes on which transaction cost 
economics rely (Williamson 1991). Under conditions of bounded rationality and 
uncertainty, market exchange is inhibited by an actors’ inability to foresee contingencies, 
and observe all of the actions of exchange partners (Simon 1957, Williamson 1975, 
Coase 1937). 

Williamson (1975, 1985, 1991, and 1999) further elaborates on Coasian insights. He 
takes transactions across technologically separable stages of production using the value 
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chain as his unit of analysis, and focuses on the economising of various costs associated 
with such transactions. His main point is that the different attributes of transactions give 
rise to different forms of co-ordination, or what he calls governance structures. These 
governance structures include hierarchies and markets. The former refers to the 
internalisation of transactions within the boundaries of a firm while the latter refers to 
transactions that occur over the market between firms (Williamson 1975). The focus of 
transaction cost economics is on the boundary-spanning activities, which firms engage in, 
in order to minimise their total costs.  

Williamson (1985, 1991) identifies three different attributes of a transaction that are 
pertinent to different governance structures, namely: the frequency with which 
transactions occur, the uncertainty to which transactions are subject to, and the type and 
degree of asset specificity involved in supplying the good or service in question21. Of 
these, uncertainty relates to asymmetric information amongst economic agents, bounded 
rationality and the occurrence of opportunism. Asset specificity refers to specificity of the 
technology involved in a transaction in terms of site specificity, physical asset specificity, 
human asset specificity, and dedicated assets. The conclusion is that hierarchies are 
preferred when transactions are frequent, and when uncertainty and asset specificity are 
high, which results in high transaction costs, while markets are preferred under the 
opposing conditions. He also acknowledges the existence of hybrid governance structures 
due to various trade-offs between different levels of these attributes of transactions.  

A joint-venture is one example of a hybrid structure, the viability of which increases 
with asset specificity as the bilateral dependency between firms grows, and co-ordinated 
adaptation to the environment is required (Williamson 1991). According to Williamson 
(1975, 1979, and 1985) & Klein et al. (1978), integration is likely to be important in 
situations where relationship-specific investments are large, specifically, where the 
investments that the parties make have a much greater use inside the relationship than 
outside. Once such a relationship-specific investment has been made, the parties are (at 
least partially) “locked in” and hence they are at each other’s mercy so opportunistic 
behaviour may rule. A benefit of integration is that the scope for opportunistic behaviour 
may be reduced. Williamson (1975, 1979, and 1985) and Klein et al. (1978) describe 
integration as the ownership of two firms, e.g. through a merger, but it could be extended 
to include partnerships. In transaction cost economics the theory of ownership is justified 
by the incompleteness of a contract (when contracts are incomplete, it is no longer the 
case that any rights conferred by ownership can necessarily be contracted away since it 
may be impossible to describe these rights unambiguously).  

Traditionally, transaction cost economics refers to physical assets. Hart & Moore 
(1991) also highlight intangible assets, such as goodwill or reputation. The idea that 
reputation can be a substitute for physical assets, suggests that a firm could consist 
entirely of reputational capital: the firm is neither more nor less than its reputation for 
dealing with unanticipated (or at least uncontracted) contingencies.  
                                                           
21 For example, as investments become more specific to the buyer/seller relationship, Williamson anticipates 
that cost-minimising institutional choice will respond by moving from simple anonymous (spot) market 
contracting to more complex long-term contractual arrangements with protective provisions, and ultimately to 
internal organisations. Internal organisations or vertical integration is viewed as a method for overcoming some 
of the problems associated with imperfect long-term contracts, although vertical integration may confront costs 
of its own as well (Joskow 1991). 
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The behavioural assumptions of transaction cost economics are that rationality is 
bounded22 and that people may be opportunistic. Therefore, uncertainty and risk are not 
avoided even with closed contracts. In some other research traditions, opportunism is 
covered in the discussion about the risk of spill over. There is the chance that directly or 
indirectly, through linkages in networks, part of one’s core competence could spill to 
competitors. The risk of spill over also depends on the presence of direct or indirect 
linkages to competitors. Thus, the risk is higher in horizontal relations (Nooteboom 
1999). The meaning of trust as a means to control risk and spill over is central in network 
theories for example.  

TCE and partnership entry reasons. Transaction cost economics suggests that 
partnerships are a hybrid form of governance structure between hierarchies and markets. 
These hybrid governance structures reduce transaction costs through incorporating a 
higher degree of reciprocity between partners in cases where the subject of the 
transaction is complex and uncertain, and joint adaptation to the environment is called 
for. They might be taken to resemble hierarchies given that there is some level of 
necessary consent between partners on a common course of action under different sets of 
contingencies. They also resemble the market, in that the partners remain independent 
and are free to pursue their own strategies beyond the partnerships (Palmberg & 
Martikainen 2003) 

In strategic alliance literature, transaction cost theory is used to explain alliances as 
intermediate or hybrid governance structures, such as commitment and stability (see e.g. 
Young-Ybarra & Wiersema 1999). Transaction cost economics arguments suggest that 
alliances are more efficient than markets or hierarchies when they minimise the firm’s 
transaction costs (Jarillo 1988). Alliances also bring with them problems of coordination 
and mutual dependence, which are central themes in transaction cost economics. Chiles 
& McMakin (1996) distinguish two perspectives of transaction cost economics: the first 
is a long-term evolutionary perspective, where objective transaction costs determine the 
survival of the fittest governance forms; the second is a short-term managerial choice 
perspective, where managers act on subjective costs, which are based on varying 
perceptions and evaluations of risk. It explains why firms in similar circumstances may 
make different make-or-buy trade-offs (Nooteboom 1999). 

The justification for using transaction cost economics in studying the rationales of 
partnership entry reasons is diverse. On the one hand, the theory initially deals with the 
extreme forms of governance, hierarchies or markets. There has been a growing body of 
empirical evidence, which examines the structure of contractual relationships from a 
transactions cost perspective, focusing on the role of asset specificity and contracting 
hazard in explaining variations in the use and structure of long-term contracts. According 
to Demsetz (1991), long-term arrangements are more suitable when the conditions under 
which a firm operates are stable. Short-term arrangements become more favourable when 
firms are more likely to change what they are doing in the important respects of 
objectives, locations, tasks and style.  

TCE is mostly about the determinants of the degree of vertical integration of firms, or 
the decision whether to ‘make or buy’. The discussion of hybrid governance structures 
extends the framework towards including ‘co-make or co-buy’. However, it has a limited 
                                                           
22 Human agents are assumed to be “intendedly rational, but only limitedly so” (Simon 1961). 
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applicability for understanding the phenomenon of partnerships as a whole. Vonortas 
(1997) has noted that a primary limitation is the heavy emphasis on vertical rather than 
horizontal relationships between firms due to the sharp distinction made between 
hierarchies and markets. Hybrid forms of governance structures, between hierarchies and 
markets, can be taken to cover vertical partnerships as far as the minimising of 
transaction costs is the underlying rationale. Horizontal partnerships differ from hybrid 
verticals since these typically involve competing firms from competing value chains. On 
this point TCE should be complemented with a two-stage game theoretic set-up in which 
firms collaborate in the first stage of business development, while they compete in the 
down-stream product markets in the second phase (Vonortas 1997).  

Innovation is an inherently uncertain and wasteful process whereby the investments in 
R&D seldom generate expected or fully appropriate results (Dosi 1988). Transaction cost 
minimisation made by firms in any meaningful sense seems to be a practical 
impossibility. It is thereby fair to conclude that transaction cost economics is a less 
relevant framework to apply to an analysis of partnerships which are characterised by 
rapid technological change, high business development costs and the fast pace of 
innovation (Palmberg & Martikainen 2003). 

Transaction cost economics are criticised for excluding the role of trust in 
partnerships. As in other traditional approaches from economics, it has focused on the 
role of self-interest and opportunism (Nooteboom 1999). Opportunism may appear also 
as personal self-interest in a situation, where weak firms in a competitive market face the 
possibility to takeover, merge or acquisition. Managers in these weak firms may use 
alliances as a way to protect their own jobs, rather than act in the best interest of the 
company, which again would easily lead to undesirable outcomes from the co-operation 
(Park & Zhou 2005). 

Demsetz (1991) points out that according to transaction cost economics, all firms can 
produce goods or services equally well; the market is treated as a perfect substitute for in-
house production. The only comparison sought is between the cost of transacting across 
the market and the cost of in-house management. Information is treated as being costly 
for transaction or management control purposes, but it is implicitly presumed to be free 
for production purposes, so the make-or-buy decision is not allowed to be based on 
differences in production cost.  

Transaction cost approach focuses on a single relationship, not the network and it has 
little to say about the bilateral governance, which may be a stable organisational form in 
networks (Williamson 1975, Williamson 1985, Johanson & Mattsson 1986, Axelsson & 
Easton 1994). The transaction cost approach also does not recognise the longitudinal 
nature of relationships. 

Figure 11 summarises cost-based partnership entry reasons. 
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Fig. 11. Summary of cost-based partnership entry reasons. 

Conclusion of the TCE. In the world of neoclassical price theory, firms have no reason to 
exist (Coase 1937). The initial interpretation of TCE concerns the reason why some 
transactions are removed from the price system to the interior of organisations called 
firms (Foss et al. 1998). Information asymmetries, uncertainty, incomplete contracting, 
bilateral dependencies, the limits of third-party enforcement, bounded rationality and 
opportunism lead to the failure of the price mechanism. The same reasons may be used in 
the question of why a firm chooses a partnership instead of its own hierarchy or pure 
market. 

Supporters of TCE argue that as asset specificity and transaction costs increase, 
transactions require governance structures that afford the firm more control (e.g. joint 
ventures or equity agreements versus market transaction) and that the transactions should 
be internalised within the boundaries of the firm (Gup 2002). Friction between parties 
creates costs, which in turn, (assuming firms seek to minimise costs), helps to determine 
which organisational form is most likely to emerge. In the transactional explanation of 
partnerships, the most efficient forms are those that enable firms to remain independent, 
use the market, or gain control to exploit their power over partner firms (Donaldson & 
O’Toole 2000).  

In order to analyse the reasons for a firm to enter a partnership, I highlight the 
following TCE-based concepts: 

Bank

Environment

other firm

partnership

relation

Cost-based partnership entry reasons

-reduced transaction cost
-defence of personal status
-information asymmetry
-bilateral dependency
-incomplete contracting
-limits of third party enforcement
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Table 3. List of transaction cost- based concepts in the partnership entry context. 

Transaction cost- based concepts 
Uncertainty 
Opportunism 
Bounded rationality 
Asset specificity 
Cost of tangible assets 

According to Donaldson & O’Toole (2000), if these are present to a high degree in a 
relationship, it is unlikely that mutuality and collaboration will exist.  

3.2.3  Relation-based view 

In the context of the focal study, the relation-based view is an extension of the resource-
based view and partnerships can be seen as a resource in themselves. Through 
partnerships, the firm gets access to resources and capabilities outside the organisation, 
such as capital, goods, services, innovations, etc. Partnerships are created through a path-
dependent process and are, therefore, idiosyncratic and difficult to imitate. Consequently, 
the resources, which are accessible through the network are also relatively inimitable and 
nonsubstitutable (Gulati et al. 2000).  

Every firm has a unique position compared with other firms. Their position is 
developed by creating and nurturing relationships, and from this position, the firm is able 
to compete, act, and react within markets. Thus, the position of a firm is linked to its 
strategic behaviour (Seppola 2004). Relationships are used to strengthen the focal firm’s 
network position. Partnerships are used not only to enable a firm to withstand 
competition but also to impose stronger competition on others (Silverman & Baum 
2002). Existing partnerships have also learning implications where to increase 
collaborating and networking capabilities for the future. Relational asset value reflects the 
expectations of future investments, costs, and benefits (Hibbard et al. 2003).  

The proponents of the RBV and TCE tend to prescribe an inward-looking decision 
without considering the competitive effects of partnerships. The relational view refers to 
the long-term aspect and considers the competitive effect of partnerships. Firms do not 
only form partnerships to differentiate themselves from others but also as a competitive 
response to prevent others from gaining a competitive edge by accumulating more 
capabilities. Partnerships affect rivals through improved market positions (Park & Zhou 
2005, Burgers et al. 1993, Silverman & Baum 2002). 

According to Parolini (1999), a value creating system consists of a set of activities that 
creates value for customers. Companies of the net carry out these value activities through 
different resource combinations. Porter’s value chain logic is at the bottom of the value 
net approach. Porter (1985) used the value chain concept primarily to refer to the 
company-level activities. He based his thinking on how competitive advantage is created 
through the process which value is being produced for customers. 

International marketing and purchasing (IMP) view. The earliest studies of the IMP 
approach concentrated mostly on understanding the nature of dyadic relationships. Both 
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customer and supplier are considered active; hence, the name “interaction approach” is 
also used. In the next phase, the focus changes towards understanding the dynamic 
development of dyadic relationships, which have to be seen in the context of a larger set 
of inter-firm relationships forming the business context of the focal dyad.  

Partnerships may involve more than two parties, but even when this is not the case, 
they are generally embedded in wider networks of firms and governmental organisations. 
Network theories in general have their origin in organisational, business-to-business, and 
consumer marketing, as well as in organisational buying behaviour. The relationship 
marketing approach emphasises the importance of long-term, stable relationships. If 
strong relationships exist among buyers and sellers then the facile switching among easily 
available alternatives, behaviour, which is expected in economic analysis, no longer 
applies, and motives other than short-term profit maximisation begin to dominate and 
history becomes important (Easton 1994).  

The network approach moves beyond the dyad to the network. Networks provide a 
rich and complex metaphor for economic exchange relationships. They offer an 
opportunity for managers to understand the complex set of relationships involved in 
managing a modern business organisation (Axelsson & Easton 1994). Networking can 
mean new perspectives of structure, strategy and performance for a firm, for instance, the 
network may be viewed as an alternative to vertical integration and diversification, and as 
an instrument for reaching new clientele and/or additional countries. In effect, it may 
serve as an engine for growth; it may be an instrument a company could use to retain 
some measure of control over its own differential advantage – and thus over its own fate 
(Thorelli 1986).  

In the context of partnership formation, IMP contributes specifically on two concepts: 
change and power disputes. Firstly, change is a key feature of any business network. 
According to Håkansson (1992), it can be induced either by the dynamics of the 
economic cycle or by actors struggling for control. Lundgren (1995) contends that two 
kinds of change may arise; continuous change tends to result from the coordination of 
activities undertaken by actors within the existing pattern of exchange. Discontinuous 
changes generally occur because of mobilisation processes, which break old patterns of 
exchange and create new ones.  

Second, when actors attempt to increase their power, they achieve it through an 
extended control over resources or activities. The control process can be developed either 
directly (i.e. through ownership) or indirectly (i.e. via relationships with other actors). In 
both cases, increasing control requires resources, and since resources are by definition 
limited, in both cases actors have to decide how to allocate them. When control is exerted 
indirectly, it is likely to be particularly important in terms of pressure for change. When 
an actor aims to increase its power through extended control, it has to develop new 
relationships, in most cases it is at the expense of a reduction in its involvement in other 
relationships. This may encompass cooperative relationships among actors sharing 
similar interests, but this may also give rise to conflicting relationships involving actors 
with opposing interests (Brito 2001). 

Ford et al. (2003) describes three features of networks. First, companies are members 
of a business network consisting of a large number of active and heterogeneous 
companies each interacting with others and seeking solutions to different problems. 
Secondly, companies are inter-dependent on sales, supplies, information, and technology 
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development as well as on access to other companies in the surrounding network. 
Therefore, companies have limited discretion to act or to build an independent strategy. 
The outcomes of their actions will be strongly influenced by the attitudes and actions of 
those with whom they have relationships. Thirdly, no company alone has the resources, 
skills or technologies that are necessary to satisfy the requirements or solve the problems 
of any other company and so it is dependent on the skills, resources, actions, and 
intentions of suppliers, distributors, customers and even competitors to satisfy those 
requirements. One important outcome of this is the formation of structures of 
relationships in networks, which provide companies with access to the other’s resources. 
Generally, from a network point of view, a single relationship is a firm’s connection to a 
network. Through its relationships, a firm learns about and adapts to the surrounding 
network, exploits and develops its own abilities and gains access to the resources of 
others. It is also through relationships that a company can influence different companies 
elsewhere in the network (Ford et al. 2003). 

Firms gain both financial and non-financial outcomes from networks. Financial 
outcomes are explicitly measured financially at the time of their emergence; but non-
financial outcomes such as knowledge creation are mainly resources for future financial 
outcomes. According to Easton (1994), the economic element of networking is largely 
self-evident. However, the very existence of non-economic exchange aspects of a 
relationship serves to downplay the contribution of price in determining the behaviour of 
parties. There are a number of types of relationships in a network where direct economic 
exchange is absent, though other forms of relationships (primarily informational) may 
exist, e.g. between competitors. According to Park & Zhou (2005), despite no substantial 
benefits from an alliance, it is often a rational choice to form an alliance, primarily to 
prevent potential losses as a firm’s competitors strengthen their competitive positions 
through cooperative alliances. However, if firms, especially weak ones, form alliances to 
prevent potential losses while they do not have sufficient alliance capital to create new 
gains and to manage the complex cooperative relationships. These types of alliances are 
less likely to succeed (ibid.). 

Social capital. Non-financial outcomes may be because of social exchange. Networks 
will usually have a social dimension characterised by patterns of individual social 
contacts (Hamfelt & Lindgren 1987). Thus, the social exchange may be seen as a form of 
network outcome even without financial goals. Effective social capital23 is a product of 
the relationships that have developed through long-term interactions between firms. What 
makes a network organisation different from traditional hierarchy is that social capital is 
also valuable with more peers. In a traditional hierarchy, the benefits of social capital are 
only available in unique positions. While informal relations are random noise in a 
traditional hierarchy, they are the central coordination mechanism in a network 

                                                           
23 Social capital refers to resources and stems from social relations that are beneficial for people (Loury 1977). 
Physical capital is wholly tangible, human capital is less tangible being embodied in individuals’ skills and 
knowledge. Social capital is even less tangible; it is embodied in relations between people (Coleman 1988). 
Like other forms of capital, social capital is also productive and inherent in the social structure that exists 
between people (ibid.). Nahapiet & Ghoshal (1998) define social capital “as the sum of the actual and potential 
resources embedded within, available through, and derived from the network of relationships possessed by an 
individual or social unit”. 



 53

organisation. A firm can be said to be a network organisation to the extent that success in 
the firm depends on informal relations (Burt 1997).  

 Although social capital is a public good or organizational resource, it is built through 
networks of personal relationships. In partnerships, social capital develops as partner firm 
and representatives interact with each other. Thus, it is sometimes referred to as relational 
capital and is a characteristic of each unique partnership rather than of individual firms 
(Kale et al. 2000). Significant social capital in the form of social status or reputation can 
be derived from membership in specific networks, particularly those in which such 
membership is relatively restricted (Nahapiet & Ghoshal 1998). The central proposition 
in this view of social capital is that networks of relationships are a valuable resource for 
the organisations (Inkpen & Tsang 2001). 

Social capital can serve as a basis for network formation, for example, relationships 
with other prominent firms provide a potentially valuable resource. Thus, firms may seek 
partners with significant social capital to gain access to the network's resources (Chung et 
al. 2000). Greater diversity in terms of with whom partners form alliances creates more 
social capital (Baker, 2000). Social capital is a resource that attracts some firms seeking 
access to the resource base of firms' networks (Ireland et al. 2003). 

Social capital is created in business relationships; relational interdependence is the 
outcome of exchange. Social capital increases interactions and accordingly creates new 
social capital. During these interactions, actors learn about each other, thus, these 
relationships provide a platform for knowledge acquisition (Seppola 2004). For economic 
development, social capital makes it possible to establish a higher level of output 
(Putnam 1995, 2000). Social capital comprises both networks and assets that can be set 
into motion (Nahapiet & Ghoshal 1998). The consequences of social capital are an 
increase in efficiency, decrease in the costs of transaction, and co-operative behaviour.  

Information is a common currency in inter-firm relations. Stocks of information, i.e. 
knowledge, may also be regarded as an investment that a firm can make in respect to a 
particular partner. Uncertainty reduction is one motive for forming strong relationships 
though it has been argued that networks also create uncertainty, albeit of a different kind. 
The collection of information is one of the primary ways to reduce uncertainty firms 
adopt and networks provide a necessary vector (Easton 1994).  

Network outcomes have an important collective element. This refers to outcomes that 
are observed by all the participants and explain how the network operates. The co-
operation may be instrumental in that each firm seeks to gain different ends from the 
same means, e.g. access to a new process and a new market entry from the same 
development programme. Alternatively, the objectives might be commonly held, e.g. 
advancing a new technology (Easton 1994). 

Figure 12 summarises relation-based partnership entry reasons. 
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Fig. 12. Summary of relation-based partnership entry reasons. 

Conclusion of the relation-based view. As an addition to resource and cost based reasons, 
relational view adds a partnership’s value by increasing firm’s partnering and networking 
capabilities as an asset. Relation-based view contributes to the view of partnership-
specific reasons in two ways: first, it considers the relationship to be an asset as a 
relationship without considering any other concrete outcomes of short-term profit 
maximisation. A partnership has intrinsic value instead of being ‘only’ part of the value 
creation processes; it can be considered an asset like any other immaterial property. 
Second, it widens the view from the dyad level to the network level; a firm can achieve a 
new position in its network through a dyad, which can result in better access to new 
relationships, or a better reputation as a partner in partnerships. In the search of solution 
for the question of why firms enter partnerships many factors can be considered such as 
the effect of long-term relationship/history, net effect and continuous/discontinuous 
change and other essential concepts, which were explained in this chapter and will be 
applied to the empirical data in chapter 6. The relation-based view augments the meaning 
of partnerships as an investment for the future value creation processes.  

The fact that relational and cognitive components are the most powerful factors 
influencing experiential business knowledge emphasises the importance of relational 
governance. This means that instead of asset specificity, bounded rationality and fear of 
opportunism, actors behave based on experience and commitment (Seppola 2004).  

In order to analyse the reasons for a firm to enter a partnership, I highlight the 
following relation-based concepts:  

Bank

Environment

other firm

partnership

relation

Relation-based partnership entry reasons

-development of partnership image
-network position strengthening
-development of networking capabilities
-control
-uncertainty reduction
-non-financial outcomes
-collective defence against competition
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Table 4. List of relation-based concepts in the partnership entry context. 

Relation-based concepts 
Social capital 
Long-term relationships 
Network effect 
Instrumental / common outcomes 

3.2.4  Conclusion about partnership-specific reasons 

In the framework of the focal study about the reasons for entering partnerships from the 
partnership-specific level were formed on resource-based, transaction cost- based, and 
relation-based views. There is a lot of overlap between these views. TCE and RBV 
theorists both propose that partnerships facilitate the access of knowledge and other 
assets for which arm’s-length contracting between parties may be hazardous (Hennart 
1988, Kogut 1988). Alternatively, partnerships may confer upon a firm ‘an aura’ of 
legitimacy, which in turn enables the firm to acquire other necessary resources 
(Silverman & Baum 2004). The shift from cost and resource based partnership entry 
reasons to relation-based entry reason moves the focus of inquiry from the qualities of the 
transaction to the qualities of the relationship (see Uzzi 1997). Partnership entry reasons 
that arise from the partnership per se (i.e. partnership entry can be explained through the 
reasons and benefits that a party aspires to get from a partnership) are summarised in 
Table 5. 

Table 5. Three partnership-specific entry reasons and corresponding concepts. 

View Entry reasons Concepts 
Resource-based Resource acquisition, consolidation and extension 

Financial, technological, physical, and managerial 
resources 
Economy of scale (homogenous resources) 
Economy of scope (complementary resources) 
Sharing of risks 
Flexibility 

Homogenous / heterogeneous resources 
Resource imitation 
Imperfect competition for the resource 
access 
Cumulative learning 
Dynamic resources 

Transaction 
cost- based 

Reduced transaction cost 
Defence of personal status 
Information asymmetry 
Bilateral dependency 
Incomplete contracting 
Limits of third party enforcement 

Uncertainty 
Opportunism 
Bounded rationality 
Asset specificity 
Cost of tangible asset 

Relation-based Development of partnership image 
Network position strengthening 
Development of networking capabilities 
Control 
Uncertainty reduction 
Non-financial outcomes 
Collective defence against competition 

Social capital 
Long-term relationships 
Network effect 
Instrumental / common outcomes 
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3.3  Industry-specific reasons 

Chapter 3.2 formed the first part of understanding the reasons for a firm to enter into a 
partnership. It looked the phenomenon from the partnership-specific level. This level has 
been predominant in the literature about partnership entry reasons in general. In the focal 
study, this is however inadequate to form the whole picture of the question, especially in 
a dynamic observation when partnership entry reasons are analysed in a time. In this 
chapter, I will extend the view by using an industry-based explanation. The observed 
industry is described by organisational features that describe the whole industry. It is 
possible to analyse the Finnish banking industry’s common organisational features as a 
whole because of its concentration; four banks make up about 90 percent of the industry.  

One of the research questions in the focal study concerns the change in the reasons for 
entering partnerships. The industry-specific reasons explain the changes of the banking 
industry level. The understanding of generic changes that describe the development of the 
focal industry helps us to understand why the reasons to enter partnerships have also 
changed along the banking liberalisation process. 

In the industry-specific section of the framework, I have applied organisational 
literature. For the purpose of the focal study, I have adapted the following organisational 
concepts: (1) specialisation, (2) openness-policy, and (3) approach to uncertainty. This 
setting is elaborated from Zettinig (2003). These three concepts are used to describe the 
Finnish banking industry in different liberalisation phases, and correspondingly, to 
explain the partnership entry reasons from the industry level. 

3.3.1  Specialisation 

Specialisation is defined as “what the firm does and how it conducts its business” 
(Zettinig 2003). Specialisation is based on the perceived competitive capabilities a firm 
has. These might not be sufficient to face competition because they lack some 
components that are necessary within the type of business or industry it is attempting to 
engage in (e.g. they may not achieve the growth goals of a firm). A specialising firm is 
forced to develop positive interdependencies with other actors (ibid.). Therefore, 
specialisation, regardless of the resource specificity, provides an explanation of 
partnership formation. 

3.3.2  Openness-policy 

The openness-policy refers to the boundaries of a firm. In a closed policy, the boundary-
system of the firm may be described as boundary-spanning units, with a goal to maintain 
a focal firm’s information asymmetry against its competitors and to protect its core and 
avoid spillover. In an open policy, the boundary of the firm is a link that connects its core 
with other firms. The function of links is to enable resources to flow between different 
sub-systems. Firms with an open policy tend to pursue strategic importance from 
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partnerships, whereas firms with a closed policy favour operational involvement. Parties 
may have divergent views of the importance of the partnerships. Figure 13 depicts the 
difference of these two boundary-systems. 

Fig. 13. Protecting and connecting boundary-systems. 

Link and scale concepts are used to describe two distinctive partnership forms. According 
to Mitchell et al. (1999), the need for partnerships arises from the imperfect tradability of 
routine and resources. That is, firms often need to co-operate with other organisations in 
order to extract value from under-utilised resources the firms possess, either through 
more efficient use of existing resources (scale partnerships) or through the creation of 
new resources (link partnerships). Park et al. (2002) define this kind of co-operation as 
pull-oriented alliance, which are need-based and created to sustain a firm’s survival. This 
situation represents a typical exploitation partnership, in which firms look for additional 
sources of revenue by improving and refining currently employed capital and assets and 
strive for joint maximisation of complementary assets (ibid.).  

Collaborating firms may pool similar resources in order to gain greater efficiency, so 
long as increased economies of scale outweigh the governance cost of partnerships. In 
addition, partnering firms may wish to combine the routines that underlie different types 
of resources in order to create valuable new resources, again accounting for governance 
costs (Mitchell et al. 1999). According to Park et al. (2002), these push-oriented 
partnerships are entered to create new opportunities by reducing information asymmetry 
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between partners. This situation is similar to an exploration partnership, where firms 
pursue innovation, diversification, or other risky activities to achieve long-term growth 
and viability through access to new resources and skills (ibid.). One especially interesting 
finding made by Mitchell et al. (1999) is their hypothesis that partnerships involving 
more than two partner firms are more likely to be scale than link partnerships.  

It could be assumed that firms with a closed policy favour scale alliances because of 
the low possibility of spillover. Open policy firms do not primarily consider partnerships 
as a threat for their core but as a way to increase their resource acquisition and resource 
consolidation and thus accept the use of link partnerships. On the other hand, according 
to Park et al. (2002), in a declining market firms have a need to create alliances to 
maximise the utilisation of their existing resources and to enhance their short-term 
viability. In a threatening market like this, resource-rich firms are still better positioned to 
find partners with complementary resources in pursuit of joint maximisation of residual 
returns from business activities. It is expected that partnerships formed by resource-rich 
firms in relatively stable markets are more likely to be exploitation partnerships than 
exploration partnerships (ibid.). 

3.3.3  Approach to uncertainty 

Adaptation is the process of adjusting the firm’s internal systems to compensate for 
uncertainties and changes in the task environment. Adjustment modifies a firm’s assets 
and competencies and in turn changes the characteristics of the economic environment 
and influences the results of competitive actions. In adaptation, a firm deals with 
uncertainty in two ways: it may decide to influence the environment and the changes 
occurring in it, through actively seeking solutions that reduce uncertainty; or it may 
prefer to create sufficient flexibility in order to react quickly when the external 
environment changes. Zettinig (2003) defines the first approach as the proactive adaptive 
approach, and the second as the reactive adaptive approach. The proactive adapting firm 
pays more attention to forecasts future states in order to reduce uncertainty. The reactive 
firm has approach that is more conformist; proactive firms use partnerships to reduce 
uncertainty while reactive firms participate in order to exploit external uncertainty as an 
opportunity.  
The process of goal setting is a decision-making process in which the ‘current situation of 
the firm’ is a natural ingredient of its desired future state. The process can be incremental, 
where the firm grows within multiple parameters and sets achievable goals based on the 
current understanding of the situation. Since the future is not known, uncertainties are 
created when environmental constellations change. If goal setting does not emphasise the 
limitations of the current state of the firm, the process is revolutionary. In Figure 14, two 
goal-setting and two adaptation approaches are illustrated that result from seeing 
uncertainty as something to avoid or seeing it as an opportunity. A firm may adopt both 
approaches simultaneously for separate products, divisions or functions.  
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Fig. 14. A typology of approach to uncertainty, elaborated from Zettinig (2003). 

3.3.4  Conclusion about industry-specific reasons 

Specialisation, openness-policy, and the approach to uncertainty are concepts, which 
contribute to the understanding of reasons for entering a partnership. Primarily, they 
describe the differences between firms. In the industry-specific view, uncertainty is a 
concept, which connects the three building blocks of the explanation. Figure 15 describes 
these three building blocks. 
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Fig. 15. Three building blocks to explain reasons for entering partnerships from the industry-
specific view. 

This approach describes uncertainty as a threat or as an opportunity. One firm may 
consider partnership as adding to a firm’s uncertainty while in the same situation another 
firm may consider it as decreasing uncertainty. Depending on the firm’s capabilities 
(specialisation), it may have a proactive or reactive approach to uncertainty and 
accordingly to partnerships. According to Cohen & Levinthal (1990), resource-rich firms 
tend to be more proactive and resource-poor firms more reactive in exploiting and 
exploring opportunities. Dickson & Weaver (1997) supported the view that resource-rich 
firms remain more cognizant of market changes and a re more proactive and 
entrepreneurial in adapting to these changes. Park & Zhou (2005) claim that small firms 
are often the first ones to join partnerships in order to improve competitive positions or 
avoid competitive threats by others’ future partnerships. Large firms adapt to increasing 
competitive pressures by forming partnerships, but often as a follow-up move. Firms race 
into forming partnerships to avoid potential losses from missing the partnership rather 
than to capture gains; this is especially true for weak firms. These firms are not 
necessarily in the best position to establish, exploit, and maintain partnership gains. 
Strong firms could afford to delay their partnership decisions, since they could catch up 
easily once they realise the significance of the partnership. Weak firms, however, might 
not be able to recover once their position becomes weaker by being left out of inter-firm 
collaboration (ibid.).  
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In the focal study, industry-specific reasons explain how the banking industry has 
changed along the liberalisation process. If there is any empirical evidence that the 
Finnish banking industry has changed according to these three concepts, understanding 
the changes in the reasons for entering partnerships can be elaborated. Figure 16 
illustrates the use of industry-specific reasons along the banking liberalisation process.  

Fig. 16. Industry-specific reasons along the business development. 

3.4  External reasons 

Uncertainty was identified as a central concept in the industry-specific reasons. It is 
obvious that environmental24 uncertainty has an effect on partnership formation (Pfeffer 
& Salancik 1978, Park & Zhou 2005). The Resource Dependence Perspective (RDP) 
(Pfeffer & Salancik 1978) is used as the main theoretical base to form the understanding 
of this phenomenon. The background of RDP lies in social exchange theory. 

                                                           
24 In the focal study, the concept of external reasons is used according to the main theoretical source (Pfeffer & 
Salancik 1978), which refers to the environment. “Market” as a firm and industry level external concept could 
have been used as well, although in the focal context, environment connotes that the firm is interconnected to 
the parties within it because of the acquisition of critical resources or for other reasons. 
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Market-originated uncertainty increases partnership activity owing to a firm’s effort to 
manage the increased dependence on the market while critical external resources become 
more uncertain. In an uncertain market, partnerships become faster and more efficient 
mechanisms to acquire external resources and reduce uncertainty (Park & Zhou 2005). In 
a relatively stable market, there is generally less need for partnerships since the market 
presents few threats and opportunities (Park et al. 2002). Firms use partnerships as an 
option when try to build market opportunities and capabilities or to expand into future 
opportunities in uncertain markets (Kogut 1991). Partners could share the risks and costs 
in pursuing growth in uncertain and risky markets. On the other hand, firms are 
dependent on their task environment for inputs, which are essential for them to function. 
This need to acquire resources creates dependence between firms and external units, 
whose nature and extent depend on how scarce those resources are (Park & Zhou 2005).  

3.4.1  Environmental variables 

According to Pfeffer & Salancik (1978), “the key to organisational survival is the ability 
to acquire and maintain resources. However, no organisation is completely self-
contained. Organisations are embedded in an environment comprised of other 
organisations. They depend on those other organisations for the many resources they 
themselves require.”  

Existing inter-firm and relationship studies in the field of banking have been 
conducted using a vertical, rather than a horizontal perspective. Therefore, it has been 
important for this study to develop a strong theoretical foundation regarding the 
horizontal relationships of a bank. The resource dependence perspective looks at 
organisations that are linked to the organisational environment such as federations, 
associations, competitive relationships, and a social-legal apparatus (Pfeffer & Salancik 
1978). Unlike the resource-based view, where the point of departure is the maximisation 
of output from given resources, the resource dependence perspective is about how 
resources are acquired. The resource dependence perspective rests on the fundamental 
premise that organisations seek to maintain flows of critical resources originating from 
the external environment by effectively managing dependencies and power differentials 
between firms (Astley & Fombrun 1983, Finkelstein 1997). From the resource 
dependence perspective the environment is considered to be both a social constraint,25 
and an external controller. If the resources needed by the organisation were continually 
available, even if they were outside their control, there would be no problem. Problems 
arise not merely because organisations are dependent on their environment, but because 
this environment is able to be depended upon. Environments can change, new 
organisations come and go, and the supply of resources becomes more or less scarce. 
Dess & Beard (1984) refer to environmental dynamism as the unpredictability of 
environmental change. The uncertainty of dynamic environments makes the negotiating, 
writing, and implementation of complete contracts forbiddingly expensive (Williamson 
                                                           
25 Actions can be said to be constrained whenever one response to a given situation is more probable than any 
other response, regardless of the actor responding (responses to a situation are not random). Behaviours are 
frequently constrained by situational contingencies and the individual’s effect is relatively small. 
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1981). An adaptive response to environmental uncertainty is the development and 
maintenance of a relationship with a specific partner (Bendapudi & Berry 1997). Because 
of interdependence on external elements, organisations have to be interconnected with 
their environment and they come to depend upon the relationship with partners (ibid.).  

Interdependence is the reason that nothing comes out quite the way one wants it to. 
Any event that depends on more than a single causal agent is an outcome based on 
interdependent agents. In social systems and interactions, interdependence exists 
whenever one actor does not entirely control all of the conditions necessary for the 
achievement of an action or for obtaining the outcome desired from the action. The 
demands for certainty and the quest for discretion and autonomy lead to the various 
actions of partnerships (Pfeffer & Salancik 1978). 

From the resource dependence perspective, interdependence in the organisation’s 
environment increases its uncertainty. Uncertainty refers to the degree to which future 
states cannot be anticipated and therefore are unable to be accurately predicted. This 
should not be confused with change26; rapid change, which is predictable, does not create 
uncertainty. Uncertainty itself is not problematic, unless it involves interactions with 
other key environmental elements, and when it involves an element of critical 
organisational interdependence. 

Uncertainty is a result of conflict and interdependence, where the former is also an 
outcome of the latter. Conflict27 is determined by both concentration (the extent to which 
power and authority in the environment is widely dispersed and the allocation of 
resources among the significant actors from the perspective of the focal firm), and 
munificence (the availability of critical resources), which both reduce conflict. 
Interdependence is determined by both munificence, which reduces conflict, and by 
interconnectedness, which increases it (see Figure 17). According to Dess & Beard 
(1984), munificence refers to the capacity of the environment to support sustained 
growth. It is measured as the extent to which the environment can provide the 
organisation with key resources to ensure its success and survival.  

Concentration reduces some of the problems of complexity since it reduces the 
number of actors that have to be co-ordinated. Thus, high concentration lowers the 
perceived level of uncertainty over future states of the environment. In general, 
hierarchies are preferred in organisations, this view differ depending on which aspect (the 
perspective of the firm on the horizontal or vertical level28) is taken into consideration29. 

                                                           
26 here: environmental dynamics 
27 Conflict refers to disagreement about the ends or goals of the social system. 
28 horizontal: competitive level; vertical: value chain level 
29 Environmental homogeneity overall, provides a higher degree of predictability and a lower degree of 
uncertainty. Homogeneity in important aspects of the task environment also provides a lower level of 
complexity and therefore fewer possible outcomes from processes of self-organisation. Homogeneous 
environments in a horizontal perspective provide a reduced degree of complexity, which does not cause a 
perception of high uncertainty and therefore does not lead to the need for partnership formation. Instead, on the 
horizontal level heterogeneous task environments create a highly complex environment where inter-firm 
formation may result from high uncertainty perception. On the vertical level, a homogeneous task environment 
is considered problematic because of the reduced number of opportunities and therefore may lead to a number 
of different inter-firm organisational forms that create new productive opportunities. Heterogeneity increases 
business opportunities on the vertical level and therefore the firm’s overall future state does not appear 
uncertain in value chain perspective. 
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Uncertainty develops if resources are scarce in a given task environment, between 
interdependent actors, and if the lack of resources is unpredictable or based on a lack of 
alternatives. The scarcity of resources leads to the formation of partnerships, although 
arguments diverge when considering the horizontal and vertical perspectives of a firm. 
Connecting with important aspects of the firm’s environment leads to 
interconnectedness30 which results in problems for firms because the greater the level of 
system interconnectedness the more uncertain the environment becomes.31 The 
complexity of interconnectedness may lead to unanticipated consequences because 
changes in one part of the system may have an effect on other parts. A firm can have 
better control of its environment in partnerships since interdependencies are created with 
various actors or aspects of the environment. 

A high level of interconnectedness leads to an increased level of uncertainty in cases 
in which the firm seeks stability (e.g. in monopolies or highly regulated businesses). On 
the other hand, a high level of interconnectedness leads to a decreased level of 
uncertainty for firms that wish to introduce change32. On both levels of systems, firms 
can have both loosely and tightly coupled systems. A high level of interconnectedness 
refers to an active and important interdependencies while loose coupling is used 
respectively for prospective and subsidiary aims (e.g. as information channels). If high 
interconnectedness has a relation with competitive outcome33 (typically on the horizontal 
level), it leads to conflict and uncertainty, and thus increases the formation of 
partnerships. Interconnectedness characterised by symbiotic-outcome interdependencies 
(typically in a value chain), and on behavioural interdependencies,34 does not create any 
form of uncertainty and thus does not increase the formation of partnerships. 

Pfeffer & Salancik (1978) describe the formation of uncertainty based on dimensions 
of organisational environments in Figure 17: 

                                                           
30 networks of organisations as informal social structures, not as formal governance structures, where inter-firm 
organisation could be seen as a specific form of network constructs 
31 Pfeffer & Salancik (1978) also recognise that while interdependence is increased because of the increase of 
actors in its social context, either predictability or uncertainty is increased as a function of the organisation’s 
ability to recognise and control the increased number of actors. 
32 Change or environmental dynamics has been set equal with uncertainty if the rate of change is unknown and 
its nature is unforeseeable. Uncertainty is the result of change when the time of its perception is delayed or 
blurred, or when the nature of it creates cognitive dissonance. 
33 a competitive move by an actor affects the other actors without any direct communication between them but 
is determined by the reactions of the market 
34 bound to some form of inter-firm organisations, e.g. strategic alliances or joint ventures 
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Fig. 17. Relationships among dimensions of organisational environments. 

The effect of the network, in which inter-organisational activity is embedded, can be both 
negative and positive. The interconnectedness of one set of actors with another set 
increases interdependence among all and may increase the uncertainty of outcomes. 
Though this is the main view of the resource dependence perspective, Pfeffer & Salancik 
(1978) refer also to Turk (1970), who found that being embedded in a richly connected 
inter-organisational network could improve organisational achievements. They consider 
that this may result from the fact that it is easier to establish organisations or programs in 
a context, which has experience that is more organisational.  

From the resource dependence perspective, there are three aspects from which to 
manage the organisation’s relationship with its environment. First, there is the question of 
what the organisation’s effectiveness35 depends upon. Then there is the question of when 
and when not to respond to environmental demands. The third aspect is the issue of how 
to avoid environmental constraints that force actions, which limit the chances for 
effectiveness and survival. The reasons why organisations do not respond to every event 
in the environment are that they do not notice every event, or occurrences are not 
important enough to require a response. In other words, the organisation is, to some 

                                                           
35 Organisational effectiveness is an external (judged by those outside the organisation) standard of how well an 
organisation is meeting the demands of the various groups and organisations that are concerned with its 
activities (validity).  
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extent, isolated or buffered (e.g. by resource stores) from its environment. Pfeffer & 
Salancik (1978) use the term ‘loosely coupled’ to denote the relationship between 
organisational elements. The fact that environmental sensitivity is limited provides the 
organisation with some discretion. One of the most important influences on an 
organisation’s response to its environment is the organisation itself. Organisational 
environments are not realities; they are created through a process of attention and 
interpretation.  

The basic assumption of the RDP is that firms must transact with other elements in 
their environment to acquire needed resources. This creates uncertainty for the future 
state of the firm. The more a firm is interconnected with its environment, the higher its 
interdependence and uncertainty. To understand this, one must understand the different 
levels of environment, which are implicit in the RDP. First, there is the macro level 
environment (the entirety) that is a social constraint and external controller for the focal 
firm. The macro environment is unknown to the focal firm and creates uncertainty if the 
focal firm has to be interconnected to it. The micro level of the environment (the set of 
organisations with whom the firm directly interacts and with which it has a straight inter-
firm linkage) can be used as a means of managing mutual interdependence and to prevent 
uncertainty caused by the macro environment. Pfeffer & Salancik (1978) call this 
environment the negotiated environment of organisations according to Cyert & March 
(1963). By forming stronger relationships with the microenvironment (e.g. mergers, joint 
ventures and alliances), a firm can transfer the uncertainty from an uncontrolled macro 
environment to a controlled microenvironment. From a network point of view, a single 
relationship makes up a firm’s connection to a network. Through its relationships (in the 
microenvironment) a firm learns, adapts and influences the surrounding network, as well 
as exploiting and developing its own abilities and gaining access to those of others. In 
other words, it is a process of transforming actors from its macro to its 
microenvironment.  

Based on the logic of RDP, the study of Pfeffer & Salancik’s (1978) on alliances 
focused mostly on resource scarcity and market uncertainty to explain alliance formation. 
Strategic behaviour theory further extended examination of market conditions as a 
motivation for alliance formation and stresses the importance of alliances as a mechanism 
to take advantage of external opportunities (Kogut 1988). Park et al. (2002) studied the 
use of alliances as a mechanism to adapt to market uncertainties contingent on firm’s 
internal resource conditions.  

On the conceptual level, uncertainty, dependency and possibility are the basic elements 
of environmental reasons that affect the formation of partnerships. They are not 
exclusive; on the contrary, they overlap and are partly different sides of the same coin. 
For example, possibility could be seen to be a positive side of uncertainty36; dependency 
is one source of uncertainty.  

Uncertainty can be defined as the degree to which future states of the world cannot be 
anticipated and accurately predicted (Pfeffer & Salancik 1978). According to the RDP, 
uncertainty occurs because the environment is not dependable. The problem of defining 
uncertainty between different theories lies, to some extent, in the concept of environment. 

                                                           
36 Uncertainty and opportunity are seen to be different aspects of the same phenomenon because they are based 
on the same dimensions and on interaction outcomes between different dimensions (Zettinig 2003). 
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This is the same kind of problem that Emery & Trist (1965) recognised as a distinction 
between the set of transacting organisations, the organisation set, and the larger social 
context within which both the organisation and its organisation set are embedded.  

Dependency can be defined as the product of the importance of a given input or output 
and the extent to which it is controlled by other organisations (Pfeffer & Salancik 1978). 
Firms require resources that other organisations possess and are therefore dependent on 
those organisations. The level of dependency refers to the firm’s ability to influence its 
interconnectedness with its environment. By having resource stores, a firm may only be 
loosely coupled with its environment in terms of the resources it needs.  

Generally, possibility is positioned as being the positive side of uncertainty. Based on 
the discussion above, there is a strong argument for differentiating between possibility 
and uncertainty as a reason for partnerships. It is highly dependent on the single firm’s 
approach to uncertainty, whether it is considered a threat or a possibility. One firm may 
consider, for example, a partnership as increasing uncertainty, while in the same situation 
another firm may consider it a way of decreasing uncertainty. Thus, the views about 
uncertainty in RDP and industry-specific reasons augment each other. The empirical part 
of this study attempts to specify this divergence in the context of industry-specific goal 
setting and rationale for partnerships during the deregulation process. Table 6 describes 
the main concepts of external partnership entry reasons. 

Table 6. External partnership entry reasons. 

Concept Definition 
Uncertainty The degree to which future states of the world cannot be anticipated and accurately 

predicted. 
Dependency The product of the importance of a given input or output and the extent to which it 

is controlled other organisations. 
Possibility The positive side of uncertainty. Dependent on the single firm’s approach to 

uncertainty. 

3.5  External reasons from the views of other theories in the 
framework 

Uncertainty, dependency, and possibility were identified as the main external reasons 
based on RDP. In the theoretical framework of this study, three views of partnership entry 
reasons are interconnected with each other and they overlap in many places. In this 
chapter, these three external reasons will be elaborated on by connecting them with two 
other views in the framework and by using the central elements of the theories that were 
used. 

In the industry-specific view, uncertainty is described as a threat or a possibility 
depending on the focal firm’s approach. In the revolutionary approach a firm does not 
emphasise the limitations of its current state, but rather attempts to identify possibilities 
and convert them into probabilities by selecting desired outcomes. 
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A typical firm following a revolutionary goal-setting approach takes an active role in 
defining the productive opportunity that its own resources can provide. A partnership is 
used to complement the firm’s own productive opportunity with that of other firms. A 
firm with an incremental approach reduces its uncertainty by entering partnerships with 
similar resources. A firm with a revolutionary approach defines the productive 
opportunity for its own resources by entering partnerships with partners with 
complementary resources. 

Dependency and possibility originate from the firm’s external environment, but are 
linked with the firm’s own discretion. There may be only a little to do with the existence 
of uncertainty aside from trying to minimise its influence. Dependency can be better 
affected by the focal firm’s internal activities e.g. by changing the firm’s business logic. 
Possibility exists without any constraint and it is up to the focal firm whether to use it or 
not.  

Uncertainty is a result of the complex interaction of different elements found in the 
environment and directly or indirectly results in a firm’s behaviour, which then leads to 
the formation of partnerships. In TCE, two types of uncertainty are described: firstly, 
behavioural uncertainty concerning the intentions and competencies of transaction 
partners; and secondly, environmental uncertainty, which concerns the conditions (e.g. 
asymmetric information and unpredictability of conditions) that may affect the execution 
of agreements and the outcomes of co-operation. Because of these uncertainties, 
rationality is bound and people may become opportunistic37. TCE and RDP share the 
same kind of view of uncertainty in a macro environment. Uncertainty is increased by the 
interconnectedness of the focal firm with its environment. On the micro level, RDP 
shares the same view with RBV, which means that by forming linkages with the 
organisations that the focal firm is directly connected to, it can decrease the uncertainty 
caused by the total environment. If TCE claims that uncertainty is reduced by moving 
transactions from markets to hierarchies, with the RDP and RBV it is also possible with 
inter-firm linkages, i.e. using tight linkages within firm’s microenvironment and thereby 
limiting the uncertainty caused by the entire environment. In TCE, uncertainty arises 
from asymmetric information, bounded rationality and opportunistic people inside 
partnerships. In RBV, opportunism is not considered, and external co-operative parties 
are seen more as uncertainty removers than generators. 

In TCE, greater uncertainty will yield more integration into one firm. It does not 
include knowledge and competence like it is presented in RBV as a reason for a firm to 
need outside partners to obtain external economy of cognitive scope (Nooteboom 1999). 
Meanwhile Mahoney & Pandian (1992) have argued that RBV, with the assumption of no 
opportunism ignores the key issues. In the network literature, uncertainty reduction is one 
motive for forming strong relationships though it has been argued that networks can also 
create uncertainty albeit of a different kind. Uncertainty as a reason for network 
operations or the element of uncertainty inside the network is, to a large degree, ignored 
in network literature. 

Dependency on external resources is the fundamental element of RDP, which is 
referred to in the definition of this element. RBV has traditionally focused on the 
competitive implications of internal (organisational) resources and capabilities. 
                                                           
37 ‘interest-seeking with guile’ 
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Researchers have discussed the importance of the general business environment only to a 
limited extent (Aragón-Correa & Sharma 2003). In RBV the view of dependency is more 
positive compared to the view of RDP. This may be a result of different points of 
departure: in RBV, it is the maximisation of output from existing resources; in RDP, it is 
a question of how resources come to be acquired. If resources lie outside the focal firm, 
uncertainty relating to their acquisition and dependency on actors that possess them is 
seen as essential. In cases where RBV is used in an alliance formation context, the 
perspective of accessing external resources is more an additional opportunity than an 
indispensable dependency. 

In TCE, interconnectedness increases bilateral dependency, which is one reason for 
transaction costs and thus for the failure of the price mechanism. TCE does not see the 
dependency of external resources as the initial problem of a firm; it is only a matter of 
transaction costs in markets compared to management costs in a hierarchy. If efficiency is 
better in a hierarchy, then the firm itself simply takes care of the activity without 
considering whether the firm has the needed resources or not. 

Both in the RBV and network literature, the criterion of imperfectly mobile resources 
underlines that the resources critical to firms are intertwined with their organisational 
setting. If the prime objective of a partnership is to gain access to, and comprehension of, 
the explicit and tacit knowledge base of other firms, issues such as trust, reciprocity and 
long-term relationships amongst partners emerge (Palmberg & Martikainen 2003). The 
relationship itself may change the rationale of partnership. Parties may become inter-
dependent on each other instead of achieving the initial goal, which could be for example 
uncertainty reduction.  

The network literature has a clear view of the effect of dependency on external actors. 
Firms are inter-dependent for several resources and activities and are therefore on access 
to suppliers, distributors, customers and even competitors in the surrounding network. 
The outcomes of their actions will be strongly influenced by the attitudes and actions of 
those with whom they have relationships. 

Uncertainty and dependency are caused by situations where a firm is under duress of 
an external nature; a partnership offers an appropriate response to this uncertainty or 
dependency. The combination of RBV and a network view could form an example of this 
kind of partnership rationale: by networking, a company can have a better utilise of 
resources than without it. Resources include both those in the company itself and in its 
counterparts. Through networking and interaction, passive resources may be transformed 
into capabilities (Ford et al. 1986). Håkansson (1987) calls this resource mobilisation. 
The environment is not the prime mover of this rationale, it starts from the focal firm’s 
internal goal to create a competitive edge, and the solution is based on the external 
possibility to realise that goal through a partnership.  

3.6  Evaluating the view of partnership entry reasons 

Research traditions are not congruent with each other regarding rationales for 
partnerships in one specific occurrence. For example, the views of RBV and TCE might 
be conflicting if RBV looks at partnerships as an obvious means of accessing specific 
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resources, TCE may explain the failure of the same occasion based on the opportunistic 
behaviour of part of one or both parties. Whatever the case, there are some consistent 
features among the theories from which it is possible to compile a coherent view of 
partnership entering reasons on a general level. RBV and RDP also present a strategic 
perspective compared to TCE by focusing on the benefits that enhance the competitive 
abilities of the partners and where assets create sustained rents, which are not easily 
appropriated by competitors (Wilson 1995, Barney 1991). 

Like the firm, the inter-firm network provides a set of rules and understanding, which 
limits the costs and uncertainty that might otherwise prevent exchange, by economising 
on bounded rationality and opportunistic behaviour. (see e.g. Baum & Ingram 2002). 
External interdependence in the face of transaction costs is the most common explanation 
for the emergence of partnerships. According to Pfeffer & Salancik (1978), 
interdependence focuses on two considerations: resource procurement and uncertainty 
reduction. Firms form relationships to access capital and other resources that are essential 
to pursuing their goals but are, at least in part, controlled by other organisations.  

Oliver (1990) summarised the literature by identifying six exogenous drivers of 
partnerships. The first, necessity (e.g. regulatory requirement), involves mandated ties, 
but the remaining five – asymmetry, reciprocity, efficiency, stability, and legitimacy – 
lead to voluntary ties based on specific needs resulting from external interdependencies. 
From this perspective, firms build relationships with other firms for a variety of reasons, 
including the need to share the costs and risks of undertaking large-scale projects; to 
develop existing markets or enter new ones; to pursue resource specialisation, or to 
mitigate or otherwise control competition. Such objectives make firms dependent on 
other firms that possess the capital, knowledge, complementary assets, and technical 
capabilities, which can help them achieve their ambitions. Although such bilateral 
dependence was originally viewed as creating hazardous conditions for exchange in 
transaction cost economics (Williamson 1975), research has shown that bilateral 
dependence is more stable than unilateral dependence (e.g. Monteverde & Teece 1982). A 
closer relationship enhances the mutual monitoring of the capability of member firms, 
making the expected costs of opportunistic behaviour by member firms higher (Coleman 
1988). Partnership formation is initiated by exogenous factors, such as the distribution of 
capital, knowledge, technological resources, and the pattern of resource dependence 
(Baum et al. 2003).  

According to Pfeffer & Salancik (1978), the greater the level of system 
interconnectedness the more uncertain the environment becomes. In banking, as in many 
other industries, the trend has been toward concentration on one’s core competencies. 
This means that the firm will have more relations with its environment. The dependency 
will increase, and for the same reason, the environmental uncertainty increases. By 
replacing arm’s-length relations with partnerships, the firm can reduce the uncertainty 
caused by the macro environment and transform uncertainty to its microenvironment.  
In the microenvironment, the firm can better control and anticipate the uncertainty, 
predictability is increased as a function of the organisation’s ability to recognise and 
control its environment. In the focal study, Finnish banks have formed a “banking fortress 
of Finland” by having close co-operation inside the domestic industry. The co-operation 
has improved the competitive edge of incumbent banks, which from a single bank’s point 
of view, has increased the uncertainty and threat of the microenvironment. On the other 
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hand, the intensification of the domestic industry has shielded the industry from the entry 
of foreign banks. Thus, banks have transformed the uncertainty from the 
macroenvironment to the microenvironment. From the Finnish banks’ point of view, the 
domestic industry represents the microenvironment. This structure is illustrated in Figure 
18.  

Fig. 18. Two levels of the environment. 

The goal of the theoretical framework is to offer a conceptualised classification of the 
basic reasons why banks have entered partnerships and is a tool to help understand the 
change in partnership entry reasons according the liberalisation process in Finland. Thus, 
the framework is used as an explanation model to improve our understanding of the 
development of the Finnish banking industry and the partnerships in it. Figure 19 
augments the primary view to form a coherent understanding of the partnership entry 
reasons. 

Bank
Bank

Bank Bank

DOMESTIC INDUSTRY

BANKING MARKET

Foreign
banks

Authorities

Service
providers

MARKETS

Industry
Industry

Industry

INDUSTRY ENVIRONMENT

MACRO 
ENVIRONMENT



 72

Fig. 19. Evaluation of perspectives to partnership entry reasons. 

The framework is constructed from several theories, which contain concepts archetypical 
to each tradition. In Table 7, I have summarised the concepts that are central in the focal 
study and complement the three views in the framework. 

Bank

Environment

other firm

partnership

relation

External reasons
(RDP)
-uncertainty
-dependency
-possibility

Partnership-specific reasoning
(TCE, RBV, IMP)

Industry-specific reasons
-specialisation
-openness-policy
-approach to uncertainty

-cost based
-resource based
-relation based
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Table 7. Summary of three views to explain the partnership entering reasons. 

View Reason Concepts 
Partnership-specific Cost-based Uncertainty 

Opportunism 
Bounded rationality 
Asset specificity 
Cost of tangible asset 

 Resource-based Homogenous / heterogeneous resources 
Resource imitation 
Imperfect competition for the resource access 
Cumulative learning 
Dynamic resources 

 Relation-based Social capital 
Long-term relationships 
Network effect 
Instrumental / common outcomes 

Industry-specific Specialisation 
Openness-policy 
Approach to uncertainty 

Competitive capabilities 
Boundary system 
Adaptation 
Goal-setting 

External Uncertainty 
Dependency 
Possibility 

Predictability 
Influence on interconnectedness 
‘Positive uncertainty’ 

Partnership-specific entry reasons explain the entry according to those motives that a firm 
has in the prevailing circumstances. Circumstances per se are not (at least in a short term) 
to be influenced by a single firm, but they are given industry or market (environment) 
conditions, that a single firm has to adjust itself.  



4 Research design 

This study is an interpretative case study, which explains why banks have entered 
partnerships and how the reasons for this has changed alongside the banking industry 
development and shifting external forces. Generic theories are used to explain the 
phenomenon. It is assumed that changes in the environment stimulate development in the 
industry and in partnerships. The aim is to interpret the development of banking 
partnerships, but also the increased understanding about partnerships is used to illustrate 
the banking development as well. The first research question is a why-question. It refers 
to the aim of finding out the causality for partnership entry reasons. In an open system, 
causal mechanisms are hidden behind the events. If it is not possible to arrange an 
experiment, we have to abstract, i.e. to theorise through conceptual reasoning in order to 
make the invisible appear (Töttö 2004). On the other hand, qualitative methodology is 
primarily directed towards understanding the complex and elusive in a systemic 
perspective more than to establish unambiguous cause and effect relationships between 
single variables (Gummesson 2005). The second and third questions are how-questions; 
they aim to describe the phenomena in order to increase understanding about them. In 
this study, usable results are more in the form of abstract frameworks, thus providing 
tools for capturing the central feature of the phenomenon and not law-like generalisations 
(compare to Lukka & Kasanen 1993). 

4.1  Setting, context and case 

In this research, the development of Finnish banking during banking liberalisation 
process forms the case. In a case study, the purpose is to investigate the case in relation to 
its historical, economic, technological, social and cultural context (Alajoutsijärvi & 
Eriksson 1998). The case study method is applicable in situations where the research 
aims to provide answers to questions such as how or why some phenomena occur (Yin 
2002). Yin (2002) defines a case study as an empirical inquiry that investigates a 
contemporary phenomenon within its real-life context when the boundaries between the 
phenomenon and the context are not evident and in which multiple sources of evidence 
are used. Those actors and acts form a context, to which the chosen case closely relates 
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(Eriksson & Koistinen 2005). The interaction between context and actors is mutual and 
cumulative (Pettigrew 1997). The context forms the case and the case forms the context. 
Therefore, in order to understand the focal case in its context, I described the banking 
liberalisation process in chapter 2. 

The setting is a part of the context; it defines who the actors in the case are (Stake 
2000). According to Hammersley & Atkinson (1983), the nature of the setting chosen for 
the study is an important factor, which shapes the research problem. The setting should 
also be conceptually distinguished from the case (Eriksson 1991). A setting is a named 
context in which phenomena occur. A case is those phenomena seen from one particular 
theoretical angle. The ideal setting, according to Marshall & Rosmann (1989) is one 
where: 1) entry is possible, 2) there is a high probability of finding a rich mixture of 
processes, people, programmes, interactions, and/or structures which may be part of the 
research problem, 3) the researcher can devise an appropriate role to maintain continuity 
of presence (or contact) for as long as necessary, and 4) data quality and the credibility of 
the study are reasonably assured by avoiding poor sampling decisions.  

In this research, the context used to study the development of Finnish banking is the 
banking liberalisation process. The setting is the four main banks and their antecedents in 
Finland during the liberalisation process. In addition, there are six partnership examples, 
which represent partnerships of the different periods of the industry development. The 
banking industry literature discussed in chapter 5 forms an essential source of evidence as 
well as partnership examples. According to Töttö (2004), the duty of a researcher is to 
question the data and, from its conflicting statements, to conclude the truth. 

The empirical part of the study was organised according to the chronology of the 
context: the liberalisation process was classified in three periods. The liberalisation 
process was selected as the external force because of its easily defined turning points. The 
turning points allowed the periodical classification of the empirical research. The selected 
periods, according to the liberalisation process are: 

1. Regulated market (before 1986) 
2. Deregulation era (starting of deregulation and banking crisis between 1986-1993) 
3. Open market (since the European Economic Area (EEA) agreement in 1994) 

The periodical classification of empirical data is two-sided issue. On the one hand, it 
helps to approach the data at the first phase, but on the other hand, it might hide smaller 
changes, which are still important in order to understand a phenomenon. At worst, it can 
distort development into unnatural phases, while the development is actually more a flow 
of continuity. In historical research and studies of the development, a “violent” 
classification may be disastrous for the study performance. Therefore, a researcher has to 
be sensitive for the silent hint of a change or of constancy, which easily are covered by 
dramatic changes. In the focal study, the classification is based on the banking industry’s 
external changes, but the analysis is made through the obstacles of the industry’s internal 
development. Hence, small changes, which might cumulate into development phases of 
an industry, can be distinguished from stronger external changes. In a development 
process, it is also important to understand, which issues change only little or not at all.  

This study also aims to analyse the development of the banking industry and the 
development of partnership entry reasons according to the periodical classification. The 
aim to analyse the banking industry was the reason, why the development of Finnish 
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banking during banking liberalisation process was selected as the case. This decision did 
not limit the possibility to study partnership entering reasons and their change, but the 
most challenging task was to interpret the development of the industry through 
partnership view. This was confirmed by the case selection. The other considered possible 
cases were three above mentioned liberalisation periods and six partnership examples. 

The study includes from two to three partnership examples of each period. The 
partnership examples (partnership entry reasons) are analysed through the theoretical 
framework and compared between the periods. Actual interpretations are presented after 
the descriptive narratives of the banking industry and partnership examples.  

Intensive and extensive design. Stoecker (1991) uses the distinction developed by 
Harré (1979) between two types of research design in the social sciences: intensive and 
extensive. The intensive research design focuses on finding out as much as possible about 
one or few cases (contextualised and ‘thick description’ (Geertz 1973) and the extensive 
design aims at mapping common patterns and properties across cases. Eriksson & 
Kovalainen (forthcoming in 2006) find this division quite useful in trying to describe the 
different ways of doing case study research in the field of business studies. Furthermore, 
this division partly explains why the terminology used for both discussing and evaluating 
case studies varies considerably in the method books and articles using case study 
approach. 

In the intensive, or classic, case study, the main aim is to understand and explore the 
case from ‘the inside’ and to develop an understanding from the perspective of the people 
involved in the case. This does not mean that the understanding would not be 
theoretically informed or that the case could not be used to elaborate theory. On the 
contrary, as Dyer & Wilkins (1991) argue, classic case study research is theoretically 
informed and capable of developing theory. However, the key interest is in the case itself, 
not in the pre-determined theoretical propositions.  

According to Eriksson & Kovalainen (2005), the aim of intensive case study research 
is to learn how a specific and unique case works. A distinctive characteristic of any 
qualitative inquiry is its emphasis on interpretation. Although there is interpretation in all 
research, the main purpose of intensive case studies is to offer interpretations of the case 
made by the researcher, sometimes also by the business actors involved into the study. 
The main aim of intensive case studies is not to produce knowledge that could be 
generalised to other contexts in the conventional meaning. The objective is to explore and 
understand how the chosen case works as a configurative and ideographic unit of 
analysis. The chosen case is unique, critical, or extreme in one way or another, and it is 
researcher’s key task to be able to show these features of the research to the audience.  

Extensive case study research, on the other hand, relies more on the ideals of 
quantitative and positivist research, and focuses on mapping common patterns, 
mechanisms and properties in a chosen context for the purpose of developing, 
elaborating, or testing theory. The ‘real life’ cases and their detailed description are not 
the focus of interest per se; cases are seen as instruments that can be used to explore 
specific business-related phenomena, and to develop theoretical propositions that can be 
tested and generalized to other business contexts or to theory. This does not mean, 
however, that all single-case studies would be interested in the inner workings of the case 
itself, and could not primarily focus on certain phenomena, or that all multi-case studies 
would be aim to test theory (Eriksson & Kovalainen 2005). 
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The focal study includes one case, which is typical for an intensive study. The study 
follows the development of the Finnish banking and partnership entry reasons through 
three periods. Some examples are more ‘valuable’ for the study than others are because 
either that they tell more about the typical partnerships of each period or they extend 
across several periods and hence give more information. For example, Luottokunta has a 
long history and the significance of the card business for the banking industry has 
changed during Luottokunta’s existence. Therefore, the description of Luottokunta 
because of its duration is more extensive than for example Automatia. The focal study is 
intensive in its design but contains some extensive qualities. In this study, the aim is to 
produce a good story of the Finnish banking development and of the six partnership 
examples, to understand the partnership entry reasons by integrating concepts from 
several generic theories and to create a rich description, interpretation and understanding 
of the study object38. These all are typical in intensive research designs. The study 
contains some development of new theoretical ideas by replication method, but this is 
only a secondary aim. In that kind of extensive design the main attention is on theoretical 
concepts.  

Sampling in this study means deciding which partnerships are to represent different 
periods, which specific documents to analyse, whom to ask, what to ask and how. The 
periods are determined by the context. The main part of the Finnish banking market was 
deregulated by the year 1986. Therefore the case had to cover at least a few years before 
that time. Some partnership examples start from 1960s. In the Finnish banking industry, 
there have been three partnerships where either all or at least the main Finnish banks are 
members. All of these are included in the setting. 

There are several partnerships, which are used as information sources in this study. 
First, there are three partnerships, which describe inter-bank co-operation. These inter-
bank examples are longitudinal, which means that they follow either the whole 
liberalisation era or from the beginning of their foundation. Then there are several dyadic 
examples of partnerships where a bank has a relationship with another bank or with a 
firm from another business area. The aim has been to build a representative picture of 
partnership entry reasons in the Finnish banking industry through the whole studied 
period. All partnerships are still in operation; this indicates the importance of each 
partnership for the banks. It has been also made it possible to study the development of a 
single partnership through the liberalisation phases instead of comparing distinct 
examples from different periods. The aim of the partnership analysis is to present the 
development during the liberalisation process. Therefore, comparison between the 
examples is not made. Instead, they are used to form a continuum of partnership 
development and furthermore to explain the banking industry development. According to 
Stake (2000), comparison is a powerful conceptual mechanism, but it fixes attention upon 
the few attributes being compared, simultaneously obscuring other knowledge of the 
case.  

                                                           
38 According to Dyer & Wilkins (1991), the overall purpose of intensive case study research is to construct a 
narrative, ‘a good story worth hearing’. This means that the case is explored in its economic, social, cultural, 
technological, historical, and physical setting. 
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It was important that the partnership set included examples with the following 
attributes:  

− longitudinal view: partnership goes through the whole time-period  
− dyad, a partnership between a bank and one partner 
− network, a partnership between more than two partners 
− inter-banking example 
− diagonal partnership, a partnership between bank and firm from an other industry 

4.2  Data collection and analysis 

The analysed period of Finnish banking market is well documented. The Finnish banking 
industry is concentrated and therefore it was possible to analyse the material bank by 
bank. The documentation included annual reports from banks and joint venture 
organisations, histories, notes, other studies, professional magazines, and reports by such 
organisations as the Bank of Finland and The Finnish Bankers’ Association. Many 
interviewees either suggested a specific document or lent me their personal 
documentation. In addition, interviewees were selected based on suggestions from other 
interviewees. Furthermore, liberalisation as a process is well documented both globally 
and in the Finnish banking market.  

Literature about the Finnish banking industry, including main banks and partnerships 
that they have been involved is wide and extensive. In principal, it could have been 
possible to use only existing written text in the focal study; but it has been noted that 
interviews are extraordinarily important in order to form a deep understanding of a 
phenomenon, while external information may bias the understanding (Alajoutsijärvi 
1996). The literature about the Finnish banking industry and interviews are the data set 
that was analysed to answer the research questions about partnership entry reasons and 
their development during the liberalisation process. The analysis of these two questions is 
reflected “back” to the industry development and used to increase the understanding of 
the industry development through these partnerships glasses. 

Over twenty people were interviewed in this study. The interviews were semi-
structured and reflective, which means that only the topics of the interview were decided 
beforehand but not all questions in detail. After I presented the overall aim and setting of 
the study (this was done either by email beforehand or by a short presentation at the 
beginning of the interview) I asked the interviewee to describe the topic under discussion. 
Questions were non-directive and open-ended in order to obtain rich data. Some 
questions were decided upon beforehand, but they were in addition to extra questions that 
originated from the description given by interviewees at the beginning of the meeting. 
The purpose of this was to give the manager being interviewed the freedom to raise more 
specific issues without the fear of interrupting any specific order. The interviews lasted 
from 1.5 to 4 hours. Most of the interviews were recorded and then transcribed 
afterwards. 

According to Eriksson & Koistinen (2005), the purposes of data analysis are twofold: 
First, the data has to be described, which means that it has to be arranged; and secondly, 
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the data has to be interpreted. Interpretation means that possible explanations are 
developed, or relationships between data are found, and conclusions are made. A 
common mistake made by researchers is to try to transform multiform data into simple 
variables and to try to find mechanistic and linear relations (Patton 1990). In the focal 
study, the data about the banking development and partnerships was arranged according 
to the chronology of the setting where the liberalisation process was classified in three 
periods. The interpretation of the partnership entry reasons was made through the 
theoretical framework. Thus, the aim was not so much to elaborate generic theories as to 
use it as an explanatory tool. 

In the description of banking development, the concept of the financial system was 
significant. The existing concepts of the generic theories (chapter 3) were, to a high 
extent, adequate to classify, abstract, compare, generalise, and to draw conclusions from 
the data; there was not any need to complement them by using inductive concepts. Thus, 
the description of partnerships and their development was not problematic on the 
conceptual level. 



5 Development of the Finnish banking industry 
and partnerships 

In chapter 2, I described the deregulation process of banking markets on a general level. 
In this chapter, I concentrate on the Finnish banking market, where, compared to many 
other European countries, deregulation took place at a relatively late stage. Chapter 5.1 
describes the Finnish banking market and its development as it is presented in the 
existing literature. The market has been described and studied from distinct perspectives 
and for several reasons, thus the existing literature is wide. The reason why the 
descriptions of the liberalisation process and the development of Finnish banking 
industry are rich in the focal study, is that they form the context and the setting for 
studying and understanding the partnerships that Finnish banks have formed. Without the 
description, we could not understand why the partnerships have developed in the way that 
we can see in this context. Each phase includes also a short description of the economic 
situation in Finland.  

The focal study focuses on retail banking. According to Hyvärinen (2001), retail 
banking comprises private person’s and SME’s deposits, investments, financing, 
guarantees and transactional services.  

Table 8 shows a part of the literature that I use to form a basic understanding of the 
setting. The data was collected from a large amount of newspaper pieces and publications 
by single banks as well. 
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Table 8. The literature about the structural changes in the Finnish banking. 

Author Title 
The Finnish Banker’s Association (1989) 
The Finnish Banker’s Association (1998) 
Helia (2004) 

Liikepankit ja Yhteiskunta, Suomen Pankkiyhdistys 75 vuotta 
Banking Industry in Finland 
Suomalaisten pankkien luottorakenteen muutokset 1980-2003 

Holstius & Kaynak (1995) Retail Banking in Nordic Countries: the Case of Finland 
Honkapohja & Vihriälä (1998) Rahoitusmarkkinat 
Hyytinen & Kauppi (2001) Rahoitusmarkkinoiden merkitys Suomen makrotaloudelle 
Ilaskivi (1991) Kolme elämää 
Kiander & Vartia (1998) Suuri lama 
Koponen & Widgren (2003) Regional Concentration of Financial Services in Finland during 

1995-2000 
Koskenkylä (2002) Suomen rahoitusmarkkinat 2002 
Kulha (2000) Kuilun partaalla, Suomen pankkikriisi 1991-1995 
Lindberg (1992) Ulkomaisten pankkien kilpailusta ja alalle tulon esteistä 

Suomessa 
Malkamäki & Vesala ( 1996) Finnish Financial Markets: Major Trends and International 

Comparison 
Mörtttinen & Virolainen (2002) Suomen rahoitusmarkkinoiden erityispiirteet 
Nyberg & Vihriälä (1994) The Finnish Banking Crisis and its Handling 
Pauli (1194) Pankkitoiminnan rakennemuutos Suomessa 
Rantama (1990) Rahoitusmarkkinoiden keskeiset muutokset 
Suominen & Tarkka (1991) Trends in the Demand for and Pricing of Banking Services in 

Finland 
Vesala (1993) Retail Banking in European Financial Integration 
Vesala (1995) Testing for Competition in Banking: Behavioral Evidence from 

Finland 
Vesala (2001) Technological Transformation and Retail Banking Competition 
Vihriälä (1989) Rahoituslaitokset rahoitusjärjestelmässä 
Vihriälä (1997) Banks and the Finnish Credit Cycle 1986-1995 
Widgrén (ed) (2002) Pankkikilpailu globaalistuvilla markkinoilla 

The interviews (see Appendix 1), which concentrated on the partnerships, with about 25 
banking specialists, also gave intrinsically important information for the general banking 
development. The understanding based on this literature is consolidated into the story of 
the Finnish banking, which is divided into three periods according to the liberalisation 
process. The development of Finnish banking logic is analysed through the concept of the 
financial system. After this phase, I present six partnership examples of Finnish banks. 
Partnerships describe the reasons for the formation of partnerships. The partnerships are 
analysed through the framework and concepts, which have been adapted from the generic 
theories (presented in chapter 3). The combination of banking development and 
partnership analysis based on existing literature and on interviews form the ultimate 
understanding of the Finnish banking development. The contribution of the story is to 
present the fundamental changes that took place in Finnish banking during the 
liberalisation process. Figure 20 describes the structure of the empirical part. 
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Fig. 20. Structure of the empirical part, chapters 5 and 6. 

5.1  Description of the Finnish banking industry 

In the summer of 2005, there were 344 banks in Finland. There were 12 commercial 
banks, 239 co-operative banks belonging to the OP Bank Group, 42 local co-operative 
banks, 40 savings banks and 11 branches of foreign credit institutions accepting deposits. 
The four biggest banks or banking groups had a market share of over 90 per cent. These 
four banks form the empirical setting of the focal study. The banks are Nordea Bank 
Finland, OP Bank Group, Sampo Bank, and Savings Banks Group. The empirical section 
of the study is constructed from partnerships that these four banks or their predecessors 
have formed, together with each other or individually with a third party. 

Nordea Bank Finland. Nordea is the largest banking group in Finland in terms of 
balance sheet total. Nordea operates in many countries, but its main market area 
comprises the Nordic countries and the Baltic Sea region. Nordea has 288 branches and 
employs 9,100 people in Finland. The shares of the bank’s parent company are quoted on 
the Helsinki, Stockholm and Copenhagen stock exchanges.  

The development of Nordea began with the merger of Finnish Merita and Swedish 
Nordbanken in 1997, which formed the MeritaNordbanken group. Merita was established 
in 1995 through the merger of the Union Bank of Finland and Kansallis-Osake-Pankki. 
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The Danish Unidanmark group merged with MeritaNordbanken in the spring of 2000. 
The Norwegian Christiania Bank og Kreditkasse became a part of the group at the end of 
2000. In July 2001, the company acquired the Swedish Postgirot Bank, and then the 
Nordea name was introduced in February 2001. The initial rationale was to maintain and 
improve profitability in the face of increasing competition e.g. via cost reduction and 
other synergy benefits.  

The Union Bank of Finland was the first commercial bank in Finland (established in 
1862). Kansallis-Osake-Pankki was formed in 1889, during the 1980s the two banks 
competed with each other. After the merger with HOP bank, The Union Bank of Finland 
became the biggest commercial bank, but at the end of the decade, Kansallis-Osake-
Pankki grew past the Union Bank.  

In 1992 Suomen Työväen Säästöpankki was merged with Kansallis-Osake-Pankki. 
One year later the Finnish Savings Bank was shared for Kansallis-Osake-Pankki, the 
Union Bank of Finland, OP Bank Group and Sampo Bank (Leonia Bank at that time). 

In June 2003 the Board of Directors of Nordea decided to simplify the group structure 
so that Nordea AB would become a single banking corporation. The bank will have its 
domicile in Sweden, and the transition process would probably be completed in 2005.  

OP Bank Group. OP Bank Group has 677 branches and employs 9,100 people. It is a 
nationwide banking group; it is comprised of 239 independent co-operative banks and the 
central organisation OP Bank Group Central Cooperative. The co-operative banks are 
independent, locally operated and owned by their members. The legal structure and 
operations of the group are based on the designated legislation. The OP Bank Group 
Central Cooperative and its subsidiaries form the OPK Group. OKO Bank is one of the 
subsidiaries, and is quoted on the Helsinki Stock Exchange and it works as the central 
bank for the group. The OP Bank Group is not a group in terms of accounting law; its 
judicial organisation is based on separate legislation.  

The OP Bank Group changed its operating model to a consortium in 1997. Joint 
responsibility was then supplemented with regulations stating that the central 
organisation and its member banks are responsible for each other’s liabilities and 
commitments. During this operation, 44 co-operative banks left the group and formed a 
group called Local Co-operative Banks.  

Co-operative banks started their operation at the end of 19th century. The starting point 
was regional cash-offices, which were operated by members. In the 1930s, co-operative 
cash-offices had a 10 % market share of public credit sales. In 1969 new banking laws 
gave an almost equal position to commercial banks, and co-operative banks started to 
serve the whole population instead of just the farming segment, which still has stayed as 
an important segment.  

The OP Bank Group survived the banking crisis better than its main competitor, the 
Savings Bank Group, because of its lower risk strategy and mutual risk sharing. The 
group emphasises local operation, only the OKO Bank operates internationally. 

Sampo Bank. Sampo has 130 branches and employs 4,000 people. Sampo started its 
operations at the beginning of 2001 with the merger of the Leonia banking group and the 
Sampo insurance company. The current structure of the Sampo Group makes it a typical 
financial conglomerate. The initial rationale was similar to that for the formation of 
Nordea. Until 2001, the name of the bank was Leonia Group, which was established in 
1998 by creating two new entities, Leonia Yrityspankki plc from a former specialist 
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credit company Finnish Export Credit, and Leonia Bank plc from the former Postipankki. 
Mandatum, who specialise in asset management and investment banking, joined the 
group in February 2001. In 2004, Sampo became the If P&C Insurance’s (property and 
casualty insurance company in the Nordic region) largest shareholder.  

Sampo’s banking operation originates in Postisäästöpankki, which was owned by the 
Finnish government and operated in post offices. During the 1940s, the bank showed 
strong development, and the government started to run its payments traffic through 
Postipankki. At the end of 1960s Postipankki became, in practice a commercial bank, and 
still gave a priority to governmental payments (Härmänmaa 1988). In 1970, the name 
was changed into Postipankki. Co-operation with Sampo started in 1987 by forming a 
joint fund company.  

Savings Banks Group (including Aktia). Savings Banks Group has 270 branches and 
employs 1,900 people. Savings banks are independent regional and local banks. Their 
central organisation is The Finnish Savings Bank Association, which has 39 savings 
banks as its members. Nooa Savings Bank Ltd, founded by 33 savings banks, Pohjola and 
the Suomi Group, started their operations in the Greater Helsinki area in May 2003. The 
savings banks have a partnership agreement regarding the sales and branch network with 
Pohjola, the Suomi Group and Ilmarinen. The central financial institution of the savings 
banks is Aktia Savings Bank plc.  

The first Finnish savings bank was started in 1823 in Turku. The Savings Bank 
Association was formed in 1906 as the central organisation for savings banks. Its current 
tasks are business development, education, marketing, information, and risk management. 
In 1908, savings banks established a central bank of their own, SKOP. It was a pure 
central bank until 1960s. In 1980s during the economic boom, SKOP started to be active 
in investments and securities and to operate in the international market. SKOP was taken 
over by the Bank of Finland in 19.9.1991. The group could not overcome the concurrent 
risks of customers, interest, and funding with the general depression in the economy.  

In January 1992, 41 local savings banks established the national Suomen Säästöpankki 
Oy, SSP. Authorities expected to join to SSP also those savings banks that carried the 
worst risks. At the end of 1992, the number of member banks in SSP was 43. In October 
1993, SSP was split between four main other banking groups in Finland. There were also 
originally healthy savings banks in SSP, which were also divided. Only those banks, 
which remained outside of SSP, survived. They are relatively small banks. Today there 
are 40 local and independent savings banks with 250 branches in 200 places. 

The market shares of the four main banks are presented in Table 9. 
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Table 9. Market shares of deposit banks in Finland, euro deposits39 (Alhonsuo 
et al. 2003). 

 1995 1998 2001 
Nordea Bank Finland 42% 40% 37% 
OP Bank Group 34% 30% 32% 
Sampo Bank 16% 15% 15% 
Savings Banks Group (incl. Aktia) 6% 8% 9% 
Local co-operative banks - 3% 3% 
Others 2% 4% 4% 

According to Uotila (2000), the Finnish money market has been highly bank-oriented 
compared to several other European countries. In Finland, banks own other financial 
institutions as well, which further emphasises the role of banks. On this account, the 
changes in the national economy have strongly reflected the banking industry’s financial 
state and vice versa.  

Next, the Finnish banking development is followed through three phases, which 
originate from the market liberalisation process. The phases are illustrated in Table 10. 
The year 1986 has been identified as the turning point in the deregulation process in 
Finland, although the movement from a regulated market to a deregulation era did not 
happen in one year, but was a long process as presented in Table 10. The years during 
1986-94 describe the banking industry in a situation, where competition was much more 
open than earlier and where the banking crisis was a significant occurrence. These years 
are characterised by their turbulence, uncertainty, and adaptation. During these years, 
banks learned about operating in deregulated markets. It took several years, including a 
banking crisis40 and the depression of the Finnish economy to achieve this end. This 
study hypothesises that deregulation concurrent other external factors induced a distinct 
change in banking market and industry. Deregulation as a part of banking liberalisation 
process is used to structure the periods of the development. It helps to fix the observation 
to potentially significant turning points and to analyse the effects of these points. The 
boundary mark of 1994 retains the hypothesis that the reason for using partnerships may 
be different during the first era of deregulation as opposed to the second.41  

                                                           
39 The deposit concept includes those of the public but excludes central government deposits and money and 
capital market instruments. 
40 It is arguable whether it was a Savings Banks or general banking crisis. 
41 Laakso (2004) has used the same kind of phasing: 1) war-preceding development, 2) regulation of financial 
markets, 3) deregulation, and 4) post-recession transition to market economy and to the era of euro. 
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Table 10. Banking development phases according to market liberalisation. 

Market type Main features 
Regulated market (-1986) Conduct regulations 

Closed market 
Limited competition 
Restrictive practices and cartels 
Highly stabled customer relations 
Good physical availability and 
tailored services 

Shortage of supply 
Competition in free services 
Centralised business model 
The role of branch network 
Slack resources 

Deregulation era (1986-1993) Indirect prudent standards 
Liberalisation started 
Price competition  
Banking crisis 
Technology competition 

Self services 
Technology as a profit maker 
Threat of new entrants: 
Contestable market 
Financial supermarkets 

Banking market since the European 
Economic Area (1994-) 

EEA-agreement 
New entrants: contestable market  
Specialisation 
Wider need of services 
Wider supply of services 
Advisory services 
Intermediated services 
Technology becomes commodity 

Decentralisation 
Service providers 
Scattered customership 
Customers in co-production 
From product oriented to 
customer oriented organisations 
The role of branch network 
Information as a service 

5.1.1  Regulated market, before 1986 

From the beginning of 1930s until the middle of the 1980s, the financial markets in 
Finland were tightly regulated and comparatively undeveloped. In 1931, the great 
depression and debit problems in business led to the cartel of deposit rates, which was 
initiated by the Bank of Finland. The regulation of the foreign exchange began in 1939, 
lending interests in 194142, the first tax concession of deposits was enacted in the law in 
1943, and for 40 years from 1950 onwards, deposits were tax-free. The main aim of 
national regulation was to limit banking competition (Lassila 1989, Heinonen 1989). 
After the war, the general economic strategy was to increase investments by offering a 
low interest rate. The banking system channelled household savings to industrial 
investments in order to accelerate industrialisation and economic growth (Kiander & 
Vartia 1998). The regulation in Finland was one of the strictest in Europe (Kulha 2000).  

There were three remarkable features of the regulated market. First, the regulation of 
foreign capital movement was extremely efficient. Consequently, domestic and foreign 
financial markets were isolated from each other. Second, limitations, recommendations 
and contracts regulated both deposit and lending rates. Third, Finnish banks had a 
monopoly on payment transactions, which was due to the absence of external competition 
because of government regulations. Tax-free deposit rates and the tax-deductible lending 
                                                           
42 In 1930-1938 banks had an agreement on interest; formally it was a voluntary cartel of deposits. 
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rates of households especially supported the status of incumbent banks. Authorities also 
prevented the intermediation of funding outside of the controlled banking sector. 
Equilibrium between the demand and supply of lending was not market-based but lending 
regulation caused the rejection of credit applications (Aaltonen et al. 1994). Table 11 
summarises regulation influences to financial markets. 

Table 11.  Influences of regulation. 

Market type Influence Counterreaction 
Regulation Undeveloped financial market 

Isolated domestic and foreign financial markets 
Monopoly on payment transactions 
Guaranteed earnings 
Oversupply of quality factors 
Switching barriers 
Constrained customership 

Grey money market 
Balance sheet external lending 
Industry’s co-operation to promote 
deregulation 

Regulation ensured a stable banking system in the absence of credit loss. According to 
Suominen (1991), banking competition was tight even though the competition was 
between incumbents without a threat of new entry. The competition could be observed 
based on the density of the branch network and the free services offered. This was called 
competition on quality factors (Lindberg 1992). Regulation evidently led to larger 
banking service supply than the efficient economy had needed (ibid.). The payment 
delivery system was technically effective and modern, but the branch network was 
oversized and regulation sustained excess capacity and increased costs (Kiander & Vartia 
1998). According to Hämäläinen (1987), the investments since the 1970s were mainly in 
machinery, equipment and automated processes, but the amount of labour and branch 
network did not decrease in proportion with these developments. She claims that banks 
were poorly prepared for the forthcoming price competition.  

The excess demand on credit was a distinctive feature of the regulated market. In the 
absence of price competition, both households and firms were dependent on their own 
bank for almost all of their banking needs. Advanced saving and loyal custom were 
conditions for obtaining credit (Lassila 1989). Firms belonged to a certain banking circle; 
this phenomenon was called as “house-bank” (Kiander & Vartia 1998). Taxation favoured 
bank deposits and loans. Bank deposits were tax free, but stocks and incomes from 
dividends were taxable. Exchange regulation diminished firms and households abilities to 
contract a loan and to invest abroad. Liabilities were more favourable than equity capital 
(Rantama 1990, Honkapohja & Vihriälä 1998). 

Undeveloped banking market started to form financial services outside of the banking 
sector. Firms started to lend and borrow money on a short-term basis from each other. 
This was known as the grey money market. Because of low deposit rate, surplus firms 
sought other targets than banking investments. Firms in deficit suffered from poor 
availability of funding. Banks delivered funding outside of their balance sheet. The 
volume of these unregulated amounts increased six times during 1980-85 (Jokinen & 
Solttila 1994). 
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At the beginning of 1980s, Finnish foreign trade market was heavily biased towards 
eastern trade, especially the former Soviet Union. Western trade was in decline, partly 
because of energy crisis in 1970s and strongly regulated financial market. The 1980s 
were a decade of strong economic growth. Until 1986, bilateral Soviet trade supported 
this. After that, lowering oil price decreased the value of the Soviet trade.  

In 1979 were foreign banks allowed to establish subsidiary banks in Finland, and in 
1982, foreign ownership started to set up. This tightened the competition in foreign 
exchange and money markets (Rantama 1990). Anyhow, the engagement between a local 
bank and its customer used to be very strong, which hindered the entry of foreign banks. 
Large corporations have been the main potential market for foreign banks (Savela 1994).  

5.1.2  Deregulation era, between 1986-1993 (starting of deregulation 
and banking crisis) 

The start of deregulation. There are several reasons why banking markets in Finland were 
deregulated. To some extent, changes in the Finnish financial markets reflected the 
development of international markets. One of the main reasons for the need to deregulate 
national markets was the move by international exchange markets from fixed to floating 
rates. Both exchange and interest risks increased in national markets. The need for 
hedging required the use of new financial instruments, which national markets could not 
have done in an isolated situation.  

The main arguments for liberalisation were to ensure that Finnish and foreign banks’ 
had equal conditions of competition and that liberalisation would increase the efficiency 
of financial markets. The internationalisation of companies, the development of 
information technology and financial instruments, the liberalisation of foreign capital 
flow, changes in the legislation and demands of customers started to erode the base of 
regulation. Regulation became dispensable and price competition became possible. 

Deregulation took place at a relatively late stage in Finland. The deregulation of the 
foreign exchange occurred mainly between the years 1980 and 1991, with the main 
activities being the liberalisation of foreign funding for industrial enterprise and shipping 
companies in 1986 and for other companies in 198743. The national financial market 
started to be liberated from the middle of 1970s. The system of regulated interests in both 
funding and lending was liberated from the beginning of the 1980s. Figure 21 illustrates 
the main deregulation stages of financial market in Finland. 

                                                           
43 Foreign currency accounts were allowed from 1973, short-term trade credits were out of regulation. 
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Fig. 21. Financial market liberalisation in Finland, source: Nyberg & Vihriälä (1994). 

At the beginning of 1986, the upper limit of lending rates was eliminated and in August 
1986, the Bank of Finland ended the regulation of average rate lending. At the end of 
1986, banks were allowed to use market-based reference rates in lending. In May 1987, 
the Bank of Finland started to quote Helibor44 rates. Partly because of the deregulation of 
the central bank, short-term money markets (less than one year) started to grow at the 
beginning of 1987. The competition of deposits was incomplete until 1991 when tax at 
source was mobilised. Deregulation of lending changed faster than deposits (Heinonen 
1989).  

The year 1986 was a significant turning point of deregulation when considering its 
influence on banking competition, based especially on the liberalisation of rates and the 
short-term money market. After deregulation, the Finnish financial markets interacted 
closely with international markets. Short-term money markets started to grow strongly at 
the beginning of 1987. Capital markets were relatively undeveloped until the middle of 
the 1980s. The funding of Finnish banks transformed rapidly during the 1980s. Banks 
extended their businesses to new markets and started to use new instruments in both 
funding and lending. Between 1985 and 1992, the balance sheet of Finnish banks more 
than doubled. Regulation no longer prevented the entry of new competitors.  

                                                           
44 Helsinki interbank offered rate 

1980    1983   1984   1985   1986   1987   1988   1989   1990   1991   1992

Domestic

Foreign

Relaxation of lending rate regulation: pass-through formula
Equal entry for foreign nanks to the call omey market

Call money deposit rate separated from the credit rate
Abolition of regulation of landing rates

Floating rates allowed on some loans
CD’s exempt from reserve requirement

Open market operations introduced
Helibor rates introduced
Credit quidelines discontinued

Floating rates allowed on all loans
Prime rates allowed as reference rates

Free forex boorowing
for households

Free short-term capital movements
Free household foreign investment

Forex regulations relaxed except for house-
holds and short-term capital movements

Free direct investment abroad for nonfinancial 
companies

Free long-term foreign borrowing for other companies
Free long-term foreign borrowing for manufacturing and shipping

Limited currency options allowed to authorised banks
Banks free to cover commercial forward positions
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The development of international financial markets and the internationalisation of 
national companies changed the need for knowledge in the banking business. Finnish 
banks started to establish overseas business mainly during the 1980s, even though the 
first acquisition of foreign banks’ interests took place in 1964. Deregulation also 
increased the general risk of banking in interest rates, customers’ foreign exchange 
borrowing and in liquidity. According to Stenvall (1989), deregulation increased banking 
competition and accelerated product development.45 In the short-term money market, 
grey money between firms changed to market money served by banks. The need for 
branches to collect deposits from small customer ‘streams’ was immense, while the 
international market enabled wholesale funding as well. At the beginning of deregulation, 
the price competition stood for loan pricing. Deposits were, until 1988, priced uniformly, 
deposit interests were low and they produced a good net interest income for banks. The 
final opening of deposit competition started in 1992, when the tax at source was 
mobilised. Customer loyalty has been typically high in the Finnish banking industry. 
According to Jokinen & Solttila (1994), deregulation did not reduce customer loyalty. 
When few alternatives of supply are present, customers remain loyal even when they are 
dissatisfied (Jones & Sasser 1995), but it has been noted that in the new competitive 
environment, it is likely that customers are becoming more disposed to changes in their 
buying behaviour, implying that banks can be less certain of their customers’ loyalty 
(Becket et al. 2000). 

Banking crisis. Salo (1994) has described the first years of deregulation in the banking 
business, as being a time when banks did not understand the role of financial 
intermediation or inter-bank competition. The Finnish experience illustrates that the 
transformation of the regulatory system from one based on conduct controls to one based 
on prudential standards is very problematic. Excessive risk taking can emerge when 
banks, public regulators and supervisors have not yet adjusted their behaviour to cope 
with a freer system. 

Changes in the operational environment, especially the deregulation of money market, 
brought new funding possibilities and unforeseen risks. Banks considered the economical 
development more advantageous than parlous (Kulha 2000). Regulation was not 
substituted by an effective supervision at the beginning of deregulation (Kiander & Vartia 
1998) and economical parties did not recognise risks. On the other hand, the capital 
adequacy rule for banks was enacted in 1969, which was insufficient for the need of 
capital adequacy in deregulated market46. The new laws for banking came into force in 
1991, too late to restrict the banking crisis (Kulha 2000). Delayed deregulation postponed 
the necessary structural changes and according to Kulha (2000), this led to incorrectly 
biased use of resources. Banks were inexperienced to an open, market-based and 
contestable money market. They fought fiercely for market shares and neglected credit 
risks. In the countries where the deregulation started earlier, banks had developed 
derivate instruments, which were launched in the Finnish market, but were not well 
known and caused problems for firms and banks (see Savela 1994). Banking managers, 

                                                           
45 The opinion about tightening competition because of deregulation is not unanimous. Suominen (1991) has 
claimed that competition in the density of branch network and free service during the regulation was tighter 
than price competition at the end of 1980s. 
46 Savings banks and co-operative banks had lower claim of capital adequacy compared to commercial banks. 
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who were used to regulated markets, suffered from a lack of resources needed to manage 
in a deregulated market. Managers were sent abroad to banks’ own subsidiaries for 
education. Kansallis-Osake-Pankki and the Union Bank of Finland started doctoral 
education programs, but the adaptation process was slow.  

The first signs of recession started in 1989. Gross production reduced during the next 
four years. The break down of Soviet Union ended the clearing procedure, which caused 
the collapse of the export market and the spin off bankruptcies, especially in textile and 
clothing industry. Finnish currency was devaluated twice47.  

The Finnish banking market ran into crises in 1990. An economic overheating 
preceded the crisis. There is not any single reason for the overheated economy, but the 
increase in banks’ credit supply generated a borrowing boom and thus supported it. 
According to Pekkarinen & Sutela (1998) these two things were however a coincidence. 
In the economical growth of 1980, the net foreign debt grew and Finnmark strengthened. 
Foreign capital flow was deregulated and Finland started to run into foreign debt. High 
interest rate and trust in permanent currency made, not only foreign trading firms but also 
domestic trade firms as well to take loan in foreign currency. At the beginning of 1990s 
was Finland the most indebted economy in the Western Europe. Firms and households 
had excessive levels of debt, which was coupled with high interest rates and lower 
incomes and led to difficulties in making payments. The central bank could not use the 
interest policy any more to prevent the import of foreign capital. The sensitivity of 
interests was lost because of the rapid deregulation of foreign borrowing (Mannonen 
2000). According to Kulha (2000), the co-ordination of Finnish financial, fiscal, and 
incomes policy failed at the end of 1980s.  

From the banking perspective, ignorance of the needed banking resources, especially 
in terms of the knowledge of open competition rules and instruments describes the nature 
of banking during the first years of deregulation. Banks hired salespeople rather than the 
professionals of banking business (Kulha 2000). Knowledge of deregulated markets like 
the effect of price competition, international markets, foreign exchange markets, inter-
bank operations, hedging, derivative instruments, international investment services, 
funding in corporate acquisitions etc. was not comprehended extensively enough. 
According to Salo (1994), the liberalisation of finance market has never led to the 
immediate blossom of banking. The first years of deregulation have generally led banks 
more towards complications than prosperity.  

The credit portfolio was mainly tied to base interest, while deposits were based on 
market interest, which steadily increasing. Banks were in an interest trap. During the 
years 1991-95, Finnish banks operated at a loss of 10.9 billion euros because of the credit 
losses sustained during the recession (The Finnish Bankers’ Association 1998). The 
government supported banks, which prevented the collapse of the banking system. In 
1991, the government took over SKOP.48 At the end of 1992, STS Bank was merged into 
Kansallis Osake Pankki. Suomen Säästöpankki (SSP) was split in four among other 
banks in 1993. In the same year, the parliament decided to guarantee, in all 
circumstances, all underwritings of Finnish banks. Since the end of 1993, the banking 
industry in Finland settled down. The four biggest banks made an agreement that until 

                                                           
47 The second devaluation in 1992 meant in fact that the currency was allowed to float. 
48 In summer 1995, the government sold sound parts of SKOP to Svenska Handelsbanken of Sweden. 



 92

March 1994 they would not try to entice customers from other banks. The last 
arrangement that reflected the banking crisis was in 1995, when Kansallis-Osake-Pankki 
and the Union Bank of Finland were merged forming the biggest bank in Finland, Merita 
Bank. 

Because of the banking crisis and the transformation of the operation environment, 
structural changes took place in the Finnish banking sector in the 1990s. The former five 
major banks or banking groups were reduced to three due to reorganisation and mergers. 
The Finnish state had a strong impact on the banking industry development. Banking 
crisis had supported a strong cost efficiency and outsourcing trend. For example in 1992, 
Kansallis-Osake-Pankki decided to outsource every operation outside of the bank’s core, 
which was cheaper in the market than what could be produced inside its own hierarchy 
(Kulha 2000).  

Up until the beginning of 1990s, Finnish banking markets were oligopolistic. 
Heinonen (1989) argues that during the first years of deregulation the changes in retail 
banking were moderate. Since 1991, when the new law on banking was set in place, have 
foreign banks been allowed to establish their own subsidiary branches in Finland. 
Together with deregulation and slight tightening foreign competition, it accelerated the 
structural development of banking industry. Banks were forced to intensify their 
operations and to find new ways to form the competitive edge (Kulha 2000).  

Since the banking crisis, the surviving banks rationalised their operations. Banks had 
to start paying attention to credit risk management as a primary task for their survival. 
Operating costs were cut by the decrease in the number of branches and employees and 
by gaining economies of scale through mergers and acquisitions (Vihriälä 1996). During 
the deregulation era, the need for branches to collect deposits from small customer 
‘streams’ was immense, while selling loans also required a wide branch network . The 
number of branches increased through the end of 1980s. The efficiency of banking 
business was not a goal at the beginning of deregulated competition, the banking crisis 
was the turning point, which accelerated the inevitable change in the banking industry 
structure and cost efficiency. The crisis could have, however, been moderated through 
more effective legislation.  

For the first time, there were differences in the strategic targets of the Finnish banks. 
Some of them emphasised profitability and good financial standing while some others 
still strived for the market share increase. The banking crisis and strong cost saving 
ambition turned the number of branches and employees downward in 1990. It was 
claimed that regulation sustained excess capacity and increased costs (Llewellyn 1999). 
During deregulation, the excess capacity of branches and employees reduced 
dramatically. Meanwhile it is obvious that after regulation, the amount of employees and 
branches was too extensive and biased; it is also probable that their positive affects have 
been observed to a lesser extent. Both the density of branches and personnel expenses 
have reduced credit losses and lending rates. Thus, incumbent banks use their fixed 
investments to avoid the problems caused by incomplete information (Toivanen 2002).  
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5.1.3  Banking market since the European Economic Area (EEA) 
agreement in 199449 

A recession can be seen as a destructive process, which leads to a new equilibrium 
(Kiander & Vartia 1998). A crisis usually facilitates rapid change within the management 
(Jonsson & Lundin 1977). The number of branches and employees in Figure 22 illustrate 
the rapid development of banking structure.  

Fig. 22. Number of branches and employees in Finnish banks (source: The Finnish Bankers’ 
Association 2004). 

No other EU country has experienced such a decrease in physical outlets for financial 
services (measured by numbers of branches and employees) as Finland did in the 1990s. 
This is an indicator of both the overcapacity that marked the 1980s and the severity of the 
early 1990s banking crisis. Other factors in the change in the physical service capacity 
naturally included mergers and changes in customers’ use of services, i.e. an increasing 
focus on self-service and Internet services. At the beginning of 2000s, the number of bank 
employees in Finland increased slightly. This is partly explained by investment activity 
and reorganised operations that have resulted from good profits in the financial sector 
(Alhonsuo et al. 2002).  

The first foreign banks established in Finland in 1982. By 1983, there were three 
foreign branches, in 1990 five branches, and in 1993 four branches. In 1994, the market 
was still oligopolistic, bank oriented and the banking system was clustered. The market 
share of foreign banks (except in wholesale banking and enterprise sector) was too small 
to affect into competition. The clustered structure and other shielding edges of the 
Finnish banking prevented the entry of foreign banks (Savela 1994). From 1994 onwards, 
the EEA (European Economic Area) agreement meant that any bank with a licence in any 
European country could establish a subsidiary branch in any other European country. 

Steady growth in the Finnish economy began in 1994, which was the first year of 
positive GDP growth since 1989 (The Finnish Bankers’ Association 1998).50 Since 1994, 

                                                           
49 It was expected that the EEA-agreement would shave financial service prices by 20 percent (Lindberg 1992). 
50 It has been noted that the 8th of April 1993 was an exact turning point in the growth of the Finnish economy. 
At the same time, Masa Yards (a shipbuilding company) ensured the biggest export trade ever since that (Kulha 
2000). 
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the external rate of the Finnish currency has remained stable (Salo 1994). Finland joined 
the European Union in 1995. The end of 1990s was a time of strong economic growth in 
Finland. On the 1st of January 2002, Finland mobilised the common currency of the 
Euro. The GDP growth in Figure 23 describes the development of the Finnish economy 
since 1994.  

Fig. 23. GDP growth 1988-98 in Finland and in EU (source: The Finnish Bankers’ 

Association 1998). 

Deregulation and the opening of the market for foreign banks through EEA51 and EU 
agreements heavily influenced the possibilities for the competition.52 Because of a slack 
use of resources, Finnish banks had over capacity and therefore a cost pressure compared 
to foreign competitors. Foreign banks had better capital adequacy, they operated with 
lower fixed costs and were able to concentrate on narrow, profitable customer segments. 
One reason, especially for commercial banks, was that industrial enterprises became less 
dependent on banks. They became used to obtaining credit straight from markets without 
any intermediary. Although the Finnish banking markets have, in practise, been open for 
foreign competition since 1994, the fact remains that local money and foreign exchange 
markets are small and do not attract foreign banks to a high extent.  

The importance of equity capital increased in the stock market since the mid 1990s. 
Issues of shares increased, while at the same time the share of bank loans decreased in the 
                                                           
51 EEA agreement was subscribed in May 1992 in Porto, Finland ratified in December 1992, and the agreement 
came into force in first of January 1994. 
52 On the other hand, it has been claimed that the empirical measurement of competition because of foreign 
entry is problematic. It is difficult to separate the influence of different drivers (Lindberg 1992). 
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funding of firms. This led to the further development of derivative market as well 
(Malkamäki & Vesala 1996). The stock market started to recover in 1997, and within the 
year, the general index went up 32 percent.  

At the end of the 1990s, the banking business was expected to match radical changes 
brought about by new entrants such as virtual banks and banks formed by other business 
areas, such as supermarkets. However, the rate of survival for these new entrants was 
relatively low. One reason could be the advantage of incumbent banks mentioned above 
that developed over time, partly during regulated markets. Vihriälä (1996) claims that the 
banking business is still quite regulated even post-liberalisation.  

The concept of banking has changed during the deregulation process and the 
borderlines between the firms in the banking market are blurring. While the role of banks 
as a source of credit capital has diminished, the service area has diversified. As the 
Finnish population ages and the average level of wealth increases, it is likely that the 
economic behaviour of the typical household will change. The search will be stepped up 
for alternatives to deposits that promise higher yields. Today, the standard range of 
deposit bank services includes mutual fund services. Financing, wealth management, and 
payments traffic are the fundamental banking services, which bring the main profits for 
banks. From these basic services, a level of new services has been formed, which consist 
of advice and consultancy. The need of services is now wider than it was at the beginning 
of deregulation. In Finland, banks are nowadays full service financial conglomerates, 
which include insurance services and investment banking, which in several countries are 
separate from deposit banking.  

Though the globalisation changes the structure of banking services, the wealth 
management, dealing in securities, payments traffic, and funding are still locally served. 
The main features of the banking market development are the development of new ways 
to compete, changes in customer needs and standards, an increase in the average size of 
banks, attempts to improve operational efficiency and profitability, cross-sector business 
activities, and technological progress. The development of information technology has 
accelerated the development of banking markets. The change of earning structure is 
turning away from proprietary product in the bank’s balance sheet to intermediated 
product. In Finland, this development is slow however. 

The process of rapid structural change in the Finnish credit and financial institutions 
initiated by the severe recession and the banking crisis of the early 1990s has continued 
into the period of Finland’s EU membership, which began in the mid-1990s. The post-
banking-crisis restructuring of credit institutions has been redefined as preparation for 
coping with the heightened competition of the euro era. Banks’ efficiency and 
profitability have strengthened notably since 1994. Because of rapid restoration of 
stability, abetted by export growth, Finnish banks have now a solid capital base 
(Alhonsuo et al. 2002).  
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5.2  Evaluation of the financial system in Finland 

The concept of financial system is used to position the prevailing banking market and the 
role of the banking industry in the market on the continuum of banking development. The 
concept also explains the development of banking logic. The concept was introduced in 
chapter 2.5. The concept of contract banking is used for further evaluation of banking 
logic  

When the development of the Finnish banking market is evaluated using this concept, 
it is clear that during the regulated banking market the financial system was predictably 
highly bank-oriented. Banks had a dominant role in the finance but money markets were 
undeveloped. Competition was between existing banks and new entrants were infrequent. 
Regulation limited competition and protected existing banks, solvency was largely 
guaranteed and risks were limited. 

After the deregulation, price competition became possible. Deregulation increased 
banking competition, and banks had to develop new ways to create a competitive edge. 
Deregulation opened up domestic competition, but not the international competition. The 
main effect was that banks started price competition in the existing services. At the end of 
1980s (before the banking crisis), the financial system changed only moderately. 
According to Malkamäki & Solttila (1991), the changes in financial system at the end of 
1980s only highlighted bank-orientation. The size of money markets increased because of 
the demand for credit, but nothing else indicated a move to a market-based system. The 
banking crisis changed the structure of the industry strongly, but the financial system 
remained almost completely bank-oriented. Thus, almost ten years of a deregulated 
market influenced the competition between incumbent banks heavily and changed the 
structure of the industry, but the financial system changed precious little.  

Holstius & Kaynak (1995) describe the change in the banking environment in Finland 
in 1993, by which time Finnish banks had operated in a deregulated market for less than 
ten years, as follows: 

“In banking today, managers must remain alert to control environmental changes, 
and be ready to redefine their corporate mission and reformulate their marketing 
policies, plans and strategies to meet the needs of the evolving, complex 
marketplace. In a more marketing-oriented type of corporate mission commercial 
banks try to offer complete financial services to the banking public rather than 
merely buying and selling money. There are two interrelated aspects of this 
enlarged customer-oriented mission of commercial banks. The first is whether a 
bank can provide the required banking services to its diverse and more 
sophisticated market segments. The second is whether a bank’s existing 
competencies and resources can match the current needs and expectations of this 
target market. Commercial banks of all sizes with diverse market segments need to 
find answers to these two interrelated questions to be able to prosper in today’s 
highly competitive banking industry.” 

Using a description of the changes from a regulated banking market to a liberalised one, 
we can highlight several details from Holstius and Kaynak’s text. First, they saw that the 
banking industry was highly competitive compared to previous years, and it should be 
noted that the competition was between incumbents, as there were only four foreign 
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branches in 1993. Second, the banking services widened from intermediating money to 
extensive financial services. Third, Holstius and Kaynak doubted whether the 
competencies and resources stretched to form the needed services, the existing resources 
of incumbents were created for a regulated and non-competitive market. Fourth, they 
acknowledged that the change from a regulated to deregulated market was not a one-off 
event and that the banking market was in a constant state of flux, and banks have to 
develop the ability to understand and accommodate these constantly changing needs. 
Also Heinonen (1989) claims that during the 1980s demand for services diversified and 
banks specialised. 

A decade after deregulation, the competition took place mainly in same services as 
during the regulated market. The product development was spurious, only little effort was 
made in developing novel financial services. Price competition was the main way to 
attract new customers.  

The change in the financial system was slow. Then years after the deregulation, the 
system was still highly bank-oriented. After the EEA-agreement in 1994, the threat from 
new entrants increased, especially through electronic channels. The effect on the position 
of incumbent banks was still only remote. By the 1990s, the Finnish banks had digitised 
their services to a high extent, and the new entrants could not form a competitive edge 
based on self-services through the Internet and other new service channels. 

Up until the 2000s, the financial system moved towards a market-based structure, but 
banks have retained a strong position in the market. The entry of foreign banks (in the 
summer 2005 twenty branches) and the launch of new domestic banks have increased the 
number of banks in total, but the market share of the four biggest banks has remained 
almost unchanged. In 2005, the Finnish deposit banking market still had a highly 
centralised structure. The three biggest banks account for extremely large portions of all 
financial activities, even though the number of foreign and other banks has increased 
quite a lot during the 2000s.  

The securitisation has developed especially in enterprise funding; international firms 
have learnt to access the global financial market. While in 1980 bank loans covered 78 % 
of firms’ liabilities, in 1998 bank loans had only a share of 11 %. Hyytinen & Kauppi 
(2001) argue that this can be partly explained by the depression at the beginning of 1990s 
and banking crisis, which lowered banks’ willingness to lend. Firms also wanted to 
strengthen their balance sheet structure. The strong growth in the exchange rate explains 
the value of a securitised system, as firms have been active in directing funding from the 
stock market without any intermediaries (Malkamäki & Vesala 1996). 

In 2005, the Finnish financial system is still very bank-oriented compared to several 
other European countries. The banking groups account for about 60 per cent of all 
lending, which is high by international comparison. The distinctive features of Finnish 
banking is that banks provide a great deal of the country’s housing finance, are in charge 
of payment system and there is a giro system for payment transactions that covers all the 
banks. Incumbent banks have formed entry barriers in payment systems through intra-
banking co-operation. Fligstein (1996) claims that incumbents attempt to impose stability 
on markets and to control potentially destabilising competitive situations. After about 20 
years of a deregulated financial market, banks continue to occupy a key position, due to 
their size and central role, but are no longer the dominant party (Alhonsuo et al. 2002). 
Banks are becoming a part of financing service sector with other credit institutions, 
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investment service companies, and insurance companies. In Figure 24, I have assessed 
the evolution of the financial system in Finland. 

Fig. 24. Financial system evolution in corporate and retail banking in Finland. 

The Finnish banking market did not attract foreign banks to a high extent at the beginning 
of deregulation. Although the free trade in EEA-zone did not increase the interest of 
Finland among foreign banks, it lowered the price of financial services (Savela 1994). 
The competition tightened in national market as well. Thus, it might be that the effect of 
the EEA agreement to change the competition, but this did not arise from the threat of 
foreign entry.  

In the summer 2005, there were 20 branches of foreign credit institutions operating in 
Finland, 11 of which had permission to accept deposits. The largest of the branches of 
foreign banks operating in Finland is Svenska Handelsbanken AB, which has also 
established branches outside the metropolitan area. Operating since 1982, Citibank 
International PLC was the first foreign branch in Finland. The Swedish Skandinaviska 
Enskilda Banken AB set up a branch in Helsinki in 1994. Danske Bank A/S of Denmark 
established a Finnish branch in early 1997. CALYON (former Crédit Agricole Indosuez) 
of France and Deutsche Bank of Germany also have branches in Helsinki. The most 
recent introductions are Carnagie and Norddeutsche Landesbank. As new foreign deposit 
credit institutions, which may take deposits in Finland, DnB NOR started its operations 
on 1 April 2004 and EFG Investment Bank on 19 March 2004. FöreningSparbanken of 
Sweden will start in the autumn 2005.  
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Gyllenberg Private Bank Ab is a commercial bank belonging to the SEB Group 
(Skandinaviska Enskilda Banken Ab), which specialises in asset management. New banks 
specialising in savings and investments were born as Evli was granted a banking licence 
in August 2001, followed by eQ Bank in May 2002. Suomen AsuntoHypoPankki (Finnish 
Mortgage Bank) is a credit institution, which specialises in housing loans, and obtained 
its operating licence in October 2002. Tapiola insurance company established Tapiola 
Bank, a new bank focusing on retail customers obtained its operating licence in April 
2002. In addition, 33 savings banks, Pohjola53 and Suomi Group have established Nooa 
Savings Bank in the greater Helsinki area. These new banks will be striving to gain 
substantial market shares. The creation of new banks suggests that prospects are good for 
the growing demand for financial services and in an integrated financial market, the 
market structures change quickly as new actors arrive on the scene. 

5.3  Six partnerships 

In this chapter, I describe six partnerships in the Finnish banking business. They represent 
distinctive phases of the development. In chapter 6, they are first analysed through the 
theoretical framework in order to increase the understanding of partnership entering 
reasons and secondly, to contribute to the development of the banking industry from the 
partnership view. 

The two examples of regulated market partnerships are Luottokunta and The Finnish 
Bankers’ Association (FBA). The partnerships of Luottokunta and FBA extend through 
the entire studied period. The description of the Luottokunta partnership is the most 
extensive in this study. This example is emphasised for several reasons. In addition to its 
long history in the Finnish banking industry, it has undergone distinct phases during the 
years. The strategic value of the card business has changed during these years; it has 
transformed from a compulsory and non-profitable to highly contested aspect of the 
industry and an important part of income flows. Figure 25 lists the partnerships and 
shows their positions in the study period. 

                                                           
53 Pohjola owns 25 per cent of Nooa Savings Bank. On September 12th, OKO Bank acquired a majority stake in 
Pohjola and made a tender offer for the remaining outstanding Pohjola shares. The intention is for Pohjola to 
divest its holding in Nooa Savings Bank following the acquisition and to start negotiations for ending the 
cooperation with the Savings Banks (www.okobank.com). 
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Fig. 25. Six partnerships. 

5.3.1  Luottokunta 

Luottokunta partnership describes a co-operation between Finnish banks and merchants. 
The analysis in this study examines co-operation from the point of view of the four 
biggest banks.  

Jointly owned by retailers and banks, Luottokunta is a credit card service company 
that offers services related to non-cash payment and credit card systems as well as the 
management and development of the national luncheon voucher system. The basis of its 
business is in the form of the processing of large volumes of cards, as well as cost-
efficiency and risk management (www.luottokunta.fi). The core of Luottokunta is moving 
from private labelled and international card scheme (e.g. OK-card and Visa) 
representations to act as an independent (of any card scheme or third party) service 
provider in any card processing operations. 

A few high street speciality stores on Aleksanterinkatu, a main merchant street in 
Helsinki, established Luottokunta in 1965. Some department stores and oil companies 
had already begun credit card sales at the beginning of 1960s, where a credit card was 
used more as an instrument to recognise customers with credit rights, than an actual form 
of payment. Smaller speciality stores alone could not generate a flexible credit sale 
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system and therefore a co-operation with three Finnish banks was formed as a defence 
against department stores. The name of the brand was the OK card54. 

On top of advertising the products and services offered by its members, Luottokunta’s 
initial mission was to create a competitive edge for private specialty stores by obtaining 
common credit sale customers. In addition to taking care of credit sale invoicing, debt 
collection and observation, and looking after of the threat of credit loss, it also aimed to 
assist its members with sales promotion (Jyrkämä 1968).  

The weakness of Luottokunta was recognised quite quickly after the co-operation was 
founded. Speciality stores formed too narrow a sphere of operations for a nation-wide 
payment service. In the autumn of 1967, Luottokunta increased its co-operative capital 
and accepted firms other than the initial speciality stores, i.e. the department and co-
operative speciality stores, which were the original competition targets of the co-
operation. By doing this, Luottokunta started to rationalise its operation, and in the spring 
of 1968, the three biggest commercial banks that had earlier been in co-operation with 
Luottokunta (but not official members) joined the group. As well as strengthening the co-
operation financially, the new bank members offered a decisive delivery channel to 
customers. Saving banks and co-operative funds joined Luottokunta during the same year 
and the OK card became the first general credit card in Finland. 

Luottokunta’s mission was to obtain common credit sale customers, take care of credit 
sale invoicing and debt collection and to observe and take care of the threat of credit loss. 
Finland was moving from a six-day to a five-day working week, which meant that 
because of unverified balance, cheque payments during a long weekend caused credit 
loss. Compared with credit card payments, cheque payments were seen by banks to be an 
unnecessary additional cost. Along with needing only one transaction per customer per 
month, both cheque and credit card payments hold customers’ money in accounts instead 
of keeping it in circulation as is common with cash payments. Credit cards decreased 
customer flows, which in turn led to a drop for work in branches. Because of its 
increasing meaning in the future, banks also saw it as important to take part in a credit 
card co-operation.  

Because stores were able to sell credit to unknown customers without the threat of 
credit loss they expected increased sales using a credit card. For consumers, the OK card 
had the following advantages: 

− a card user doesn’t need cash or cheques, meaning that money could stay in accounts 
and accumulate interest 

− a credit card is cheaper than other credit forms, e.g. consumption credit 
− a credit card is a status symbol, since its holder is known as a creditworthy person 

In addition, a national benefit was highlighted: scarce capital can be directed towards the 
more important national economy (Jyrkämä 1969). 

In 1968, credit sales totalled 720,000 euros. In March 1969, the OK card was being 
used by 11,000 customers and was accepted at 1,700 points of sale. OK card sales rapidly 
increased to a stage where in 1976 they reached 15.7 million euros. Luottokunta’s status 

                                                           
54 The international term was credit card, in Finland a credit card was called a purchase card according to 
Swedish example, later it was also known as a payment time card. Purchase card buying is totally paid during 
an average of 45 days. Credit card buying is a revolving credit with a longer payment time. 
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remained unchanged for the whole of the1970s and the OK card was the main credit card 
in Finland. With the last of the oil companies joining Luottokunta one year earlier, in 
1980, the last of the Finnish clearing banks followed suit. Luottokunta had 750 merchant 
members and had increased its service base with an international Eurocard in 1973, and 
the luncheon voucher in 1974.  

1980 was the year that competition between banks and their privately labelled cards 
began. The first bank to start a bank card as a means of payment program was KOP bank. 
Until this year, banks had only co-operated in the card business using the OK card. Bank 
cards competed with the shared OK card. Initially bank cards were used as an ATM 
instrument and means of identification in banks (Siltala 1980). In fact, banks believed 
that bank cards would make ATMs obsolete with customers in shops paying with the card 
directly at the time of purchase (Aamulehti 1980). At the beginning of 1980s, there was a 
distinct breach in co-operation between banks.  

Merchants were mainly against the privately labelled bank cards. Banks did not accept 
payments made with another banks’ card, and merchants had to take sales slips to each 
separate bank. Merchants expected co-operation between banks in the development of a 
uniform and simple bank card system to enable general use (Uusi Suomi 1980). Because 
bank cards were initially developed by each banks’ marketing unit, not in co-operation 
with the membership of Luottokunta, bank card systems were not compatible with each 
other. Indispensable uniform use of bank cards in ATMs started another co-operation 
between Finnish banks, which led to the formation of Automatia Oy. When it came to 
problems with payment banks were quick to act. By May 1980, banks released the 
conditions for uniform use, which stipulated that they would accept payments made with 
another bank’s card. The Finnish Banking Association was the forum for this co-
operation.  

1980 was a hectic year for the Finnish card business, Luottokunta launched the first 
international credit card in Finland to be used by the public. Earlier, Luottokunta had only 
dealt with Visa transactions conducted by foreigners in Finland. The Visa card was the 
first card that Finns were able to use abroad as well as at home. Luottokunta played a 
passive role in the issue of bank cards until 1984. Co-operation between banks was 
minor. By 1984, banks had not made any further progress, and the use of bank cards in 
retail sales was minimal (Uusi Suomi 1984, 1). Merchants had started their own credit 
card programs and developed credit cards of their own. Luottokunta put forward a motion 
to use the OK card as a common credit card by expanding its payment time from six to 24 
months (Kauppalehti 1984, 1).  

Luottokunta’s submission secured the situation and three banks joined together in the 
first phase. The overall attitude to the co-ordination of the OK card with a credit feature 
was optimistic (Kauppalehti 1984, 2). Other possibilities would have been the common 
use of Visa as a credit card, but public opinion was that banks did not want to contribute 
to foreign purchasing (Säästöpankki 1984). In September of 1984, five banks started the 
common use of the OK credit card and established Suomen Tililuotto Oy. The OKO Bank 
Group took advantage of the situation by developing an advertising campaign for its own 
credit card but without joining Suomen Tililuotto. Obviously, during that time the OKO 
Bank Group was against the OK card coalition around Luottokunta (Uusi Suomi 1984, 
2).  
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In Finland in 1985, there were 117,000 Visa Cards, 85,000 OK Cards and 690,000 
bank cards in use. In the autumn of 1985, the international standardisation of credit cards 
raised a new issue to do with the combining of bank cards with either Visa or the OK 
card. Luottokunta initiated this proposal. The first bank to launch a combined card was 
SYP Bank in September of 1985. The consolidation of Visa and OK cards with bank 
cards ended the most heated competition in card business.  

The competition in the Finnish card market tightened at the beginning of 1980s. The 
consolidation of Visa and OK cards with bank cards had ended the most heated 
competition in card business. 

Until the year 1989 there were 470,000 Visa cards, OK card was losing its position 
because of the combined Visa-bank card. Luottokunta was able to lower its merchant 
commission to 1.45 percent, compared with its competitors’ provision of three to six 
percent. Visa was the only credit card that was to be combined with Finnish bank cards.  

The beginning of 1990s marked a recession in Finland. There were radical 
rearrangements in the Finnish banking business and credit losses not only tested their 
profitability but also threatened their existence. Luottokunta suffered from stagnation; it 
responded with cost savings and the cutting of unsatisfactory accounts. In 1991, 
Luottokunta’s profit was in deficit, and by the middle of the 1990s Luottokunta’s 
operation had quietened down, we could even talk about the status quo of affairs, which 
meant that investments in Luottokunta were constrained to a minimum.  

Finnish banks and merchants jointly own Luottokunta. These two business areas have 
both collaborative and competitive goals. There are both advantages and disadvantages of 
the Finnish organisation, where Luottokunta performs most of national card operations. If 
banks and merchants had a co-operation on their own behalf, there would have been an 
extra forum for co-operation within business areas. In two areas of business co-operation 
there is an extra need for compromise, but it is also possible to have a faster lead-time for 
new products like Visa Electron while both sides have a vested interest in getting things 
working. Figure 26 illustrates the collaboration and competition inside the Luottokunta 
network. 
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Fig. 26. Tightrope between co-operation and competition. 

There is an imbalance in the network benefits between banks of different sizes. Explicitly, 
small banks gain proportionally better advantages from the network. If all banks were 
card issuers by themselves, with smaller volumes it would be a business of lower 
productivity for smaller banks to organise their card operations. Nowadays, as the card 
business is profitable for banks, there would be a much more conflict between banks 
especially if the co-operation was only between inter-banking businesses. Therefore, the 
merchant is also a balancing element in the Luottokunta network.  

Conclusion about benefits. The smaller the bank is, the bigger the relative benefit from 
the Luottokunta co-operation. In the future, because of forthcoming investments in chip 
technology, the importance of Luottokunta for smaller banks will increase. For the 
biggest banks, the reason for the co-operation is different. History and the ‘Luottokunta 
spirit’ is a strong bond. In addition, the general spirit of banking co-operation in Finland 
favours Luottokunta’s operation. The main dispute in the network is how to share 
payment provision. One reason for the biggest banks to remain in the co-operation is that 
through the Luottokunta network they have efficiently prevented competition from 
outside their own business area, even though from a pure profit making perspective for 
the biggest banks, ownership of card manufacturing would have been more profitable 
than the current situation.  

A focal observation in Luottokunta usability is also the chance to exploit benefits other 
than cost efficiency. Some banks are better than others at multifaceted exploitation. One 

bank

bank

bank

bank

retailer

retailer

retailer

retailer

horizontal competition
vertical collaboration

vertical competition
horizontal collaboration



 105

reason for this may be competition between the network members. It is assumed that 
there is a relationship between the communication process and competitive forces within 
the relationship. Initial nervousness about transferring information to an existing 
competitive partner may result in guarded communication flows; the current situation 
means that the unwanted leakage of information is controlled. Communication is likely to 
be highly formalised within the specified process (Perks 1998).  

A network between competitors necessitates the limited use of co-operation. In the 
Luottokunta partnership, this occurs as concentration on the focal goal, cost efficiency in 
card processes. Other potential benefits like product development do not arise as much as 
would be the case within a non-competitive network. In general, the level of co-operation 
between competitors in Finnish banking has increased. The things that were hidden from 
competitors because of strategy have turned into commodities and now have potential for 
co-operation. For example, earlier banking technology was seen as an origin of a 
competitive edge to a much higher extent, now it is an enabler but not a competitive edge 
per se, thus banks are more willing to share product development as well as services. 
Nowadays banks have better skills to differentiate their services according to their own 
customers’ profiles.  

The end of the 1990s and the beginning of the 21st century brought with it new 
investment needs in the card business. Among others, there were secure electronic 
transactions (SET) for Internet transactions (1998), Visa Wallet for Internet payments 
(2000), on-line payment cards Visa Electron and Maestro (2000), revolving credit to Visa 
card (2001), POS-service for processing of card payments in distance selling (2001), and 
a pilot project in mobile payment between Nokia, IBM and Radiolinja. In 2001 
Luottokunta implemented the ‘Pay with a card’ campaign to facilitate the switchover to 
the euro. The beginning of the year 2000 bought about preparation for international smart 
card payment systems with the EMV (Europay, MasterCard, Visa) standard by 2005. This 
will mean a massive transition from a magnetic stripe to a chip for Luottokunta and for 
the banks. During the year 2003, Luottokunta implemented a massive investment in 
information technology, which enabled a wider supply of services, for example operation 
of any credit card, debit card, or regular customer card (Luottokunta Annual Reports 
2001, 2002).  

As a conclusion about the reasons for banks to enter Luottokunta, is the main benefit 
for the member banks Luottokunta’s capability to deliver cost effective operations in 
issuing cards and acquiring payment transactions. When Luottokunta was formed in the 
middle of 1960s, cards were just compulsory products for banks. Their important 
customer group, merchants, made banks join a co-operation, even though the volume 
base was not sufficient for a profitable operation. Banks may have seen the long-term 
rationale in the development of the card business. From the middle of 1980s, the role of 
cards changed. Banks started to use them as a marketing expedient in competition. It was 
still important to co-operate in the manufacturing process, but the new role of cards made 
co-operation more uncertain. On one hand, it has always been cost effective to 
concentrate card operations in one place, on the other, banks have differentiated their card 
services, and co-operation may have hindered the development of a bank’s specific 
features. An interesting point suggested by several interviewees is that Luottokunta would 
not be formed in today’s world.  
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Luottokunta’s cost efficiency consists of typical sources of economies of scale among 
which risk management plays a pivotal role. In Luottokunta, banks and merchant chains 
have outsourced their card operations and thus they have combined investments, which 
each would have been required to make themselves in an unaccompanied situation. Both 
the debit and credit card business are sensitive to credit loss, which cannot be 
compensated by any other cost or return. There was a critical incidence in the Finnish 
banking business in the early 1990’s when major banking crises took place. After that 
period, banks have paid special attention to risk management, and Luottokunta’s aims 
have supported this. The Europay-MasterCard-Visa standard (EMV) creates increasing 
costs for banks in their card business. Shared division of costs through Luottokunta in the 
coming years will further increase the value of Luottokunta in its cost efficiency function.  

However, as it has been noted, that the card business has transformed from 
compulsory and non-profitable business to competitive and profitable one. Therefore, it is 
appropriate to consider other benefits that Luottokunta may offer for its member banks. If 
cost efficiency was the only reason for the entry, in a highly competitive business such a 
deep co-operation between competitors does not sound probable. According to the 
analysis made, the other benefits are: 

Vision for international payments. Luottokunta is the local representative of Visa in 
Finland. It has a good access to international payment processes and a vision for the 
future. For Finnish banks, this is important not only in card payments but also in any 
other non-cash payment systems. Electronic payments and on-line shopping requires 
banks to continually develop their business, and in this task Luottokunta acts as an 
information channel. A well-structured network can be regarded as a communication 
system (Håkansson 1987). As banks have to have a diverse selection of information 
sources, and for example, in payment vision, Luottokunta is only one channel among 
many. 

Benchmark in card business. Although Luottokunta controls the main card 
transactions in Finland, several banks also have concurrent card activities. Just as 
Luottokunta is a channel in modern payment methods, it is also a benchmark for banks in 
the whole card business. 

Common future solutions. The card business is grounded firmly in technology. 
Luottokunta’s own operation has to be cost effective and therefore compound investments 
intrinsically improve the economy of scale. Future solutions also play a focal role in 
Luottokunta’s business development and hence for member banks. A single bank based 
card system has been a cost effective and convenient payment method, but is useless 
outside of the country. There are both standard development and R&D costs, which are 
not rational for a single bank to cover alone. In chip card development, known as the 
EMV (Europay, MasterCard, Visa) standard, Luottokunta acts as a compounding element 
and source of future cost efficiency. Co-operation decreases a single bank’s uncertainty 
and possible losses of inflexible decision in a proprietary card system. 

A forum for relationship management. As a whole, Luottokunta is a cost-effective card 
service provider. However, Finnish banks are not entirely satisfied with the financial 
result of this co-operation. According to interviewees, the reason for reduced profit for 
the banks is the low provision of card transactions for merchants. Merchants have 
succeeded in profit sharing negotiations better than banks. Finnish banks compare their 
card system with the Swedish one and are slightly envious. Attention has to be paid to 
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historical reasons when considering Luottokunta’s existence. The structure of this kind of 
co-operation would be quite different if it was founded today. Both business areas try to 
maximise their own interests, and at the same try to operate as a single firm inside both 
business areas. Even though there is competition between banks and merchants in the 
card business profit sharing, Luottokunta is a significant forum for the banks to take care 
of their business relationship with merchants. 

5.3.2  The Finnish Bankers' Association (FBA)  

The Finnish Bankers' Association is, as its name refers, an association, in which all banks 
in Finland belong. Hence, it is not a partnership in the same meaning as the other 
partnerships in this study, but it describes the co-operation inside the industry. On the 
other hand, FBA co-operation has been strategic for the Finnish banks. It represents and 
promotes the interests of the Finnish banking industry. It promotes banking operations, 
operating conditions and interbank co-operation. The Association was established in 
1914. It was primarily formed to develop and standardise common customer services 
provided by commercial banks. In 1922, the FBA published tariff provisions in order to 
unify service prices. The FBA participated in the foreign exchange policy during the First 
World War, when the interest level was standardised gradually (Suomen Pankkiyhdistys 
1964).  

Nowadays it maintains contacts with financing institutions, the authorities and 
economic organisations. The Association is represented in several organisations and 
committees. It issues opinions and proposals on matters related to legislative and 
economic aspects of banking and financing (www.pankkiyhdistys.fi).  

Until the middle of 1980s, the FBA represented the two Finnish commercial banks, 
KOP and SYP. The OKO Bank Group and the Savings Banks Group had both their own 
associations. Co-operation between these three associations was handled through the 
advisory board of financial institutions. Thus, in a way, the FBA represented all Finnish 
banks, but the organisation was multi levelled and commercial banks had the main 
emphasis. During the second half of 1980s, the three associations joined as one 
association under the FBA.  

The main channels and influencing targets of the FBA were the Finnish authorities in 
deregulation ambition, the press to have an effect on public opinion, and through public 
opinion to influence the political authority in general. Banks had a shortage of money and 
funding from the central bank was expensive, therefore did it benefit the banks to 
promote saving attitude. This information services and tariff enactment (common 
determination of the prices of banking services) were the tasks of the FBA until the 
1960s, when the banking technology in payments traffic and general automation. The 
FBA engaged with the discussion that preceded the 1969 law on banking (Ilaskivi 1991).  

The operation of the FBA during regulation describes the cartel-like market situation. 
For example, all the prices of banking services were fixed in a commission of tariffs. The 
banking industry in Finland has always been small and concentrated. In the 1970s, 
commercial banks and until by the year 1985 all Finnish banks through co-operation have 
formed ‘the Fortress of Finland’ in the banking industry. Common standards and co-
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operation in payment systems, clearing, credit cards, and in other technological issues 
have shielded the local industry from foreign competition. The entry of foreign banks was 
already a threat in the 1970s. Co-operation between local banks is one explanation for the 
preservation of the shielded market. 

The development of information technology that was needed in the data transfer inside 
the industry has been an assignment of the FBA since the 1970s. During the regulated 
banking market, banks established Suomen Teollisuus Hypoteekkipankki under the FBA 
in order to obtain funding to serve the needs of the Finnish industry and communes. The 
stock exchange was performed by the FBA until the 1980’s.  

During the 1990s, international representation has become one task of the FBA. This 
task has been strengthened by Finland’s membership in the EU. Nowadays about half of 
new legislation originates from the European Commission. Therefore, the FBA, through 
European Bankers’ Association, try to affect the content of directives and decrees. As 
well as this, the FBA is in touch with local regulators and other interest groups, since 
legislation become local through them. Banking technology is at a high level in Finland, 
and there is a threat that pan-European solutions and standards are not sophisticated 
enough for the Finnish banking system. Through the FBA, and through direct 
connections to European bodies, Finnish banks influence the development of pan-
European banking industry. FBA takes part in the European Committee for Banking 
Standards, which is the standardisation body for the European banks. 

The structure of FBA’s committees in Table 12 gives a picture of its current tasks in 
summary:  

Table 12.  FBA’s committees. 

Committee Subcommittees 
Banking committee Private Customer Subcommittee  
 Corporate Customer Subcommittee  
 Training Subcommittee  
 Information Subcommittee 
Banking technology committee Payment Systems Subcommittee  
 Payment Cards Subcommittee  
 Security Subcommittee 
Finance house committee  
International affairs committee Russia/KIE Subcommittee 
Legal committee Accounting Subcommittee 
Taxation Subcommittee  
Securities committee Securities Legal Subcommittee 

On one hand, FBA is an example of a two-stage game theoretic set-up in which firms 
collaborate in the first stage of business development, while they compete in the down-
stream product markets in the second phase (Vonortas 1997). For example, Fjeldstad et 
al. (2004) argue that competition becomes more intense and fierce in later stages of the 
product life cycle. On the other hand, FBA shows that networks are built upon both direct 
and direct resource interaction. The interplay of resources and strategies shatters, 
remodels or redirects resources, prompting technological and economic change. New 
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solutions are often embedded in existing structures, but these solutions may contravene 
some of the existing structural conditions within the network (see Waluszewski 2004). 
FBA is also an example of the importance of network structures for the development af 
an industry. The composition of positions and resources within a network are significant 
factors in industry evolution. The managerial question is that to what extent are managers 
able to fully understand structural conditions and act strategically to position their banks 
within networks (Bengtsson & Powell 2004).  

5.3.3  Automatia 

Automatia is an ATM operator owned by the three largest banks in Finland. The company 
operates and develops Otto, which is the nationwide cash ATM network and the Finnish 
electronic cash system, which serve the customers of every Finnish banks as well as 
foreign Visa and MasterCard customers. Automatia owns all 1.700 ATMs in Finland. 

Automatia was founded in 1994 and it is owned in equal parts by Nordea, OP Bank 
Group, and Sampo. Before 1994, early in the development phase of the ATM network 
banks competed with ATM disposition. The pursuit of 24-hour service and the 
minimisation of operational breaks were set as goals. Banks placed their ATMs right 
beside other’s machines, and the competitive edge diminished to a high extent. For the 
three banks in Automatia, the co-operation has been cost effective and thus a way to build 
competitive advantage. The amount of ATMs decreased from 2,800 to 1,800 because of 
the co-operation. Banks were able to break up their proprietary ATM software and reduce 
the number of employees. Automatia has about 30 employees. It has outsourced several 
operations such as money transportation and ATM loading.  

Automatia offers the maintenance services of currency supply, which include currency 
deliveries between banks and computing centres and an account of the transactions 
related to cash transfers. The exemption enables the creation of a new the system of 
currency supply maintenance to replace the services of supply maintenance that was 
previously arranged by the Bank of Finland (BOF). Previously every single bank took 
care of maintenance services independently. The benefits of collective currency supply 
maintenance are significant investments in the mobilisation of the euro. Another reason 
was that Sampo terminated co-operation with Finland Post, which was used as a delivery 
channel for the currency supply by BOF.  

Automatia has a temporary exemption from the co-operation of currency supply 
maintenance. It seeks to secure the free access to banks other than the shareholders, on 
the one hand, and the freedom of all parties to choose the best possible partner in 
currency supply maintenance on the other. Automatia also undertakes to appoint an 
independent trustee to ensure that the conditions are followed (Finnish Competition 
Authority 2001). 

Automatia has often been under critical examination by the local Competition Office. 
It has concluded that co-operation reduces overlapping costs and increases economic 
efficiency. The Competition Office has granted an exceptional permit to Automatia, as it 
has been calculated that co-operation generates over 30 million Euros in annual savings. 
The switchover to Euros was an example of cost-effective operations.  
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In 2004 all Finnish banks joined Automatia’s ATM network. The founder banks will 
retain the ownership of Automatia, while the other banks will be its customers. EMV55-
standardised chip cards will be the next massive investment in ATM and card operations. 
The main transaction processing changes are channelled through Automatia.  

5.3.4  Banks in co-operation with insurance companies 

In Europe, it has been almost an industrial practise, from the late eighties, for banks and 
insurance companies to form partnerships. The point of departure was often from the 
bank’s quarter, to sell insurance products via its own distribution network. The first co-
operations were thus selling agreements covering both life and non-life insurances. In the 
nineties, several banks and insurance companies merged forming big financial 
conglomerates. 

In Finland, co-operation between banks and insurance companies followed 
international trends. In 1993, SYP formed the first bank owned life-insurance company, 
called Stella. The following bank-insurance companies were formed in 1995. The biggest 
financial conglomerate was formed in 2000 when Leonia (a bank) merged with Sampo 
(an insurance company).  

Voutilainen (2004) describes the following driving forces for financial alliances56: 

− new sources of income cross-selling 
− savings and cut-off programs 
− changing customer behaviour such as one-stop shopping 
− companies entering new markets 
− regulators are espousing greater competition 
− preventing job losses and employment (cross-selling effect) 
− eliminating overcapacity, especially banking service channels 
− Deepening customer relations by combining bank and insurance services 
− Maximising the efficiency of product development 

Lindberg (1992) has proposed the possibility of cross-subvention in combining banking 
and insurance services. In a certain market situation, a firm may price one service group 
below the costs but subsidise the gross price mix by another service group. Co-operation 
is supposed to be favourable also because of technological development and the 
possibility of economies of scale (ibid.). 

Voutilainen (2004) has classified the structure models of co-operation between a bank 
and an insurance company in Finland. In Figure 27, the structure models are classified 
according to the degree of closeness between the partners. In cross-selling agreements, 
the parties agree to sell each other’s products to their own customers. Frequently this kind 
of co-operation is one-sided in the way that a bank sells an insurance company’s 
products. Alliance of independent partners is a special case of a cross-selling agreement 
where the alliance is tightened by cross-ownership and/or joint ownership in third parties. 

                                                           
55 Europay, Mastercard, Visa 
56 Financial alliance: an alliance between one or more banks and one or more insurance companies.  
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Control of ownership means that a bank owns an insurance company or vice versa or 
there are intra-sector mergers. In a more sophisticated ownership model, a holding 
company owns a number of banks and insurance companies (financial conglomerate).  

Fig. 27. Structure models of banks and insurance companies in Finland (source Voutilainen 

2004). 

There are several obvious reasons for partnerships between banks and insurance 
companies, which are generally the same as in the financial business. These include 
tightening competition, new entrants, and changing customer behaviour. In Finland, the 
aging population is also causing a financing problem for the entire national economy 
(Voutilainen 2004). Customers will complement mandatory social security systems with 
long-term savings products. This is a natural cause for banking and insurance service 
combination. On the inter-firm organisation level, the reasons are economically stated. 
Both economies of scale (in production) and scope (in selling) are established.  

5.3.5  Internationalisation partnerships of the OKO Bank 

An early example of interbanking co-operations was the consortiums of Finnish banks in 
international banking from the beginning of 1960s. In these co-operations, banks along 
with their foreign banking partners formed so-called consortium banks in order to 
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introduce deposit and lending customers into international markets (Karmila 1989). 
Through co-operation, national banks were able to combine resources in risk sharing and 
the innovation of new funding instruments. Consortium banks handled activities that their 
Scandinavian parent companies were not able to manage. When international banks 
started to offer services to Scandinavian firms in the 1970s, consortiums had to expand 
their competition, secure new customers and develop their market. Gradually, national 
banks became familiar with operation in foreign countries through consortiums. This, 
together with increasing business, made them form their own subsidiaries and branch 
offices abroad. Gradually it became obvious for each bank in a consortium that they had 
to define their foreign aims based on their own foundation and the needs of their 
customers (Karmila 1989, Turkkila 1994). Consortium networks were established 
especially in unknown and high-risk conditions and became the predecessors for banks’ 
proprietary activities abroad.  

The first Finnish subsidiary bank was established in 1976 and the first branch office 
opened in 1984. During the 1980s, the number of international Finnish subsidiaries, 
branch offices, associated banks, and representative offices increased notably. Since 
1987, the profitability of Finnish subsidiaries and branch offices has been considerably 
lower than the profitability of local banks (Turkkila 1994).  

The reasons for the Finnish banks to attend international markets came from their 
customers’ internationalisation and from the need to operate the bank’s own international 
businesses like investment activities. When customer firms internationalise, they require 
versatile services from their bank. Corporations can also arrange funding straight from 
the international financial market without a Finnish bank. 

OKO Bank in international markets. OKO Bank was founded in 1902. It is a 
subsidiary of the OP Bank Group Central Cooperative. OKO Bank acts as both an 
independent universal commercial bank, and a central bank for the present 239 co-
operative member banks belonging to the OP Bank Group. The bank takes care of 
international business for the whole OP Bank Group. The shares owned by the public, 
including foreign owners, amount to 37 %. The rest of the shares are owned by the OP 
Bank Group Central Co-operative and member co-operative banks. 

OKO Bank operates mainly on a domestic basis in Finland. OKO Bank has large 
industrial customers, and its challenge is to offer international services to them. OKO 
Bank’s challenge is to serve its international customers in the main European markets. In 
addition, neighbouring areas have been important focuses for OKO Bank. They are 
sources of new business, but they have been especially important for the reason that the 
bank’s customers have extended their business to these areas. In 2002, there were 1,500 
firms in Estonia including some under Finnish ownership.  

OKO Bank has two subsidiaries, one in St. Petersburg, and another in Tallinn. 
Previously it had a branch office in Stockholm, a subsidiary in Cayman Islands and 
associated banks with low interest in London and Zurich. It has also had representative 
offices in London, Moscow and New York. In Estonia, OKO Bank had to make the 
decision either to enlarge its branch network or to co-operate with a local bank. In June 
2002, OKO Bank signed a co-operation agreement with Hansapank, the biggest bank in 
the Baltic with 2.6 million customers. Payment transactions, cash management, and 
foreign exchange trading are the services most in demand. In practise, the co-operation 
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means that payment transactions between Finland and Estonia take the same time as 
internal payments.  

For a domestic bank such as OKO Bank, in order to be profitable, international 
services need economies of scale that are unattainable using its own balance sheet. OKO 
bank was a large actor in money exchange when Finland traded with Finnmark, but in 
euro trading it has a small share, as well as in other currencies like the Yen or the Dollar. 
However, there are several ways to access the adequate level in volume business. One is 
to buy services from a global bank; the other is to join several other banks.  

OKO Bank is a member of the Unico Banking Group, which was founded by six 
cooperative banking organisations in 1977. In 1997, the group was formally registered as 
an EEIG (European Economic Interest Group) and today it is composed of 8 members57. 
Unico’s mission is to support co-operation between the member banks. Member banks 
are individual and pursue their own strategy in their domestic and international areas. The 
link between them is a shared co-operative background. Table 13 lists the banks and 
shows their basic figures. 

Table 13. Unico in consolidated figures in 2003 (in millions of Euros) (source Unico 
Banking Group). 

 Credit 

Agricole 

Group – 

Credit 

Lyonnais 

Group  

DZ BANK 

and 

German 

Cooperative 

Banking 

Group  

ICCREA 

Holding  

OP 

Bank 

Group 

and 

OKO 

Bank  

Rabobank 

Group  

Austrian 

Raiffeisen 

Banking 

Group  

Banco 

Cooperativo 

Español 

unconsolidated  

Swiss 

Union of 

Raiffeisen 

Banks 

Group  

Balance Sheet 875,200  807,500  106,000  35,000  403,300  128,700  42,700  65,500  

Number of 

branches  

9,200  14,956  3,382  692  1,734  1,719  4,002  1,248  

Number of 

local banks 

 1,392  1,392  243  328  596  75  470  

Number of 

customers 

21,4 mln  30 mln  4 mln  3 mln  9,0 mln  2,7 mln   2,5 mln  

Number of 

staff  

134,000  195,397  25,852  9,048  57,055  39,200  14,236  6,058  

Domestic 

market share 

(%) (deposits)  

20,3  21,1  8,1  31,6  38  26,5  5  17  

Unico Banking Group is the largest banking alliance in Europe. As a group, its members 
have European market shares of 17% for credit and loan activities and 19% for savings 
and deposits. As seen in Table 5, they also have a high market share in their domestic 
markets. The domestic background of each member bank means challenges in serving 

                                                           
57 Six full members: Crédit Agricole (France), DZ BANK (Germany), ICCREA Holding (Italy), OKO Bank 
(Finland), Rabobank (The Netherlands), and Raiffeisen Zentralbank (Austria), two associated members: Banco 
Cooperativo Español (Spain) and the Swiss Union of Raiffeisen Banks (Switzerland). 
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their international customers. Internationalisation through establishing their own 
subsidiaries would not have been so cost efficient.  

Examples of Unico’s services are UniCash (an international cash management service 
developed by Unico members in co-operation with external parties), and Unico Car 
Lease (a partnership of car leasing companies in Europe and the USA), which was 
initiated by the Unico member banks to simplify pan-European and overseas vehicle 
sourcing arrangements. 

In UniCash, five Unico members and eight other domestic European banks joined 
forces to assist internationally active companies in streamlining their European cash 
management. The partner banks have over 40,000 branches, which have linked their pan-
European payment systems. With UniCash, corporate customers can open bank accounts 
in other participating countries through their local bank. UniCash provides consolidated 
information on account balances and transactions. For OKO Bank, Unico offers a strong 
partner in all biggest countries of the EU. They serve OKO Bank’s customers without its 
own presence in the country. According to Johanson & Vahlne (2003), the building of 
business network relationships is a complex and delicate mater, which requires resources 
and time as well as responsiveness to the interest of the partners. But when business 
network structures have been built they offer strong opportunities for international 
expansion. 

5.3.6  Mobey Forum 

The Mobey Forum was established in May 2000. It is a global and financial industry 
driven non-profit forum with members that include financial institutions, mobile 
manufacturers, and other such companies. The aim is to create and promote mobile 
technology in financial services. Remote payments, mobile banking, point-of-sale 
purchases, ATM withdrawals, brokerage, and open technology standards are all examples 
of its tasks. The Mobey Forum has about 20 members. Ordinary members were financial 
institutions and mobile manufacturers. Operators were able to join as an associate 
member. The starting point for the Forum’s foundation was to attain an European or even 
a global common view about the development of mobile banking services and about 
banks’ position in it. The main targets to support mobile banking are to form common and 
open standards for mobile devices to use banking services, to lobby them in authorities 
and to support the marketing. 

There are several obvious benefits of the Mobey Forum for banks. A bank has access 
to dialogue with other banks involved in mobile technology as well as industry from 
mobile phone manufacturers. The use of the Forum depends on the position of the focal 
bank in mobile services. A newcomer may learn and adapt mobile financial service 
practices from experienced banks. Banks, which have made further proprietary 
development may, through the Forum’s white papers and other material, impact 
standardisation and other developments of mobile financial services. It may also be 
conceived that a Forum member gains an image of ‘a leader’ shaping the future of mobile 
commerce.  
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Mobile banking services have not reached a high utilisation of customers, but banks 
are optimistic about the future development. The other expectation that banks have is 
about mobile device as a pay terminal.  

There are two Finnish member banks in the Forum, namely Nordea Bank Finland and 
Sampo Bank.  

Nordea Bank Finland in Mobey Forum. Nordea has been a forerunner in mobile 
banking services. Nordea has been able to utilise its former technological development 
for Solo Internet banking services, which has lowered its investments in mobile 
technology. It launched telephone bank in 1982, mobile phone service in 1991, and 
Wireless Applications Protocol (wap) -service in 1999. In the early years of mobile 
banking development there was not possible partners with whom to co-operate. Wap-
service in 1999 was the first project when it was possible to have Nokia as a partner in 
banking services. On the other hand, the need for partners in mobile services has been 
mainly in implementing existing banking services into different kind of terminal devices. 
The actual development has been carried out by the bank itself. Tied to wap development, 
Nordea together with Nokia and Visa set in another chip card into a mobile phone in 
order to verify the identity of a customer.  

The development of mobile banking services raised the possibility for mobile 
operators to offer banking services via mobile phones. For protecting their role as a 
mobile banking offerer, Nordea founded Mobey Forum with Nokia and three other 
European banks58. The chairman of the Forum has been from Nordea since its foundation. 
The starting point for Nordea in the Forum was to promote the banks primary position in 
banking service development and to point out that mobile phone is only a delivery 
channel for banking services, not an ultimate base for new services. The main aim for 
Nordea in co-operation with mobile manufacturers has been to promote the delivery 
possibilities of their proprietary banking services, not to adopt new skills. The regional 
proximity with Nokia and on the other hand the images of Nokia as a leading mobile 
manufacturer and Nordea as a leading Scandinavian bank explain why Nordea has 
formed the first mobile partnerships with Nokia. The position of Nordea as forerunner in 
Internet and mobile banking has attracted several smaller mobile firms to approach the 
bank. In Mobey Forum, Nordea’s goal has been to promote and to increase the economy 
of scale in the existing mobile banking standards. Nordea has produced in house solutions 
and through this partnership, it strives a support for its development.  

Sampo Bank in Mobey Forum. Sampo Bank joined Mobey Forum later than Nordea 
Bank. After breaking up the co-operation of delivering Sampo’s banking services through 
Finland Post, the bank had a need to elaborate its delivery channels. Electronic channels 
including mobile services became more important than earlier. Mobey Forum has been 
for Sampo Bank a form of co-operation, where in has had a possibility to adopt and learn 
the development of mobile technology and mobile banking specially. The influence on 
development in a way like Nordea has not been a reason to enter the partnership. 
Participation at Mobey Forum provides the bank an effective way of learning about the 
very latest developments in mobile financial services. 

For Sampo Bank, the structure of Mobey Forum’s partners has been important. Nordea 
Bank represents the North European electronic banking expertise and thus promotes other 
                                                           
58 other founder members were ABN-Amro Bank, UBS and HSBC 
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Scandinavian banks’ imagos. Nokia imports the Nordic mobile technology, even though it 
could be possible for Sampo Bank to acquire the same technological knowledge without 
Mobey Forum.  

In addition, other members are significant and influential in banking industry. The size 
and capabilities of Sampo Bank enable the adaptation of new information. For Sampo 
Bank, Mobey Forum is one channel among others to adopt mobile banking. For example, 
it has developed together with Nordea Bank prepay mobile money concept, which 
enables payments with the chip of a mobile phone. This is an example of two-stage set-up 
of banking development, where competitors to a certain phase co-operate and after that, 
they use the common development individually. 

5.3.7  Motives to join partnership 

In this chapter, I have presented six partnerships of Finnish banks. The examples 
represent different types of partnerships and they are from divergent periods. In Table 14 
are presented the main motives of banks to join the partnerships. Table also indicates the 
classification between scale and link partnerships. In the next chapter, the entry reasons 
are analysed from a wider perspective than just motives, which represent mainly 
partnership-specific reasons for the entry in the framework. 

Table 14. Partnership entry motives. 

Partnership Motive Description 
Luottokunta Cost efficiency 

Information delivery 
Relationship management 

Scale 
Homogenous resource allocation 
Inter-banking 

FBA Image enhancement 
Standardisation 
Network effect 

 

Automatia Cost efficiency  
Co-operation with insurance 
companies 

New resources 
Economies of scope 

Link 
Heterogeneous resource allocation 
Between industries 

Unico Internationalisation 
International resources 
Network effect 

 

Mobey Forum Position defence 
New resources 

 



6 Empirical results 

6.1  Analysis of partnership entry reasons 

The preceding chapter introduced six partnerships in Finnish banks. In this chapter, I will 
analyse the partnership entering reasons through the theoretical framework. In chapter 3, 
the partnership entry reasons and the central concepts were formed according to Table 15. 
Chapter 6.1 answers to the research questions about partnerships entry reasons and their 
development. Chapter 6.2 covers the question about banking industry development 
through the partnership perspective. 

Table 15. Concepts to explain partnership entry reasons. 

View Reason 
Partnership-specific Cost-based 

Resource-based 
Relation-based 

Industry-specific Specialisation 
Openness-policy 
Approach to uncertainty 

External Uncertainty 
Dependency 
Possibility 

6.1.1  Partnership-specific reasons 

The first view to analyse the reason for Finnish banks for entering partnerships is the 
partnership-specific level. Transaction cost -based, resource-based and relation-based 
were defined as the main partnership-specific reasons for banks to enter a partnership. In 
the focal study, Luottokunta and FBA were presented as typical partnerships of the 
regulated market era. Both partnerships were reasonable for the banking of that time. The 
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partnerships did not prevent any fundamental threat nor offer a distinguishing competitive 
edge. The card business was, until the beginning of 1980s, a compulsory but not 
profitable area for banks. It was reasonable to perform it in co-operation between all 
banks as cost effectively as possible. 

FBA was a forum to supervise banks’ common interests. In both partnerships, banks 
needed each other to form the needed scale in order to achieve the intended goal. In 
Luottokunta it was the cost efficiency, in FBA it was to break the influence level against 
the authorities that restricted the banking business by legislation and regulation; and for 
the media to push through the saving attitude and to improve the image of banks in the 
eyes of consumers. Both were important for the banking business of that time, though not 
critical. Therefore, I define these partnerships as scale partnerships. This interpretation 
does not mean that there would not have been possibilities for the banks to form link 
alliances as well, but the banking business of that time just did not need them. For 
example, resource acquisition based partnerships were dispensable since banks had firm-
specific resources inside their own hierarchy.  

The existing partnerships continued to support the banking industry. Cost savings 
influenced the operation of Luottokunta strongly. During the first part of the 1990s, 
investments in Luottokunta were minimised, which led quickly to its underachievement 
in the needed development after the middle of the decade. Automatia (est. 1994) is an 
exemplary result of partnership formation in an operation, which turned quickly from 
core to co-operation. Only a few years earlier, during the times when the way to form 
competitive edge were few, banks had invested heavily in their proprietary ATM 
networks in order to compete for new customers. The formation of competitive edge was 
short-term because banks imitated each other quickly. Compulsory emphasis towards cost 
efficiency because of crisis changed the banking business rapidly.  

Co-operation between banks and insurance companies were the first operations in 
which cost efficiency was no longer the primary reason for the partnerships. It was scope 
rather than scale, which was the driver for this. While the hitherto examples have been 
partnerships of homogenous resource allocation, the partnerships between banks and 
insurance companies were about the allocation of heterogeneous resources. Luottokunta, 
FBA and Automatia were inter-banking partnerships. When banks started to commit to 
partnerships between two business areas, resource imitation and imperfect competition 
for resource access became the drivers for the competitive edge. In the co-operation 
between banks and insurance companies, the banks aimed to access resources that were 
needed to widen the banking into insurance services. The other examples of partnerships 
in the open market were Mobey Forum and OP Bank Group’s international operations. 
These examples show that cost efficiency as the partnership-specific entering reasons is 
inadequate. Resource-based reasons like cumulative learning and resource dynamics are 
decisive.  

However, the partnerships that have started during the regulated market and at the 
beginning of deregulation have continued their existence. The fundamental reasons for 
banks to continue in these partnerships are the same as were described earlier. The 
environment has changed radically during these years and the operations undertaken in 
these “old” partnerships have transformed significantly. The main reason for banks to 
continue and develop partnerships, which date back to the regulated market, is the same 
as when they were established: cost efficiency. For example, Luottokunta has succeeded 
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in maintaining the competitive edge for the Finnish banks compared to other possible 
ways to operate card business. The most interesting aspect of Luotokunta’s history was 
that the card business per se has turned from compulsory operation into strategic business 
area. Deep partnerships in businesses, which belong to the core of the industry, are 
uncommon. Therefore, Luottokunta has been especially interesting partnership to study in 
terms of partnerships and their development in banking.  

The change from transaction cost -based to resource-based entry reasons was distinct. 
Relation-based partnerships were predicted to form the third and emerging reason for 
banks to enter into partnerships. However, relation-based reasons (except network effect) 
were less important than expected. There were examples of relation-based entering 
reasons from other countries and from other business areas (e.g. telecom). This study 
concentrated on the horizontal and diagonal partnerships that have an effect on the 
production of banking services and the structure of the industry. Vertical partnerships 
with direct aim to attain new customers using existing services and ways to produce them 
might have shown a different kinds of relation-based reasons. One explanation for the 
absence of relation-based partnerships entry reasons might be that the competition in the 
Finnish banking is not so tight that the flexibility to conform to whatever outcome of 
competition would insist to use partnerships as inimitable assets. Anyhow, my prediction 
is that relation based reasons to enter partnerships will become a norm in horizontal and 
diagonal partnerships as well. Mobey Forum is an example of growing trend to relation-
based partnerships. For banks, the possibility to co-operate with best possible partners is 
important and therefore they need to develop their partnering capabilities. A network 
position allows a firm access to specific resources of other firms and to carry out specific 
activities more beneficially than others, which may be seen as the strategic domain of the 
firm (Thorelli 1986). Although partnerships contribute firms to enhance their resources, it 
is necessary for them to possess some of resources in order to attract partners and enter 
into cooperative arrangements. Externally driven market changes motivate firms to enter 
partnerships, but resource-rich firms are more capable of doing so. Rich internal 
resources allow firms to enter partnerships to reduce market threats when the market 
declines and to capture new market opportunities when the market grows. On the other 
hand, resource-poor firms have a limited ability to form partnerships as a means of 
coping with market changes (Park et al. 2002); “firms must have resources to get 
resources (Eisenhardt & Schoonhoven 1996).  

The reputation as a good potential partner is formed through successful partnerships. 
On the contrary, failures in partnerships cause negative partnership image.59 According to 
Håkansson & Johanson (1988), in ambiguous, complex, and fluid configuration of firms 
that constitute a network, the firms develop network identities. It is meant to capture the 
perceived attractiveness (or repulsiveness) of a firm as an exchange partner due to its 
unique set of connected relations with other firms, links to their activities, and ties with 
their resources. It refers to how firms see themselves in the network and how they are 
seen by other network actors (ibid). Resources developed through exchange in one 

                                                           
59 An example of decreasing partnership image is the case partnership of the Royal Bank of Scotland and 
American Airlines. The bank aimed to learn partnership skills with an airline targeting a partnership with 
British Airways. They ignored the ongoing partnership and its special needs and failed in the partnership, which 
debased their airline-partnering image. 
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relationship can strengthen network identity when they can be utilised in one or more 
other relationships. A firm’s uniqueness can be found in its way of interrelating its set of 
relationships (Anderson et al. 1997). 

The network effect has been a significant partnership entry reason in all studied 
periods. In Luottokunta, the economy of scale in cost efficiency was achieved through co-
operation among all banks. In FBA, co-operation supported and increased the influence 
of public relations. In Mobey Forum, those banks that have been forerunners in mobile 
banking, attempt to affect the general development of standards and practises through the 
network.  

There have always been very few bank in Finland compared with many other 
countries. The four main banking groups still form about 90 % of the industry. The 
network effect has been efficient in Finland, since incumbents have been able to form 
strategic entry barriers against new comers. During the banking regulation, incumbent 
banks had already formed extensive delivery systems. These so-called investments in 
quality competition (Lindberg 1992) were especially high in those countries, where price 
competition was low and margins in financial intermediary were high (ibid.) On the other 
hand, the importance of branch networks has lowered because of banking technology.  

Incumbent banks have formed a common control of electronic systems.60 They have 
been able to price the entry to these systems in such a way that in practise prevents new 
comers to join existing networks for example in clearing and settlement of payment 
traffic (Pauli 1991) and in ATM network (Suominen 1991). For the Finnish banks, 
networks have transferred from national to international ones. The entry to international 
networks is not as self-evident as it was in national networks. Therefore, the partnering 
capabilities become important and banks need to develop them. It is also matter about to 
choose the right networks and right partners among several candidates; this is a part of 
network capabilities.  

When analysing the whole research period from regulated to open banking markets, 
cost efficiency was the most prominent reason for the partnerships. The regulated 
banking market shielded the business of incumbent banks to a high extent, the 
environmental uncertainty was low (in the sense of the survival of a single bank), and the 
uncertainties for the profitable development of banking industry were mainly limitations 
rather than threats. During regulation, partnerships were inside the banking industry, 
between two, several or all of the banks in the industry. Partnerships were based on inter-
industry rationality, not on seeking the competitive edge between the banks. It was 
considered reasonable to conduct non-core or unprofitable but compulsory areas of 
business in co-operation with other banks, even with competitors. The reason for this was 
that the main uncertainty for the banking industry did not arise from competition and 
hence other banks were not the source of uncertainty. The regulation lowered the banking 
competition, meaning that the existence of banks was not threatened. Interestingly, the 
regulation, which shielded the banking business, was seen as the main threat for the 
industry’s development. Thus, the common uncertainty came from outside the industry. 

During the regulated banking market and for several years during the beginning of 
deregulation era, cost efficiency was the dominant reason for partnerships. The banking 
crisis further increased the emphasis on cost efficiency. The partnerships during this time 
                                                           
60 Strategic entry barriers are possible only in retail banking, not in wholesale banking (Lindberg 1992). 
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were scale partnerships in which cost efficiency was achieved through more efficient use 
of existing resources, not through the creation of new resources. Adapting Mitchell et al. 
(1999) banks pooled homogenous resources in order to gain greater efficiency so long as 
increased economies of scale more than outweighed the governance cost of partnerships.  

The movement from cost based to resource-based reasons to enter partnerships took 
place at the beginning of 1990s, at the same time as the industry was preparing for the 
EEA agreement. The threat of foreign competition was only one reason for the change, 
domestic competition between incumbent banks also developed and tightened. Those 
banks that had survived the banking crisis were much more cost-effective than before the 
crisis and they were ready to develop the banking business. Banks started to widen their 
service breadth. This led to the finance house -model, which combines banking and 
insurance services. Either the banks founded their own finance houses or formed 
partnerships with insurance companies. Resource acquisition and consolidation were 
emerging reasons for banks to enter these partnerships. 

The end of 1990s and the beginning of 2000 validated the resource-based reason to 
enter partnerships. Resource-based partnerships did not only support the existing 
activities of Finnish banks, but they also enabled the development of new business 
operations. For example, OKO Bank could not have served its internationalised 
customers in the same extent without co-operation with other banks through Unico. Cost 
based partnerships like Luottokunta (established during regulated market) and Automatia 
(established during banking crisis), were continued. Cost based reasons to develop the 
banking business have continued to be essential. Though the cost based reason has been 
fundamental for both Luottokunta and Automatia, have they supported banks in resource-
based partnerships as well. During the existence of Luottokunta the card business 
developed from being a compulsory to a profitable business operation. If Luottokunta had 
stayed only cost-based operator in a competed business, it could have been closed down. 
However, in addition to cost efficiency, Luottokunta has contributed by enabling Finnish 
banks to develop their resources. Luottokunta has helped by developing card services 
through which banks can re-develop their customer services. Luottokunta has utilised 
both the economies of scale and the cumulative knowledge of card business inside the 
joint venture. Automatia has developed, in addition to cost effective ATM-network, the 
service of currency supply maintenance by utilising the industry’s common economy of 
scale but also by developing new ways to support banking business in currency supply. 
The partnerships that encompass the whole industry and their results like card, ATM and 
inter-bank clearing systems have also been important in forming strategic entry barriers 
(Lindberg 1992). 

6.1.2  Industry-specific reasons 

Industry-specific reasons are used to analyse the partnership entry reasons on the industry 
level and the change in the reasons because of the industry development. The concepts to 
describe the industry in this view are specialisation, openness-policy, and approach to 
uncertainty. Industry-specific reasons have a close association with external reasons as 
we can see in this chapter. In the context of the focal study, the term ‘industry’ includes 
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the four biggest banks in Finland, which form over 90 percent of the local banking 
industry.  

Specialisation was defined as ‘what the firm does and how it conducts its business’. A 
firm is forced to develop positive interdependencies with other actors if it lacks some 
components that are necessary for the type of industry it is attempting to engage in. My 
interpretation is that during the regulated market, banks had proprietary of the resource 
stores to fulfil to gain the competitive edge. This was due to the industry’s shielded 
position because of the regulation. The vertically integrated business model was 
intelligible in the light of those needed resources. Banks were able to produce the needed 
services with their existing resources; they were not forced to develop positive 
interdependencies with other actors to procure resources. Thus, the specialisation during 
the regulated market was low; banks were “all-round” companies.  

In openness-policy, the boundary-system of a firm is described as boundary-spanning 
units, when the firm’s goal is to maintain its information asymmetry against its 
competitors and to protect its core and avoid spill over. In an open policy, the boundary of 
the firm is a link that connects its core with partners and other actors. My interpretation is 
that while the market was regulated, banks were closed in by their boundary-system. On 
the one hand, they needed very few resources from other firms, and on the other hand, 
they had an ‘extensive core’. By this I mean that the components to form the competitive 
edge covered all functions that were needed to produce banking services. For example, 
the information technology was considered one important aspect of forming a 
competitive edge, and thus it was placed inside the hierarchy of the firm. The 
involvement with other firms was operational.  

According to approach to uncertainty, adaptation is the process of adjusting the firm’s 
internal system to uncertainties and changes in the task environment. During the 
regulated banking period, the critical uncertainties were few. My interpretation is that 
during that time, banks had a proactive adaptation approach to external uncertainty. 
Banks used partnerships to influence the environment and the changes occurring in it. To 
a high extent, typical partnerships during the regulated market were sought to increase 
certainty. The prevailing situation formed the base for the firms’ growth and goals setting. 
Luottokunta promoted the cost efficiency of existing banks and FBA was an organisation 
to improve the status of the existing banks as an industry and their goals. The approach to 
uncertainty was more uncertainty avoidance that seeing uncertainty as opportunity.  

Goal setting as a decision-making process was defined as being incremental, if the 
firm sets achievable goals based on the current understanding of the situation. 
Environmental change creates uncertainty, so if goal setting does not emphasise the 
limitations of the current state of the firm, the process is revolutionary. In that case, 
uncertainties are considered opportunities. According to the definition, goal setting is 
incremental when the firm sets achievable goals based on the current understanding of 
the situation. My interpretation is that Finnish banks during the regulation era were 
incremental in their goal setting, and so the pace of the business development was 
moderate. 

The explanation of the moderate mobilisation of new possible competitive strategies 
lies in the slow development of fundamental industry-based rationales. All three 
descriptive blocks, specialisation, openness-policy and approach to uncertainty did not 
change a lot, if at all, during the first years of the deregulation. There were many 
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possibilities for new kinds of competition, but the existing resources defined the 
competitive edge formation. The change was slow. The ‘simple’ new ways to compete 
were mobilised first, attempting customers with lower prices from the competitors and 
increasing the number of branches. The competition was still between the incumbent 
local banks. It would have been a different situation, if there had been any foreign bank in 
the retail banking market. The entry of foreign banks was slow, this can be attributed to 
the unattractive market size and the co-operation of incumbent banks had formed entry 
barriers as mentioned earlier. Schmalensee (1978) has noted that in a concentrated 
industry, market entry is lower because of supposed concentrated incumbents’ resistance. 

Resources provided the basis for a low specialisation, i.e. there were not any deep 
cores in the banking business of that time (in other words, everything was in the core). 
The banks did not lack any important components necessary with the type of industry 
they were attempting to engage in. The vertically integrated business model was still 
intelligible in the light of the needed resources, banks were also closed in by their 
boundary-system, and involvement with other firms was still operational. The adaptation 
process continued to be reactive. The banks did not primarily try to influence the 
environment or the changes occurring in it. The new products that banks launched were 
simple for competitors to imitate and did not generate a long lasting competitive edge. In 
the competition with homogenous resources, banks trusted their reactive adaptation 
process. The goal setting was still incremental. 

Principally, deregulation was a strong external force that changed the industry, but this 
significant change in the environment did not cause a fast change in the fundamental 
business and competition. Accordingly, partnership formation did not change during the 
corresponding period, not even in the existing partnerships, which continued during the 
deregulation. Luottokunta mobilised the re-collaboration in credit card development after 
the hectic competition of the beginning of 1980s. Cost efficiency was the most important 
reason for the Luottokunta co-operation. The card business had become into the scheme 
of competition, and started to play an important role in banking services. Therefore, my 
interpretation is that during these times we can see a slight shift in the openness-policy. 
Banks opened their boundary-system for the co-operation by continuing co-operation in 
the area, which had become competitive. On the other hand, the dependency on 
embedded relationships may partly explain the continuity of the Luottokunta partnership 
in that environment. 

The Finnish economy ran into recession and banking into crisis at the end of 1980s. 
These explain the slow change in the competition during the crisis after only a few years 
of deregulation. Banks were in a situation, where their existence was threatened. The 
cutting of costs was the most dominating feature of business for several years. The 
banking crisis changed the Finnish banking industry more than deregulation as such. The 
industry-specific features stayed still unchanged at the beginning of 1990s, but a strong 
outsourcing tendency as part of a move towards cost efficiency started to change the 
specialisation of the industry. First outsourcing concerned the activities outside the core 
of the banks, like cleaning or real estate management. Slowly, outsourcing slid towards 
more core content of the banking, or to issues, which were considered core. Thus, it was 
not only matter of concentrating on the core61 but also of the change in the opinion about 
                                                           
61 here: how to form a long lasting competitive edge in an open market 
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which resources were truly the core of the banking and what were ‘only’ supporting 
resources. It was no longer seen as a necessity to complete all operations internally, 
instead, the openness-policy started to move from boundary spanning to the boundaries 
of banks as a link that connects its real core with other firms. 

After the banking crisis, the approach to uncertainty in the goal setting and adaptation 
system shows some changes. The co-operation of banks and insurance companies can be 
interpreted to be more revolutionary than earlier; for the first time banks started to form 
clearly link-based partnerships. These co-operations created uncertainty, which banks 
anyhow saw as an opportunity. The adaptation system changed during this time and a 
reactive approach instead of proactive one was more prominent. This was partly because 
the insurance company partnerships modified banks’ assets and competencies. The 
outcome of the partnership was not as clear as in previous partnerships. The outcomes in 
cost-based partnerships were more predictable than outcomes of future profits, which is 
the goal in link-partnerships. The banking industry was moving towards a specialised 
model. Outsourcing extended to cover operations, which traditionally were at the core of 
banking. The boundary-system of the banks has opened in general. This can be seen in 
the form of banks’ partnerships; in link partnerships62 with heterogeneous resources, a 
bank connects its core with other firms.  

The end of 1990s until the first part of the decade of 2000s has shown a change in 
every part of the industry-specific view. Incumbent banks have deepened their 
specialisation. The economy of scale has driven the formation of banking logic. The 
biggest bank Nordea has the possibility by its own volumes to attain the needed level of 
scale for the local market. For the smallest banks, outsourcing and partnerships have been 
the way to reach the expected level. Newcomers like for example Nooa Savings Bank 
mainly found their operation on co-operation with other banks, insurance companies and 
other service providers. 

Ten years after the EEA-agreement, structural changes in the banking business are 
taking place. Banks are concentrating on the customer level, in principle everything 
outside of that level can be outsourced or served in some other way than by the bank’s 
own hierarchy. The notion of scale of economies lying in banking processes rather than in 
organisations seems to appear in the development of banking logic. The concept of 
contract banking is real in the Finnish banking. 

Industry-specific partnership entry reasons highlights also some partnership 
drawbacks. First, partnerships may lead into dependencies on partners and their 
resources, which may turn a partnership from asset into liability, for example, if there is 
an unexpected loss of a network’s core party, or more generally, a deep and sudden 
structural change in resource flows (see Uzzi 1997). Second, a weaker firm may be 
“forced” to join a partnership or a network because of competitive pressures as their 
rivals engage in more partnerships (Silverman & Baum 2002). While stronger parties in 
the industry tend to use partnerships in their business development, weaker firms do not 
see any other possibilities even without the same partnering capabilities that stronger 
firms have. This may lead to unexpected negative results in partnerships (Park & Zhou 
2005). To prevent potential losses as a firm’s competitors strengthen their competitive 
positions through partnerships is often a rational choice to form a partnership despite no 
                                                           
62 see the definition of link and scale partnerships in chapter 3.3.2 
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substantial benefits. The partnership strategy is thus not only a proactive move to create 
additional competitive gains from the complementary benefits of the partnership, but also 
a defensive move in order to maintain a competitive balance in the market. In this kind of 
situation, strong firms could afford to delay their partnership decisions, since they could 
catch up once they realised the significance of the alliance, while weak firms might not 
be able to recover once their position becomes weaker by being left out of an inter-firm 
collaboration (ibid.). 

Table 16 summarises the main features of each period of the development of banking 
industry.  

Table 16.  The development of banking industry in Finland. 

Regulated market Deregulation Banking market since the EEA 
agreement in 1994 

Shielded position 
Proprietary resource stores 
Low specialisation 
Closed boundary-system 
Proactive adaptation 
Incremental goal-setting 
Vertically integrated 
Discretion 
Incumbents 

Price competition 
Low market entry 
Banking crisis 
Outsourcing 

New entrants 
High specialisation 
Open policy 
Reactive adaptation 
Revolutionary goal-setting 
Core competence 

The development of the banking industry shows that deregulation per se did not change 
the banking industry much, at least the beginning of deregulation. There is a strong tie 
between the development of industry-specific reasons and external reasons. During the 
regulation, uncertainty was a threat because of missing capabilities to react positively to 
it. It is the industry’s development from a closed boundary system to open policy and 
from proactive to reactive adaptation are the capabilities, which enable participants to 
convert uncertainties into possibilities. 

6.1.3  External reasons 

During the regulated market, banks had a shielded position and publicly guaranteed 
margins. The competition was not guided by the threat of a single bank’s survival. 
Instead, the pursuit of market share directed the competition. Banks invested heavily in 
branch networks and information technology. The power and authority in the 
environment was concentrated and the availability of critical resources was high. In terms 
of ‘relationships among dimensions of organisational environments’ (Pfeffer & Salancik 
1978), the concentration and munificence were high. Banks had relatively low 
interconnectedness with their environments because of the proprietary munificence of 
resources. The banking model was vertically integrated, which means that banks took 
care of the needed processes inside their own hierarchy. The shielded position of the 
industry reduced the competition among banks. Hence, the market share competition was 
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possible with the existing proprietary resources. The competition was based on the 
density of the branch network and the service quality.  

The relationships between the organisational elements during the regulated market 
were relatively loosely coupled (see Pfeffer & Salancik 1978). Since the concentration 
and munificence were high and interconnectedness to parties (which were critical on the 
resource acquisition) was low, the interdependence and thus the conflict (disagreement 
about the ends and goals of the social system) were low. Therefore, the uncertainty 
caused by the external environment was relatively low. The industry’s environmental 
sensitivity (see Pfeffer & Salancik 1978) was limited; this provided the industry to use its 
discretion. In other words, even though management acts in relation to the enacted 
environment (Weick 1969), banks were, to some extent, buffered from some events in the 
environment because of their resource stores. Figure 28 shows the relationships among 
dimensions of organisational environments during the regulated market. 

Fig. 28. Relationships among dimensions of organisational environments during the regulated 
market. 

From the point of strategic factors in the banking industry, the essential interest groups 
were authorities and the media. Regulation by authorities limited banking development. 
Deregulation was a goal of the banks in spite of the fact that it would tighten competition. 
The media was an important channel to increase the saving attitude. Both these goals 
were promoted through the FBA. This shows that banks did not keep their organisational 
environments as given realities. Instead, they created them through a process of attention 
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and interpretation (Pfeffer & Salancik 1978). Even though the goals of banking 
partnerships were few, they were still strategic for the industry of that time. 

The main event in the banking industry during the end of the 1980s was the 
liberalisation of business because of deregulation and correspondingly tightening 
competition between incumbent banks. Deregulation allowed several new operations 
(like foreign borrowing) and competitive tools (like free pricing). Dependency on 
authorities decreased, in fact, this dependency was even lower for a few years during the 
end of 1980s than during the following time because supervision had not replaced the 
deregulated legislation yet.  

In principle, the possible ways to form a single bank’s competitive edge were wide. At 
the beginning of deregulated era, banks still only used a few methods; on the one hand 
the ones that deregulation especially concerned, and on the other hand the ones that their 
existing resources allowed. Price competition was an effective way to lure customers 
away from competitors. Branch networks continued their role to collect savings from 
private customers. In addition, they served as delivery channel for an increased supply of 
loans. New funding sources allowed price competition in loans as well, while the 
dependency on external actors increased. The profitability of banks was relatively high, 
which enabled a slow change of the banking business. The environmental uncertainty 
increased only moderately during the first years of deregulation, even though the 
environmental change was significant. Consequently, the number of partnerships did not 
increase during the first years of deregulation.  

All though the dependency on local authorities decreased, the total dependency on the 
environment increased. Several new actors (like foreign banks) increased this 
dependency. New instruments in both funding and lending were introduced in countries, 
where the deregulation took place earlier than in Finland. New instruments, funding 
possibilities and other banking resources increased the uncertainty originating from the 
environment. Since the development of resources is relatively slow compared to the 
environment changes in this kind of fast development phases, the uncertainties were not 
considered as being possibilities (the adaptation process was not adjusted to these kinds 
of fast changes).  

During the first years of the deregulation era, competition stayed still between 
incumbent banks; the entry barriers for foreign banks were high. This is the reason why 
strong external change (deregulation) has little effect on the industry. The environment 
changed but did not cause uncertainty since the outcome of the change was highly 
predictable. The banking crisis was a much stronger force to change the industry. The 
banking crisis accelerated the upcoming need to rationalise the cost structure. Because of 
the compulsory strong changes in the industry, the Finnish banks were much more likely 
to come across the foreign competition after the EEA agreement. On the other hand, the 
concentrated industry structure had enabled co-operation between all banks, which 
allowed the formation of an industry level entry barrier. Furthermore, the delayed 
deregulation had enabled over investments in information technology, which became a 
competitive edge for Finnish banks at the beginning of the Internet era. 

Figure 29 describes the changes in organisational environments from a regulated 
market to the beginning of deregulated market. The concentration (the allocation of 
resources among the significant actors) was lower since the deregulation enabled the use 
of new ways to compete ways but these needed external resources. Munificence was not 
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reduced in the early phases of the deregulation. Although the allocation of resources 
expanded outside of the banks’ own hierarchies, the availability was good because of a 
good supply (for example the foreign funding sources had a good availability). The 
interconnectedness was slightly higher. The pursuit of cost efficiency increased the 
number of actors in the banks’ environment, banks started to outsource operations that 
were not valued as a core part of the business. This did not anyhow increase 
interdependence with the environment, since outsourcing was bought from service 
providers, and the change of a provider or insourcing in the case of failure was not 
problematic.  

Fig. 29. Relationships among dimensions of organisational environments during the 
beginning of deregulated market compared to the regulated market. 

The European Economic Area agreement proved, theoretically, that a perfectly open 
banking market could exist. As described in chapter 5.2, the Finnish market did not 
attract foreign banks to a high extent. The cost efficiency was implemented because of 
the banking crisis, local banks had learnt the basic competitive rules of open markets, and 
the industry was technologically advanced. Incumbent banks had protected their industry 
by developing common payment processes and systems. Because the banking market was 
small and customers were traditionally loyal to their banks, entry to the market was 
practically constrained.  

My interpretation is that the potential competition from foreign banks or by other 
business areas changed the banking business as if the competition was tighter than it in 
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fact was. Environmental uncertainty increased, but banks started to consider it as a 
possibility instead of purely a threat. Outsourcing and new partnerships had increased the 
interconnectedness with other firms and the needed resources outside of the banks’ own 
hierarchies were more dispersed than at the beginning of 1990s.  

Figure 30 describes banking development starting from 1994 compared to the previous 
time. The description is hence relative to the development. If the Finnish banking was 
compared to some other banking businesses in the countries where the deregulation took 
place earlier, we could see a quite remarkable difference in the external view in a way 
that Finnish banking is still low with conflict and uncertainty. 

Fig. 30. Relationships among dimensions of organisational environments during the open 
market compared to the beginning of deregulated market. 

The external view analysed by the concept of Pfeffer & Salancik (1978), has changed 
more during the last than first decade of deregulation. Power, authority and resources in 
the environment are widely dispersed, among the significant actors from the perspective 
of banks. The external concentration is low compared to prior periods. Banks’ 
concentration on their own core has led to lower availability of critical resources 
(munificence) since more and more resources are procured from the market or produced 
in partnerships. These, together with increased amount of interconnectedness, have added 
to both the conflict and interdependence in the industry. Thus, the uncertainty is higher 
than during the preceding decades. Figure 31 shows the relationships among dimensions 
of organisational environments in the current situation (2005). 
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Fig. 31. Relationships among dimensions of organisational environments in 2005. 

6.1.4  Conclusions about partnership entry reasons 

The theoretical framework that was constructed in chapter 3, proposed a wide perspective 
from which to understand the partnership entering reasons. The empirical research about 
Finnish banks and their partnerships has pointed out that observing entering reasons from 
a diverse range of views has contributed to the understanding of both partnerships and 
industry development. The study has also shown that there are strong links between the 
views. Partnership-specific reasons, as such, are a good explanation of partnerships in a 
stagnant situation, but explain very little about the dynamics of partnership entry reasons. 
By extending the observation to the industry in question, we have been able to understand 
the partnership-specific reasons in a new light. Organisational development of the Finnish 
banking industry guides us to seeing that during the regulation and at the beginning of 
deregulation, banks did not either need or were not able to enter partnerships other than 
cost-based. In the prevailing vertically integrated banking model where specialisation 
was low and the boundary-system was closed (protecting the core), the proprietary 
production system covered all operations that were needed in customer service level. 
Thus, the explanation for the absent resource- or relation-based partnerships is not in the 
missing prospect but merely in the policy of the prevailing banking model.  

Structural 
Characreristics
of Environments

Relationships
Among Social
Actors

Results

Low    Lower High
concentration munificence interconnectedness

High conflict High interdependence

High uncertainty

+ + + +

+

+ +



 131

During the end of banking crisis and at the beginning of so-called open market, the 
partnership-specific reasons expanded to encompass resource-based reasons, in which 
partnerships provided not only cost, but also resource benefits. The explanation for the 
development was not in emerging possibilities to enter resource-based partnerships, but 
merely in the development of industry-specific reasons. Industry-specific reasons explain 
partnership development based on the banking industry’s development towards 
organisational specialisation, an openness-policy, and by the tendency to consider 
external uncertainties as opportunities.  

One focus of this study was on the question of why the industry-specific feature 
developed as described. The third view of the framework guides us to analyse the effect 
of external reasons. Uncertainty was defined as the main external reason to affect 
partnership entry. During the time of regulated market, external uncertainty was low or 
the threat of deregulation (as the effect on increasing credit risks) was not perceived. Low 
external uncertainty explains the industry-specific features. During the time of open 
market, external uncertainty has increased. Cost efficiency was no longer the only goal of 
banks after the banking crisis. The banks that survived the crisis were able to develop 
new ways to form their competitive edge. Foreign banks that would enter the market 
were known to specialise in narrow customer segments (external uncertainty was a strong 
driver in partnership formation).  

The functional change between the three perspectives on partnership entry reasons can 
be seen in their continuity. External uncertainty has increased since deregulation, but the 
continuum of industry specific features has enabled banks to transform the effect of 
external uncertainty from being a threat to possibility. The development of capabilities to 
react to external change was described in the framework through specialisation, 
openness-policy, and approach to uncertainty (see 6.1.2). Respectively, the development 
of partnership-specific entry reasons reflects the corresponding development of industry-
specific and external reasons. Entry to resource- and relation-based partnerships would 
not have been needed to a high extent without the change in the external factors and on 
the other hand, it would not have been possible without the development of industry-
specific features. 

The vertically integrated banking model no longer matched the needs of the changing 
market. The banking model was directed towards a more specialised one. The ultimate 
customer service level had become the natural object of the specialisation of Finnish 
banks. The other possible core competence concentration, namely the formation of 
proprietary economies of scale (inside one organisation), was not an option in the Finnish 
banking market because the small size of the market and the players in it. On the 
industry-specific level, specialisation increased and the boundary system of a bank 
moved from protecting the core to connecting core with other firms. In the focal study it 
was seen it partnerships between banks and insurance companies, which were used to 
expand banking services to cover insurances as well. Anyhow, this was not a very new 
direction but a growing continuum of the development. 

The development of the vertically integrated banking model towards more core 
competence specialised one proceeded in small steps. Cost-based partnerships were 
already heading in this direction, where banks used the economies of scale of 
partnerships. Resource-based partnerships were first used to foster resource development 
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inside bank’s own hierarchy. This means that the object of partnership operation 
supplemented the bank’s proprietary resource development. 

In the continuum of the banking logic (see the definition in chapter 2.5) during the end 
of 1990s, the focus of customer service on core competences places the customer service 
at the centre of the integration of business functions and disciplines. This means that an 
entire service can be manufactured outside the bank’s own hierarchy. The scale of 
economics in proprietary production is not fundamental. Adequate scale of economics 
can be attained with low proprietary volumes by outsourcing. When the banking re-
develops to new banking logic, fragmentation will go further and banks will have deeper 
and narrower core competencies. The relational aspect also becomes more important. In 
market-oriented phase, banking competition increases by new entrants. Securitisation 
based on the technology development enables the direct market operations by the 
customers without any intermediary. Along the phases, the banking business has scattered 
into smaller pieces where banks have several service providers to support their 
operations. 

The change in partnership entering reasons describes strategic issues in the Finnish 
banking. Cost efficiency has been and still is a stone base for banking existence. Service 
concentration is central in Finland, only the biggest banks can operate unaccompanied 
and offer scale services to other parties. The economy of scale is rather in processes than 
in banking. Therefore, also smaller banks can offer large-scale customer services by 
outsourcing operations. Concentration on the ultimate customer service as the core 
competence of Finnish banks can be seen in partnership formation. Delivery partnerships 
of banking services are rare for Finnish banks. 

Identification of potentially meaningful driving forces and anticipation are mentioned 
as being central tasks of strategic management (e.g. Tikkanen 2005). It is also noted that 
management can only rarely affect the external driving forces (ibid.). Management acts 
according to its vision and interpretation of the environment (Eriksson 1991). However, 
in the focal study, it was noticed that through partnering banks have been able to affect 
also the external forces. In the Finnish banking market, when the whole industry 
collaborated, it had a strong influence on the deregulation process. Furthermore, through 
industry level partnerships, Finnish banks have been able to form barriers against new 
entrants during the open banking market, which has also had a strong effect on external 
driving forces. 

6.2  Understanding industry development from 
a partnership perspective  

In this chapter, conclusions about the development of the Finnish banking industry will 
be made through the perspective that the analysis of partnership offered. The most 
interesting findings are about the dissimilar pace of external vs. internal change (in other 
words, why the development of the industry was not as fast and revolutionary as the 
market liberalisation) and about the development of banking logic. This analysis is based 
on the observations of partnership development during the liberalisation process of the 
Finnish banking industry. 
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6.2.1  Change 

It was noted in this study that principally deregulation was a strong external force that 
changed the industry, but this significant change in the environment did not cause rapid 
change in the fundamental business and competition. Therefore, it is interesting to 
consider the change on the conceptual level from industry’s external and internal views 
and try to analyse their relations and divergence. 

Figure 32 shows the various forces that have affected the banking industry in Finland. 
Most of them have increased banks’ earning opportunities. Technological development is 
a dynamic force that has resulted in increased cost efficiency. All these dynamics have 
affected the banking industry simultaneously during the studied era. It is impossible to 
quantify the relative forces of these dynamics, and for the focal study, it is dispensable as 
well. Important is that they all have affected the banking industry by increasing the 
possibility for the competition. In the focal study, liberalisation63 was chosen as the 
dynamic to form the classification of the phases of the banking environment 
development. This way it was possible to compare the development of the banking 
market, banking industry and banking partnerships in different phases according to the 
liberalisation. 

Fig. 32. Dynamics of the banking market. 
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As described earlier, the reason for entering partnerships changed as the banking 
market was liberalised. The ultimate reason for the development was external. My 
interpretation is that without external development, which led to the tightening of 
competition, there would not have been a notable development in partnership-specific 
reasons nor in industry-specific reasons. While the external development increased 
uncertainty in the macro environment, banks decreased interconnectedness by forming 
partnerships and thus moved uncertainty to the industry environment. On the other hand, 
partnerships have resulted in dependency on partners, which is one cost of managing 
environmental uncertainty.  

Davis & Tuori (2002) point out that widespread deregulation accompanied by 
technological development has changed the environment in which financial 
intermediaries, and in particular banks, are operating. The central contents of the 
supposed change were described in Table 1. In this study, the development of the banking 
market and the changing role of banks in the market were described by the concept of 
financial system. It explains the changes on three levels: banking market (external level), 
banking industry (internal level) and the role of banks in the finance. This system made it 
possible to define the development phases of the Finnish banking market and industry, 
and align them with the liberalisation phases. 

Deregulation was mobilised rapidly in Finland, and so it could be presumed that the 
internal changes like the formation of a competitive edge or changes in organisational 
structures have been rapid as well. The first observation was that rapid changes in the 
banking market did not lead to instant, industry wide changes. In competition, the 
straightforward ways to compete were launched first, for example, price competition was 
possible to achieve with the existing resources. According to Clark & Starkey (1988), fast 
change is related to managerial voluntarism and to the ability of top decision-makers to 
bring about organisational changes. Slow change is related to the claim that structuration 
tends to become articulated into specific forms, which remain stable and recursive for 
long periods.  

There are several reasons why fast environmental change did not cause rapid 
development in the industry. The profitability of banks remained high as competition was 
still between incumbent banks and there was not a critical threat of new entrants. In fact, 
as long as the competition was between incumbent banks, there was little change in the 
banking business or in competition. On the other hand, firms tend to be path-dependent 
(Lockett & Thompson 2001). Behind the choices of resource development are histories of 
prior choices that sensitise the firms to certain issues, create a knowledge platform on 
which they can keep building, and constrain or lock in the firm to a particular path. The 
choice of a new strategic direction must overcome the inertia of this path dependency. An 
entrenched logic that is built into the mind-set and mental models of managers is difficult 
to change. The old logic must be unlearned (Cohen & Levinthal 1990, Bettis & Prahalad 
1995). The competition itself did not threaten the existence of a single bank. All banks 
engaged in price competition, but reduced profit margins were not the reason for banking 
crisis; mistakes were made in credit policies, not in pricing.64  

                                                           
64 The Savings Banks Group pursued a faster market share development by neglecting the directions of The 
Finnish Financial Supervision Authority (FIN-FSA). 
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On the one hand, slack resources protected banks against the rapid development. The 
existing resource stores limited the rapid development of the industry. By combining 
Cyert & March (1963) and Bourgeois (1981), slack resources create a buffering 
mechanism against which the pressures to change current managerial policies and 
practices.65 On the other hand, banks did not have the needed resources to react quickly. 
According the science of behavioural law and economics, the change of heuristics takes 
time to move from one market to another, for example, from a regulated to a deregulated 
market. This is visible in the mistakes made in decision-making. During the learning and 
adaptation process, serious problems may arise in the credit market (Vihanto 2002). The 
development or acquisition of resources to form the competitive edge in a new 
competitive situation was slow. This relates also to partnerships; the rapid change in 
market deregulation did not immediately increase the number of partnerships nor change 
the reasons for entering them. Resources were similar among banks and there was no 
distinguishing competitive action made by any bank.  

It is suggested that a crisis usually facilitates a rapid change (Jonsson & Lundin 
1977)66. This was also the case in the Finnish banking industry. The banking crisis was a 
powerful trigger for banking development, as it was the first time since the regulation 
incumbent banks had to struggle to survive. The banking crisis changed the structure of 
the banking industry in Finland and since the crisis, the banking logic started to develop 
among the banks that had survived the crisis. On the other hand, though the development 
of banking logic during, and straight after the banking crisis was fast, it was not 
completely new and revolutionary. It was an accelerated trend (because of the crisis), and 
which banks (some to smaller and some to higher extent) had anticipated. 

The threat of new foreign entrants, entrants from other business areas and from virtual 
banks changed the development of banking business, but when the entry of foreign banks 
eased at the beginning of 1990s, were Finnish banks much more cost efficient and 
competitive than before the crisis and thus capable to meet the foreign competition. On 
the other hand, deregulation and EEA-agreement were not the end of entry barriers. 
Lindberg (1992) has noted that deregulation mostly eliminated legal barriers (EEA-
agreement since 1994 as well). Instead, the switching costs of bank relationships and the 
bundling of services act as entry barriers. Finnish banks have formed also strategic 
barriers through their co-operation and joint ownership of payments traffic and ATM 
networks. Foreign banks can join networks, but the fee of joining may be high compared 
with forthcoming earnings. 

In the Finnish banking market, deregulation was mobilised fast and allowed new ways 
to form the competitive edge among banks. The recession of the Finnish economy and the 
banking crisis were sudden occurrences that affected the development of the banking 
industry acutely. EEA- and EU agreements were also forces that had a large impact on 
the banking industry. From the industry’s external view (market based), the development 
                                                           
65 Slack resource: “that cushion of actual or potential resources, which allows an organisation to adapt 
successfully to … external pressures for change in policy, as well as to initiate changes in strategy with respect 
to the external environment” (Bourgeois 1981). 
66 In studies of business relationships, the concept of the critical event or critical incident has been used when 
referring to those events hat have a decisive effect on relationship development. What can be considered a 
critical event is ultimately an empirical question: business actors and their interpretations determine what is 
critical (Havila & Salmi 2000). 
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could be described as fast, hectic and even catastrophic. Thus, when dividing the 
development of the industry into separate periods, it could be described as fitting with a 
catastrophic model (Fullerton 1988) if it is viewed from the external point, i.e. the market 
based. As in the model, major developments take place suddenly, with few antecedents. It 
would be obvious that the banking business has changed radically, when observing the 
business environment and practices from the industry’s point of view (internal) as well. 
However, compared to the “catastrophic model”, we can see that from the internal view 
the development of the Finnish banking industry has been a process if involving 
complicated and dramatic change but also simultaneous incremental change and 
continuity where some parts have been totally renewed while some parts have changed 
little if any over time. “Every concrete process of development finally rests upon 
preceding practices and concepts” (Schumpeter 1936). According to Day (2004), there is 
a convergence of streams of contributing technologies, methods, concepts, and theories 
that crystallise to form something new. There is usually a ‘tipping point’ that signals and 
validates a seemingly radical shift.  

Since organisations often must go through periods of incremental and discontinuous 
change, researchers have suggested that what such organisations need are dynamic 
capabilities that allow them to quickly build the competences that match the type of 
change that they face (Teece at al. 1997). Afuah (2001) suggests that as firms pursue both 
incremental and discontinuous change, they may be better off being vertically integrated 
into the major components that drive the discontinuity and better off not being vertically 
integrated into the components that drive the incremental change. Alliances, as a 
governance mechanism, play an important role in the performance of firms facing a 
change (ibid.). Therefore, Afuah (2001) refers to the boundaries of firms, which are 
dynamic, not static. In the context of the focal study, it is important for the banks to 
understand, which components drive the discontinuity and which components drive the 
incremental change. Figure 33 explains the confrontation of external and internal drivers 
to cause or decelerate industry development. 
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Fig. 33. External development drivers vs. internal counter drivers. 

The complex flux model (Fullerton 1988)67 comprises dramatic change but stresses that 
even dramatic change is based on and linked to past phenomena. This was seen in the 
focal study’s description about the development of the banking industry, and in the 
partnerships as well. For example, the continuity of Luottokunta can be interpreted only 
in the light of its history during each dramatic change. History is a strong explanation in 
each phase; every development phase is based in part on the creative use of preceding 
practices and concepts. Except antecedents, also anticipation has affected the 
development. Anticipation competence may partially explain the reasons why the strong 
external change is not a critical revelation to the banks. Banks have anticipated the 
forthcoming threats, for example, in the Finnish Bankers’ Association example the banks 
were somewhat prepared for tightening competition because of a market opening several 
years before the deregulation started. According to Pauli (1994), the dynamics that led to 
deregulation were seen in the banking business before the deregulation decision. At the 
end of 80s, some banks prepared for the recession even though the external circumstances 
did not show any signs of the forthcoming crisis (Kulha 2000). 

                                                           
67 Fullerton (1988) used the model to describe the evolution of marketing. 

Banking 
industry

development

External drivers to 
cause rapid industry

development

Internal counter drivers
to decelerate industry

development

•high profitability
•competition between 
incumbents

•path-dependency
•buffering slack resources
•insufficient adaptation and
learning resources

•entry barriers

”catastrophic view”           vs. ”complex flux view”
•continuity
•dramatic change
•incremental change
•linked to past phenomena
•evolution

•few antecedents
•catastrophic
•revolution



 138

6.2.2  Development of banking logic 

The objects of the focal study have been the banking industry and the banking 
partnerships in Finland. The starting point was to classify the studied era into three 
periods according to the market-based forces, specifically the liberalisation process. For 
the banking industry, this classification was a market-based, external factor. As was 
noted, according to external changes, the development was described as catastrophic 
where major developments take place suddenly, with few antecedents. However, based on 
the existing knowledge of liberalisation and of the empirical results about partnerships, 
we can now re-classify the studied era according to the development of banking 
partnerships. The aim of the re-classification is to show first, that the development was 
indeed a process involving complicated and dramatic change but also s+imultaneous 
incremental change and continuity where some parts have been totally renewed while 
some parts have changed little if any over time; second, to highlight the development 
phases from the internal point of view using partnership perspective. 

The regulated banking market and the beginning of deregulation including banking 
crisis were times of cost-based partnerships. Banks outsourced some non-core activities, 
but its effect on the banking model was remote. During the regulated banking market, the 
partnerships were scale partnerships and cost based reasons for entering partnerships 
dominated (partnerships were based on inter-industry rationality, not on seeking the 
competitive edge between the banks). From the point of partnerships, the time in question 
could be called as the rationalisation of the dominant banking logic. The conventional 
banking logic was of a vertically integrated bank providing each of the sub-components 
of particular services and products (Llewellyn 1999). Deregulation per se changed the 
banking industry structure and the logic of prevailing banking model very little. Banks 
had proprietary of the resource stores to fulfil to gain the competitive edge, they were 
able to produce the needed services with their existing resources and vertically integrated 
business model was intelligible in the light of those needed resources. The threshold to 
co-operate, to share or even to rely an action to be done by another party was high. The 
uncertainty caused by the external environment was relatively low. Banks were closed in 
by their boundary-system. On the one hand, they needed very few resources from other 
firms, and on the other, they had an ‘extensive core’. 

The question of why cost-based reason during the deregulation was predominant, 
could explain more about the prevailing banking business. During that time, banks could 
have entered into resource-based partnerships. The answer lies in the explanation of 
industry-specific and external reasons. Although deregulation enabled a freer 
competition, the competition was between local incumbent banks. The change because of 
deregulation was predictable. External uncertainty did not increase much and thus did not 
guide the banks to change their banking logic nor the use of partnerships. Typical 
partnerships during the regulated market were sought to increase certainty. Low external 
uncertainty also explains why the specialisation and openness-policy of Finnish banks 
was low, adaptation was proactive and goal setting avoided uncertainty. The traditional, 
vertically integrated banking model was adequate for the prevailing competition; there 
was no need for the banks to re-form their competitive edge by specialising on any 
business segment. Every part of the business logic was in the core. 
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The banking market after the banking crisis (since 1993) until the end of 1990s was 
the time of ongoing rationalisation but the banking logic was also reshaped by extended 
banking services. Banks became financial service firms. In partnerships, cost based 
reasons continued to explain the significance of rationalisation, while banking logic 
extension was seen in resource-based partnerships. From the point of partnerships, the 
time in question could be called the extension of dominant banking logic. After the 
banking crisis, the banking industry structure changed significantly. The Finnish 
government had made a compulsory intervention in the banking industry. The banks that 
had survived the crisis, were much more cost efficient than before the crisis. Competition 
and the formation of the competitive edge indicated a fast development of the industry. 
The external uncertainty increased. The unforeseen uncertainty that related to the 
deregulated banking market had become heavily concrete for the banks in the post-
mortem of the crisis. After the crisis, there were fewer banks than before, but because of 
new possibilities in market-share, the internal competition was becoming tighter and the 
possibility of foreign competition was growing. After the banking crisis, resource 
imitation, acquisition and consolidation as well as imperfect competition for resource 
access became the drivers for the entry reasons in emerging partnerships, while the cost 
efficiency partnerships that started during the regulated market and at the beginning of 
deregulation continued to have a strong influence. It was no longer seen as a necessity to 
complete all operations internally, instead, the openness-policy started to move from 
boundary spanning to the boundaries of banks as a link that connects its real core with 
other firms. Because of this, incumbent banks were more competitive than before the 
crisis and were much more likely to come across the foreign competition, but the 
rationalisation had also decreased the value of some resources that were earlier 
considered to be a competitive edge, like for example information technology. 

The end of 1990s started to show the way to a new banking logic. Cost efficiency, a 
full array of financial services, advanced self-service channels, automated processes, 
high-quality information technology etc. have all become indispensable norms of the 
business, but inadequate in the formation of a competitive edge. Partnerships were used 
widely, not only in supporting bank’s proprietary operations but also by enabling a bank 
to specialise in its core. In Finland, from the traditional vertically integrated banking 
logic has the customer level become the core. In principal, all other steps to realise the 
final customer contact can be based on contracts and served outside of the focal bank’s 
own hierarchy. From the point of partnerships, the time in question could be called as the 
focused banking logic. The notion of scale of economies lying in banking processes 
rather than in organisations seems to appear in the development of banking logic. 
Environmental uncertainty has increased, but banks are able to consider it as a possibility 
instead of purely a threat. Outsourcing and new partnerships have increased the 
interconnectedness with other firms and the needed resources outside of the banks’ own 
hierarchies are more dispersed than at the beginning of 1990s. 

During the open market, the network effect and relation based reasons as partnership 
entry reasons emerged. The possibility to co-operate with best possible partners is 
important and therefore firms need to develop their partnering capabilities. The 
forthcoming reputation as a good potential partner is formed through successful 
partnerships. Figure 34 places the above-defined periods into the liberalisation process of 
banking industry. 
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Fig. 34. Banking industry development phases from the point of partnerships. 

As a conclusion about the development of partnership entry reasons, the prime 
explanation originates from external reasons. In spite of strong forces to change the 
banking industry, the development has been slower than expected based on the driving 
forces. Therefore, the concept of change was also examined in the focal context. The final 
contribution was to improve the understanding of the development of banking industry 
from a partnership perspective. This phase was introduced by classifying banking 
development according to partnership entry reasons into the phases of the rationalisation 
of dominant banking logic, the extension of dominant banking logic, and focused banking 
logic. The main implication of the development is that some parts of the traditional 
vertically integrated banking logic are not included in the focused banking logic. 
Tightening competition due to liberalisation and possibilities for European and global 
banks to enter all local markets will lead to the differentiation of scale and non-scale 
activities. This will also lead to a new thinking of the dominant concept of the banking 
logic. Therefore, we need to understand the consequences of scale and non-scale 
activities from the service point of view. This extension will be discussed at the beginning 
of the next chapter. 
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7 Discussion 

The focal study had two objectives. First to explain why banks have entered into 
partnerships and how the reasons changed during rapid market development. The second 
goal was to use the understanding of partnership entry reasons in order to increase our 
knowledge of banking industry development. In other words, this study used the 
partnership view as a lens to examine and understand banking development. The 
empirical results were based on the analysis of the Finnish banking market. 

Cost based partnerships have dominated in the Finnish banking industry, especially 
during the regulated era and in the first years of deregulation. The external development 
of the banking industry diversified the ways banks could form a competitive edge, but the 
exploitation of new possibilities was moderate at the beginning. Existing proprietary 
resources were adequate to ensure a bank’s competitive edge in the prevailing business. 
The banking crisis and the threat of external competition changed the banking business 
rapidly, and the use of partnerships developed accordingly. The narrow time frame in 
which to form a competitive edge changed partnership entering reasons. Resource based 
partnerships (resource allocation and acquisition) became significant while the cost based 
partnerships remained important. Partnerships starting from the end of 1990’s show the 
change towards relation based partnerships, where learning or defence of the acquired 
competitive edge is improved through the player’s position in a network. 

During the twenty years of liberalisation, the Finnish banking logic has de-
constructed. Customer service has become the core of the banking business and 
partnerships and outsourcing have become normal business practice. Cost based and 
resource based reasons are still the most important reasons for entering partnerships, but 
entering partnerships based on relationships, where the partnership has intrinsic value, is 
emerging. According to this view, a partnership is considered an immaterial asset and 
guides firms in developing partnership competencies.  

Liberalisation is a market-based force, which changed the banking industry. The 
combined analysis of the concept of the liberalisation process and the development of 
banking partnerships were used to form a more comprehensive understanding of the 
development of the banking logic. In the empirical section, the development of the 
banking logic in Finland was re-conceptualised using the partnerships perspective. The 
strong emphasis on resource based partnerships and Finnish banks’ concentration on 
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customer service as their core competency refers to a service-centred banking logic, in 
which the traditional, vertically integrated business logic is challenged, and the service 
rather than the products or proprietary production becomes dominant.  

7.1  Service-centralisation as the focused banking logic 

The growing need for scale will lead to the disintegration of the production of banking 
services. In the production of banking services, manufacturing has to be distinguished 
from other production activities like R&D, marketing, distribution, and purchasing 
(According to Johanson & Mattsson (1992), this is a wider sense of the term production). 
There will be several banking services, which domestic and regional banks will not be 
able to perform, e.g. proprietary manufacturing. The need for scale will force these banks 
to outsource their operations, or they have to reduce their offerings.  

When looking at banking from a partnership perspective, the current banking logic 
refers to banking core competencies: concentration on customer service, cost efficiency, 
and the ability to set positive goals in relation to external change (especially to see 
change as opportunity, not as threat). The first competence refers especially to personal 
services. The second competence refers to economies of scale, which can be produced 
outside of the bank. The third competence refers to the regeneration capability, especially 
if the brand of a bank is important in several views. In the eyes of customers, the brand is 
formed through the trustworthiness of a bank, but for example, the product development 
of traditional banking services is not in the core. 

The focal study has contributed to the development of banking industry and especially 
on the subject of how to produce banking services for customers. The development of the 
industry has been described and analysed using the concepts of the financial system and 
banking logic. This discussion chapter links the development of banking industry to the 
question of how to fulfil the needs of customers and about business logic transformation 
from manufacture and product centred logic towards service-centred logic. It connotes 
that the exchange of intangibles, specialised skills, knowledge, and processes rather than 
the exchange of tangible goods are dominant in serving customers and in marketing 
(Vargo & Lusch 200468). In banking, the discussion highlights the value of other than 
traditional banking services as the ultimate level to produce value to customers. Services, 
which guide customers through using traditional services, become important in the 
formation of a competitive edge and in marketing.  

There has been an extensive discussion on the paradigm shift in marketing in general 
(e.g. Grönroos 1994, Sheth & Parvatiyar 1995, Stauss 2005, Lovelock & Gummesson 
2004, Vargo & Lusch 2004). This study supports the shift to apply to inter-firm 
relationships as well, “What would be the nature of this paradigm is not clear, but such a 
paradigm ought to be based on value creation instead of value distribution; and focus on 
the processes of relationship engagement and not on the outcome or consequence of the 
relationship” (Sheth & Parvatiyar 1995). 
                                                           
68 Vargo and Lusch (2004) achieved an intensive discussion about the development of marketing logic. There 
has been both supporters and opponents for them (see e.g. Stauss 2005, Day 2004, Lovelock & Gummesson 
2004, Deighton & Narayandas 2004). 
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The basic needs of bank customers are to balance consumption over time through 
depositing and lending and the need to transfer money between different parties. These 
needs are served through the services of payments traffic, deposits, and credits. Let us 
call them as primary banking services. In addition to these needs, customers need 
financial advices, which refer to the use and selection of primary services or legal 
matters. Let us call them as personal banking services69. Primary banking services are 
suggestive of goods; they are highly standardised and ready made. Personal banking 
services are actually “real” services according to Grönroos’s (2000) definition of a 
service:  

 “A service is a process consisting of a series of more or less intangible activities 
that normally, but not necessarily always, take place in interaction between the 
customer and service employees and/or physical resources or goods and/or systems 
of the service provides, which are provided as solutions to customer problems.” 

By using the partnership perspective, the focal study has shown how the banking logic 
has developed from a vertically integrated to service-centred contract banking logic 
(Llewellyn 1999). Contract banking in this context means that outside of the bank’s core 
(which in Finnish banks is the ultimate level of producing value to customers), all other 
operations are served outside of the bank’s own organisation by service providers, 
partners etc. Relationships are based on bilateral or n-lateral contracts. The concept of 
financial system (Davis & Tuori 2002) clarifies the development of banking industry at 
the same time as the banking logic developed as described. 

Personal services have been fundamental in the Finnish banking throughout its history. 
For example, trustee services, credit investigation service, and wealth management are 
traditional advisory services performed by banks. Thus, service-centred business logic 
does not mean that banks are only now orientating themselves towards personal service- 
and customer-based activities. The banking logic’s focus has always been on the 
customer, but now the traditional, vertically integrated banking logic is not appropriate 
for a proactive and innovative banking industry. 

In the service-centred banking logic, it is matter of the value of personal banking 
services versus primary banking services in forming a competitive edge. Banks also act 
as a trusted (third) party for other parties in a network or in a dyad, in which a bank has 
the ability correctly to authenticate parties. In personal banking services, an essential 
point is the possibility to concentrate on the customer service work, i.e. the production of 
personal services and delivery of primary services in co-processes with customers (doing 
things for and with). The production of primary services can be outsourced, they can be 
bought from the market, and they can be produced in co-operation with partners, 
including competitors. It is also matter of the change of the attitude in relation to what is 
included in the core of banking. Although primary services form the fundamental core of 
banking offering, the customer service process and production processes have to be 
distinguished from each other. Thus, in the discussion about service-centred banking 
logic, it is in addition to the difference between primary and personal services also about 
proprietary operations and new ways to offer extensive banking services through 
partnerships and networks. In customer service, there is a change from a “make-and-sell 

                                                           
69 Personal services may be further classified on a regular or special basis (special financial or legal matters). 
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to sense-and respond” strategy (Haeckel 1999). In banking, this means that the ultimate 
offering cannot be standardised, but the components, which form the ultimate offering, 
have to be highly standardised. 

The production of banking services is transforming from the traditional proprietary 
manufacturing to a three-levelled model. A great part of the existing production will be 
outsourced because of the increasing need for the scale of economies. In other words, 
economies of scale will be purchased instead of proprietary manufacturing. The second 
level is formed by banking services, which have certain needs for economies of scale, but 
where, in addition, qualities like flexibility are important factors in production decisions. 
The need for scale forces domestic and regional banks to move manufacturing outside of 
the focal bank, but the need for quality influences the selection of the producer. This level 
is typically related to product development, where the partner’s role is besides in 
economies of scale, also in development resources. The third level is the “manufacturing” 
of personal services, in which the economies of scale is absent. For Finnish banks, this 
layer forms the core of their proprietary operation.  

In order to transfer distinctive personal services, a bank has to be able to integrate 
them individually with primary services to offer a complete bundle of benefits; both parts 
are valuable and needed. It is the same as with tangible goods in manufacturing, where 
goods are distribution mechanisms for service provision (Gummesson 2004). There has 
to be two-way interaction (the solution is co-produced by the customer and the bank) that 
results in mutual commitments. The solution might also mean some absorption of the 
customer’s risk (see also Day 2004).  

Customer loyalty has been traditionally high in the banking business. Service-centred 
banking logic would further increase the loyalty. According to Dyer & Singh (1998), 
customers may resist the kind of operational entanglements based on relationship-specific 
assets that create switching costs, such as the location of assets in close proximity, 
tailoring physical assets, or human-asset specificity achieved through co-specialisation 
and shared knowledge. The banking service may be a flow of services, beginning with an 
interactive definition of the customer’s problem and leading to joint development of a 
solution (Deighton & Narayandas 2004). However, some customers will value the costs 
of primary banking services and preserve their ability to bargain with banks. These 
“calculus-based loyalty” customers (Nordman 2004) are highly price-conscious and they 
actively compare prices. 

According to Vargo & Lusch (2004), the service-centred view implies that marketing 
is a continuous series of social and economic process. This process is largely focused on 
tacit resources and perceives marketing to be a continuous learning process; therefore, 
learning competencies will become more important. Partnerships are a means to procure 
resources cheaper or faster than it could be internally possible. In the Finnish banking, 
networking is still in its early phases and needs a lot of improvement in the industry’s 
competencies to benefit from them. Partnerships will increase their intrinsic value; it is 
not only the outcomes that are important but also how partnerships can develop a party’s 
partnership image and attractiveness. 

Service-centred business logic has been studied in business areas, where 
manufacturing, products and the exchange of tangible goods have been dominant. For 
example, Rust (2004) mentions that for General Motors the car-loan business became 
more profitable than the core car-sales part of the company; for American Airlines its 
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travel reservation company became more profitable than its airliners; and for Exxon 
Mobil their competitive advantage derived more from service elements such as the 
payment system than from gasoline. In banking, the discussion is about the role of 
personal services along with primary banking services of payments traffic, wealth 
management, credit and competition to act as a trustworthy party for other parties, as well 
as the ability to price this service. In the service-centred view, service provision rather 
than goods are fundamental to economic exchange. In the banking context, the service 
orientation appears in the competition of both service width and depth. The profit 
structure moves from self-made to intermediated services and from primary banking 
services to personal services. The service-centred view shifts marketing from the 
exchange of tangible goods (manufactured things) toward the exchange of intangibles, 
specialised skills and knowledge, and processes. Organisation forms are becoming more 
customer-based than product-based. An interesting question is in the roles and values of 
primary and personal services, which ones are the most basics of banking and which ones 
are only supportive? Are the primary services only delivery channels for personal 
services without intrinsic value of their own in forming the competitive edge? 

Why then, would there be a change in the significance of primary versus personal 
services? Moreover, why is this happening now? As was presented earlier, there is a 
tipping point that signals and validates a seemingly radical shift, though the contributing 
forces have existed for a long time. This study has presented several forces, which 
changed the banking industry. According to Vargo & Lusch (2004), ultimately knowledge 
and information drive service. Rust (2004) claims that the information revolution has 
brought about a new capability to leverage knowledge and information into service. 
Information technology gives the company the ability to learn and to store more 
information about the customer, which in turn makes the company better able to 
customise its services and to develop customer relationships. The result is that the utility 
provided to the customer is increasingly based more on information and less on physical 
benefits.  

The development of information technology has enabled universal access to 
knowledge that previously was dispersed and difficult to reach.70 This common 
denominator explains the development of services marketing, market orientation, 
customer relationship management, networked markets, mass customisation, and 
interactivity (Day 2004). The connected knowledge system enables the real-time co-
ordination of dispersed organisational activities and groups, the management of cross-
functional processes, and the synchronisation of the myriad points of customer contact 
that are integral to this new dominant logic.  

In the banking context, process integration will lead the development of banking 
services. As service-dominated economies replace manufacturing-dominated economies, 
most transaction involve government, high-end business services, health care, legal 
services, transportation services, evolving communications, multichannel retailing, 
financial services, and personal services (Shugan 2004). Banking services will integrate 
deeper into customers’ processes (both consumers and corporations). However, most 
firms are far from capitalising on the possibilities, which means that development is still 

                                                           
70 As information technology has accelerated, the world’s leading economies have changed from approximately 
30 % service to approximately 70 % service (Rust 2004). 
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in the early stages of the transition to a service-centred dominant logic. By facilitating 
information flows and the concomitant knowledge sharing and utilisation, the enablers 
will also speed up the acceptance of the premise that knowledge is the fundamental 
source of competitive advantage (Day 2004, Vargo & Lusch 2004). There is causal 
ambiguity when it is unclear to competitors how the source of advantage works. Causal 
ambiguity deepens when the resource is based on a complex pattern of co-ordination in a 
process. The complexities of a solutions strategy will be difficult to master but even more 
difficult to copy. Many firms will find it hard to gain and sustain a relational advantage 
through superior solutions (Day 2004). It might be that the innovation of banking logic is 
more important than the innovation of products and services. Success in business logic 
innovation gives a competitive edge in product and service innovation.  

In the banking context, the explanation can be sought from the commoditisation of 
primary services. In Finland, the competition between incumbent banks and the effect of 
the European market has reduced price margins in primary services. The quality of 
primary services is similar between banks so, if banks cannot differentiate using quality 
or price of primary services, the formation of the competitive edge moves to personal 
services, which base more than primary services on intangible resources and are thus 
more difficult to imitate by competitors. On the other hand, customers do not buy goods 
or services- they buy offerings, which render services, which create value (Gummesson 
1995). Primary banking services will remain fundamental for the customer relationship, 
but the competitive edge will be gained in personal services (i.e. in forming and 
consulting the use of primary services) and in the banks’ ability to act as a trusted party. 
Success will be evaluated based on cost efficiency in primary services, on quality in 
personal services, and on image as a trusted party. Because services are more customised 
to individual needs and involve the human resources of the firm, it is more difficult to 
increase quality without lowering productivity (Anderson et al. 1997). Success in short-
term product selling is not the key for competitive edge. Success in long-term customer 
service will be the key. 

Figure 35 explains the core of service –centred banking logic. Capabilities are 
repeatable routines and operation models, which use existing resources in order to 
produce and deliver products and services. Competence is the ability to use resources and 
other capabilities in order to achieve strategic goals (Tikkanen 2005). In this view, the 
banking logic is a consequence of the banking output, because the study object has been 
on the development of the banking logic as the consequence of internal (e.g. competition) 
and external uncertainty (e.g. liberalisation). 
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Fig. 35. The core of service-centred banking logic. 

The development of the banking logic refers to the boundary system of a firm. The 
change of boundary system from protecting to connecting was analysed earlier in this 
study. The other boundary-related interest is about the boundary extension. In the 
vertically integrated banking logic, the boundaries are established by the hierarchical 
(proprietary or contractual) control of resources (Håkansson & Snehota 1989). According 
to Pfeffer & Salancik (1978), “the organisation ends where its discretion ends and another 
begins”. In a network view, some of the organisation’s relationships with other 
organisations constitute in themselves one of the most valuable resources that it 
possesses. In view of the role of external resources stressed in the network view, it 
becomes meaningless and conceptually impossible to disconnect the organisation from its 
context. The organisation exists and performs in a context rather than in an environment, 
in as much as it has a meaning and role only in a relation to a number of interrelated 
actors. This makes it difficult to define “where the discretion of an organisation, and thus 
the organisation itself, ends and another begins” (Håkansson & Snehota 1989). In the 
focal study, the boundary system of a bank moved from protecting the core to connecting 
the core with other firms, it allowed the mobilisation and exploitation of resources 
outside of its own hierarchy, but also submits its own resources to be used by other 
parties.  

•Cost efficiency in primary services
•Quality in personal services
•Image as trusted party

•Resources
•Capabilites
•Competencies

Banking logic
•proprietary operations
•outsourcing
•partnerships
•networks
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7.2  Conceptual contribution 

The primary purpose of this study was to explore how the reasons for entering 
partnerships have changed in an industry that is under going rapid environmental 
development. The focus was also to explain the industry’s development from the 
partnership perspective. The data analysis was guided by the theoretical framework 
developed in chapter three, according to which, factors influencing partnership entry 
reasons are identified. The forming of wide theoretical perspective to explore the 
phenomenon was the first contribution of the study. This framework made it possible to 
form a wider understanding of partnership entry reasons than if the study had been 
limited to the partnership-specific level. According to Park & Zhou (2005), in some 
situations, a narrow focus on the cost-benefit approach around a particular partnership is 
enough, but in other situations, the broader cost-benefit approach to assessing 
partnerships is crucial.  

Conceptual contributions may involve improved conceptual definitions of constructs, 
the identification and definition of new constructs, the development of additional 
theoretical linkages, and the development of improved theoretical rationale for existing 
linkage (Summers 2001). Incremental innovations in marketing research are less likely to 
make significant contributions as they mainly consist of replications of previous studies 
(Voss 2003). In architectural innovations, the core concepts remain the same, but new 
linkages between the concepts are introduced. Modular innovation takes place when 
existing concepts are defined, measured or analysed in new ways. Radical innovations 
introduce entirely new conceptualisations that change our understanding of old constructs 
and relationships (ibid.).  

According to Voss (2003) a “..shift in measurement or analysis extends our 
understanding of the nature of the focal relationships by examining them through a 
different lens”. In the focal study, the development of the banking industry was analysed 
through the lens of partnership concepts, especially partnership entry reasons. The main 
conceptual contribution lies in the approach of partnership entry reasons and its 
development in the banking context, making the study contribute to partnership literature 
as well as to other traditions that illuminate partnership rationale. The results of this study 
can be characterised as architectural and modular innovations, as the study constructed 
new linkages between traditions and it examined existing construct in the banking context 
in a new way. This part also explicates, on conceptual level, which parts of the traditions 
are especially useful in partnership context.  

In the focal study, the conceptual aim was to first, find out or develop concepts that 
could be used to describe the development of partnership entry reasons. These concepts 
were mainly produced in the theoretical framework. Second, the aim was to find out or 
develop concepts that may be used to describe the development of the banking industry 
development. The concepts of the banking logic and financial system formed the base to 
understand the industry development. Third, the aim was to find out or develop concepts 
through which to discuss the consequences of the development. The concepts of change, 
service-centred banking logic, primary banking services, and personal banking services 
were used to elaborate on the theoretical and managerial banking consequences.  
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The understanding of partnership entry reasons was augmented by a theoretical 
framework of reasons for entering partnerships from three theoretical views. The 
partnership-specific view explained the reasons for entering partnerships based on the 
benefits that a partnership may produce for a bank. Industry-specific view explained the 
reasons based on the banking industry paradigm, i.e. the general banking logic features 
that could explain the change in partnership entering reasons and how those features have 
developed. The external view explained the reasons from the environmental level, 
specifically environmental attribute and changes that can stimulate partnership entry. 

The partnership-specific view consists of transaction cost- based, resource-based, and 
relation-based reasons. In the theoretical framework, the transaction cost -based entry 
reason was formed on Transaction Cost Economics (TCE). The principal argument in 
TCE suggests that partnerships are more efficient than markets or hierarchies when they 
minimise the firm’s transaction costs (Jarillo 1988). In this case, partnerships are based 
on transactional co-operation71, which is seldom a form of competitive edge for a firm but 
merely a necessary or compulsory issue. In cost-based partnerships, the organisational 
boundaries of parties are clear; partnerships are mostly an alternative for markets or 
hierarchies. TCE proved to be an adequate theory to analyse partnerships of cost-
efficiency entry reason and to understand partnerships that are defined to be more 
efficient than markets or hierarchies when they minimise the firm’s transaction costs (see 
also Jarillo 1988). TCE, like other traditions in the framework are not initially for 
understanding partnerships particularly. Therefore, it was reasonable to highlight such 
concepts that explicate the traditions in the context. In the framework, the following TCE 
concepts were highlighted in order to understand cost-based partnerships: uncertainty, 
opportunism, bounded rationality, asset specificity, and the cost of intangible assets. 

Resource-based partnership entry reasons were formed on the Resource Based View 
(RBV). Partnership entry reasons are based in the resource acquisition and consolidation 
of parties. Therefore, resource-based partnerships create value, and are not only 
transactional (see Sheth & Parvatiyar 1995). Partnerships relate to joint planning, co-
production, co-marketing, co-branding, resource share, R&D etc., which are the primary 
partnership entry reasons72. In the focal study, resource-based partnerships included 
exchange. According to Dwyer et al. (1987), this kind of partnership could be called 
relational exchange. The organisational boundaries of parties are hard to distinguish when 
companies are likely to be involved in a shared relationship with their partners (ibid.). In 
the framework, the following RBV concepts were highlighted in order to understand 
resource-based partnerships: homogenous/heterogeneous resources, resource imitation, 
imperfect competition for the resource access, cumulative learning, and dynamic 
resources. On the other hand, it requires existing internal resources to get resources 
through partnerships (Eisenhardt & Schoonhoven 1996). A firm’s resources determine its 
need and opportunity to create partnerships (Park et al. 2002) 

In relation-based partnerships, the reasons for entry were based on value creation 
through joint action in a relational engagement (Heide & John 1990). In this study’s 
context, the relation-based view consists of three factors, which differentiate this view 

                                                           
71 Value creation is performed individually by the parties, not in the partnership exchange (value is distributed, 
not created).  
72 Transaction is the exchange in the co-operation, but e.g. knowledge flow is not anchored to exchange. 
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from transaction cost- based and resources-based views. They were social capital, long-
term relationships, and the network effect. I suppose that there will emerge a need for 
banks to compete for partners and status in networks. Therefore, they have to concentrate 
on the development of their partnership and network image through existing partnerships. 
Håkansson & Johanson (1988) discuss the network identity in order to capture the 
perceived attractiveness or repulsiveness of a firm as an exchange partner due to its 
unique set of connected relations with other firms, links to their activities, and ties with 
their resources. It refers to how firms see themselves in the network and how they are 
seen by other network actors (ibid.). Rowley & Baum (2002) broadened the focus in the 
strategic alliance and networks literature from a firm's 'partner strategy' to its 'network 
strategy' by linking a firm's network moves - its partnering choices - to changes in its 
network position over time. Using data on all underwriting syndicates formed by 
Canadian investment banks over nearly 40 years, their findings indicated that the 
partnering choices of 'lead' banks, which wield greater control over their network 
structure than 'co-lead' banks, are more likely to improve their network positions more 
than co-lead banks, and that lead banks compete with each other for brokering 
opportunities (i.e., structural holes). The banks did not however understand their 
networks sufficiently well to enable them to differentiate between positions of constraint 
and autonomy. 

Resource-rich firms have opportunities to create partnerships to continue their growth. 
These firms are able to attract partners to potential partnerships and maintain stronger 
positions in their partnerships, further strengthening their resource conditions and making 
them partners that are even more attractive. Their attractiveness as partners makes it easy 
for them to hedge their bets by maximising access to new resources. In comparison with 
resource-rich firms, resource-poor firms have a greater need for partnerships that would 
help them survive through acquiring necessary resources and filling resource gaps. 
However, they are not as attractive as partners as resource-rich firms and, therefore are 
less likely to secure partnerships for resource exchanges. As a result, resource-poor firms 
are left adrift in an industry without being able to define their positions unambiguously 
within the confines of specific sub-networks of resources (Burgers et al. 1996, Park et al. 
2002) 

The framework is consistent with the general discussion about how organisational 
advantage is formed. In 1970s, TCE became increasingly influential, positing that the 
existence of firms can be explained in terms of market failure and the greater ability of 
firms through hierarchy (or partnerships in the focal context) to reduce the costs of 
transactions (Williamson 1975, 1981, 1985). Neoclassical formulation is often taken as 
the baseline theory for the study of inter-firm relationships because it embodies the core 
principles of most economic approaches (Wilson 1989). In the ‘ideal’ atomistic market, 
exchange partners are linked by arm’s-length ties. Self-interest motivates action, and 
actors regularly switch to new buyers and sellers to take advantage of new entrants or 
avoid dependence. The exchange itself is limited to price data, which supposedly distils 
all the information needed to make efficient decisions. Relationships are cool and 
atomistic; if ongoing ties or implicit contracts exist between parties it is believed to be 
more a matter of self-interest, and profit-seeking behaviour than wilful commitment or 
altruistic attachment (Macneil 1978). However, TCE was challenged by several views 
grounded in the concept of organisational advantage. TCE displays a bias toward 
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describing opportunistic rather than cooperative relationships (Moran & Ghoshal 1996). 
Though TCE has usefully revised our understanding of when non-market transactions 
will arise, yet because its focus is on dyadic relations, network dynamics are highly 
ignored (Uzzi 1997). For example, Uzzi (1997) has described the other end of the 
exchange continuum as having embedded relationships, which are characterised by trust 
and personal ties rather than explicit contracts, and that these features make expectations 
more predictable and reduce monitoring costs. In the focal study, RBV was used to 
highlight the competitive advantage of firms as being based on their unique constellation 
of resources. Relation-based view shifted the discussion to networks, long-term 
relationships and social capital based mainly on the discussion of IMP-group. Thus, the 
focal study supports that discussion and furthermore contributes to the partnership and 
network context. 

However, the focal study refers to the economical realities of partnership entry 
reasons. By this I mean an opposite view against the discussion about relationship and 
social capital based partnerships (see e.g. Burt 1997). In the focal context, there was 
always a business-based (need of transaction or resources) reason for partnerships. The 
value of relation-based entry reasons emerged after the foundation of a partnership, even 
though relation-based reasons became important for the parties during the partnerships. 
The extent of the needs of a firm is wide in partnerships. Thus, in studying partnerships, a 
wide perspective for the entry reasons as well as to study other partnership motives is 
needed. On the other hand, the focal study supports the notion of Lambe et al. (2000)73 
that different views for explaining relationships are complementary, not mutually 
exclusive. A single partnership is not exhaustively explained by cost based or resource 
based or relation based views. Several views may concurrently explain the entry reason.  

Furthermore, I expect that relation-based partnership entry reasons will become more 
important and even primary entry reasons in banking as well. This will be a consequence 
of the need for deep partnerships with customers, suppliers, and other possible partners. 
According to Donaldson & O’Toole (2000), the relational feature of inter-firm exchanges 
is becoming more common. They suggest future research to investigate the competitive 
advantage implication of relationships. However, this does not mean that deep and 
relation based partnerships are always the right ones and to be aspired to. 

7.3  Managerial contribution 

The banking business in Europe is charged by the growing needs of scale economies. For 
example, in payments transfer and card business, the integration on non-cash payments 
will meet global competition in every country after the implementation of SEPA (Single 
European Payments Area) standards. Not every bank will be able to produce proprietary 
services. On the other hand, contrary to the antecedent view of bank’s core competencies, 
in many cases, proprietary infrastructure is not core to the banking business, as it does not 
sufficiently differentiate the offerings of the banks (see. Wakeham et al. 2005). 

                                                           
73 Lambe et al. (2000) use Transaction Cost Economics and Social Exchange Theory to explain relational 
exchange. 
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Partnerships and networks are becoming a norm in the banking business. The structure 
of a banking firm will inevitably change to core competence concentrated and networked. 
The entry barriers that still exist will continue to be diminished. As an example, 
according to Capgemini & ABN AMRO (2005), the development of payments transfer 
services will be radically concentrated and produced by volume able banks. 
Local/regional economies of scale will not exist. The liberalisation of the banking 
industry is progressing, although some entry barriers will sustain. Figure 36 illustrates the 
development of payments services. 

Fig. 36. Payments services positioning (source Capgemini & ABN AMRO 2005). 

A managerial challenge is to choose the right networks and partners for the right tasks. A 
managerial challenge, which will arise, is the need to develop partnering capabilities that 
are essential in order to succeed in partnerships and to be accepted as a partner.74 Firms 
will compete for strategic partners and, being a strategic partner, will be competed for. In 
a network context, each firm is engaged in a number of exchange relationships with other 
firms. These relationships define the position of the firm in the network. Positions are a 
consequence of the cumulative nature of the use of resources to establish, maintain and 
develop exchange relationships. A strong network position gives a firm some power over 
resources controlled by other firms and strategic actions are efforts to influence (change 
                                                           
74 According to Johanson and Mattsson (1992), strategic alliance limit the number of potential alliances in the 
networks since some firms become appropriated.  

PAYMENTS CAPABILITY

G
EO

G
R

A
PH

IC
 R

EA
C

H

All payments
Cash management

EU12

EU25

Local

Core service Full service 
Insourcing

Small
domestic

Niche
player

EU/Global
bank

Euro
bank

Big
domestic

Regional



 153

or preserve) the firm’s position in the network (see Johanson & Mattsson 1992). 
According to Barney (1991), the evidence that firms discriminate among their partners 
suggests some players are sought-after allies, a condition that may be a valuable resource 
or a source of competitive advantage. 

In cost-based partnerships, the resources needed are similar to “conventional” 
production resources. When the continuum of partnerships shifts towards resource-based 
and relation-based partnerships, as presented in the focal study, the needed resources and 
capabilities are more partnership-specific than in cost-based partnerships. For example, 
Möller et al. (2004) point out that the set of capabilities becomes more multifaceted, as 
the complexity of the network’s value system increases. According to Park et al. (2002), 
firm resources matter in creating a strategic partnership. Resource-rich firms are better 
capable of meeting their needs and exploiting opportunities as the market changes 
through partnerships. Thus, partnerships are not a means of transforming weak firms into 
strong firms. Instead, partnerships are more likely to be formed by strong firms, at least 
during market instability (ibid.). 

In banking, partnerships offer a wide array of possible benefits. One benefit of 
particular importance is achieving economies of scale, for both small and large banks. In 
banking, economies of scale lie rather in the processes than in the organisations. 
Therefore, partnerships have been successful as a substitute for organisational size.  

It has been noted that partnerships with similar resources may produce more short-
term value because economies of scale are easier to achieve than economies of scope or 
other forms of synergy (e.g. Harrison & Smith 2001). In resource-based partnerships by 
integrating different, yet complementary resources, firms have opportunities for synergy 
derived from economies of scope, leading to higher, long-term firm performance. 
However, when firms enter partnerships based on relationships, research has shown us 
that firms need partnering capabilities, and they must increase their partnering image in 
order to succeed in partnerships. In forming a competitive edge through partnerships, a 
firm may also distinguish itself from its competitors by entering cost-based partnerships 
if the premise for entering a partnership is based on the focal firm’s partnership 
capabilities. A firm’s partnership formation could present a direct competitive threat to 
other rivals in similar markets and industries (Park & Zhou 2005) and they are used, not 
only to enable a firm to withstand competition, but also to impose stronger competition 
on others (Silverman & Baum 2002).  

As a combination of the resource and relation based argumentation in the focal study, 
the relationship is not only for getting access to resources and capabilities outside of the 
organisations, but it becomes to be an asset in itself. The partnership is created through a 
path-dependent process and is, therefore, idiosyncratic and difficult to imitate. 
Consequently, the resources, which are accessible through the partnerships (or networks) 
are also relatively inimitable and non-substitutable (Gulati 1999, Gulati et al. 2000). This 
possibility is still highly untapped in the Finnish banking, where the main advantages of 
partnerships have been in industry level cost efficiency and the formation of entry 
barriers. On the other hand, relation-based embedded partnerships are not without 
disadvantages. In a network, an unexpected loss of core party, or a deep and sudden 
structural change in resource flows can cause transform an asset in to a liability (see Uzzi 
1997). A deep relationship causes dependencies on other parties and their resources. A 
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balance in partnership portfolio is needed and deep partnerships are not always ideal for 
inter-firm relationships.  

Banks have different kinds of core competencies. In Finland, the banking logic has 
changed from a vertically integrated to a specialised logic. The core in the present 
banking market is in customer service and in producing value for the end customer, not 
for example in economies of scale, which are common in manufacturing. In a customer-
centric and fragmented banking logic, different capabilities are needed to be successful in 
partnerships and networks. For example, the banking brand acquires new meanings 
because of the development. When a bank is serving the end customer, the brand is 
valuable in the eyes of the end customer. If the direct customer contact is brought by a 
partner e.g. in card co-branding, the bank’s brand has a different meaning. The bank’s 
task is to promote the bank’s value in the eyes of the partner, but not necessarily in the 
eyes of the end customer. However, these features of the new banking logic seem to 
develop more slowly than the organisational features, i.e. the formal movement from old 
logic to new one. 

The focal study shed light on the concept of change. It was noticed that in the light of 
external development (in this study the banking liberalisation process), the change can be 
described as catastrophic; major developments took place suddenly, with few 
antecedents. However, when the change was analysed based on the industry’s internal 
development, we were able to see that there were clear continuities between the periods, 
which were defined by external drivers. Compared to the “catastrophic model”, we can 
see that from the internal view the development has been a process if involving 
complicated and dramatic change but also simultaneous incremental change and 
continuity where some parts have been totally renewed while some parts have changed 
little if at all over time. Thus, a managerial contribution is that even in a strong external 
change, the development of a firm and of an industry even in dramatic change is based on 
and linked to past phenomena. “Every concrete process of development finally rests upon 
preceding practices and concepts” (Schumpeter 1936). So-called giant leaps are rare or 
even impossible in a durable business development. On the other hand, this study has 
shown that partnerships are a way to decrease environmental uncertainty. 

The last managerial implication refers to the strength of partnership on external forces. 
It is noted that management can only rarely affect the external driving forces (Tikkanen 
2005). In the focal study, it was however noticed that through partnering banks have been 
able to affect the external forces. In the Finnish banking market, when the whole industry 
collaborated, it had a strong influence on the deregulation process. The banking industry 
has succeeded by using inter-industry (between incumbents) co-operation also to form 
entry barriers. Thus, the identification of potentially meaningful driving forces, 
anticipation and adaptation can be supplemented by the affect of external driving forces 
in some circumstances through partnerships. 
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7.4  Transferability, limitations of the study and avenues 
for future research 

It is widely agreed that there is a difference between the issue of transferability in 
quantitative75 and in qualitative studies (e.g. Gummesson 2000). In quantitative research, 
generalisability concerns the representativeness of the sample. In qualitative research, 
transferability concerns the extent to which the findings of a particular inquiry have 
applicability in other contexts or with other subjects (Lincoln & Cuba 1985). 

According to Lukka & Kasanen (1993), usable results are more in the form of abstract 
frameworks, thus providing tools for capturing the central feature of the phenomenon and 
not law-like generalisations. The focal study formed a framework in order to analyse 
Finnish banking partnerships. A wide view from which to understand partnership entry 
reasons (see conceptual contributions) was formed. The framework is highly transferable 
into other industry contexts, especially service industries, where the significance of a 
service, not a good is high. For example, in the Finnish retail market, which has 
undergone also a strong external change because of foreign competition, a service-centric 
business development could be analysed through a wide partnership perspective. This 
framework encourages the understanding of the firm’s environment and industry even 
though the unit of analysis is on the partnership level. 

This study has focused on the Finnish banking market during twenty years of 
development. The period is long and the object is wide. Even though four main banks 
form almost 90 percent of the Finnish banking market, a general industry view is still 
challenging to manage. The partnership perspective was selected as a means to refine and 
focus the study task. Furthermore, the partnership perspective was developed using six 
empirical partnership examples, which only make up a small proportion of all the 
partnerships between Finnish banks. On the other hand, the idea of a case study is to 
understand a narrow subject in depth in order to learn something new about the whole 
phenomenon. 

The focal study includes one case industry, which is divided into three periods. 
Furthermore, six partnership examples are observed during these three periods. The aim 
of the study was to understand partnership examples and the development of banking 
industry by concentrating to partnerships, industry, and external forces. This caused 
trouble in specifying the results in the discussion phase. 

One limitation of the focal study rests in its concentration on the view of banking 
industry when analysing the partnership entry reasons. Partnerships are always in a dyad, 
between two or more parties. In this study, the biased view was selected to explain 
banking industry development.  

One possible pit fall in a research project can be in using a wide selection of 
perspectives to form the theoretical framework. Especially for an inexperienced 
researcher, it might guide the project into deep water in attempting to manage too many 
theories. In the focal study, the framework was constructed from several perspectives. 
The tool to control and restrict the theoretical discussion was the same as was used in the 
industry problem; the partnership perspective narrowed the theoretical discussion, which 
                                                           
75 In quantitative research, the term used is typically generalisability. 
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meant the researcher did not have to adopt all profound nuances of all theories and 
traditions. However, it was important to clarify the meanings of all perspectives and the 
mutual relations of them.  

If a researcher has a strong experience in the studied area, it might cause a biased view 
of the truth. Preconceptions may be seen in disequilibrium of data collection or in its 
analysis. My banking experience is over 15 years. The potential biased view was 
prevented by using a wide selection of interviews and by forming the theoretical 
framework from several different sources.  

The discussion about the service-centred banking logic is based on the conceptual 
interconnection between the logic and theories that were used in the framework. The 
most interesting avenue for the future research would be to continue this discussion. 
Service-centred banking logic refers to networked business model, which would be 
another interesting research area; to study banking in network context instead of dyads. 
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 Appendix 1 Log of interviews and meetings 

Date  Interviewee  Position   Company 
 
4.2.2002  Mikko Hyttinen  director   OP Bank Group 
- several meetings in 2002 
7.2.2002  Heikki Kapanen  CEO   Luottokunta 
- several meetings in 2002-2003 
13.2.2002 Matti Inha  CEO   Hypoteekki- 
        yhdistys 
21.2.2002 Risto Kari  senior consultant  TietoEnator 
6.3.2002  Pasi Kämäri  head of strategy  OP Bank Group 
- several meetings in 2002-2004 
11.3.2002 Päivi Mäkelä  consultant  TietoEnator 
     (unit manager in OP-Group until 2000) 
26.3.2002 Eero Kostamo  former executive vice The Finnish  

president Bankers’ 
Association 

27.3.2002 Kari Nihtilä  director   The Finnish 
        Bankers’ 
        Association 

15.4.2002 Petri Carpén  director   Luottokunta 
30.4.2002 Markku Pohjola  executive vice president Nordea 
20.5.2002 Risto Tornivaara  director   Sampo Bank 
6.6.2002  Harri Sailas  director   Nordea 
17.6.2002 Reijo Karhinen  CEO   OP Bank Group 
18.6.2002 Markku Ruutu  CEO   Saving Banks 

        Group 
3.5.2004  Matti Inha  CEO   Hypoteekki- 

yhdistys 
17.5.2004 Reijo Pukonen  executive vice president Postipankki 
     - retired in 1993 
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23.6.2004 Kari Nihtilä  director   The Finnish  
Bankers’ 
Association 

9.8.2004  Timo Ritakallio  executive vice president OKO Bank 
1.9.2004  Raimo Voutilainen director   Aktia Bank, life 
     - until 2004  insurance 
3.9.2004  Antti Tainio  head of payments  Nordea 
29.9.2004 Raimo Ilaskivi  CEO   The Finnish 
     - until 1979  Bankers’ 

        Association 
5.10.2004 Hannu Kuokka  director   Sampo Bank 
22.10.2004 Matti Ruohonen  CEO   Veritas 
29.10.2004 Pekka Honkanen  managing director Ikano Rahoitus 
       Oy 
2.11.2004 Matti Ranki  CEO   Skop Bank 
     - until 1984 
3.6.2005  Antti Tanskanen  CEO   OP Bank Group 
4.7.2005 Oiva Iisakka   managing Director Nooa Savings  

      Bank 
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