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 3.1 Starting points 

 When the co-operative movement started in Finland, the country was an autono-
mous Grand Duchy of the Russian Empire with ambitions to be independent. 
The co-operative strategy for national survival was to create competitive com-
mercial structures relying on three pillars: a mutually coordinating ideological 
umbrella organization Pellervo Society (1899), co-operative legislation (1901) 
and a federal two-tier organizational model ( Simonen, 1949 ;  Kuisma et al., 
1999 ;  Skurnik, 2002 ). The Central Finnish Co-operative Society SOK was con-
sequently founded in 1904 as an integral component of this structure ( Herranen, 
2004 ). 

 Although this story is generally quite well known, the development of Fin-
land’s consumer co-operatives in recent decades has not been fully related in 
the English language literature ( cf .  Ekberg, 2008 ,  2012a  and  2017 ;  Battilani & 
Zamagni, 2012 ;  Hilson et al., 2017 ). This chapter will provide a detailed analysis 
of how the S Group, the larger part of Finland’s two-part consumer co-operative 
movement, coped with an increasingly challenging environment, focusing espe-
cially on the period of its strategic renewal since the 1980s. Because all this has 
long roots in history, it has made Finland an interesting consumer co-operative 
experimental laboratory of strategic renewal (SR) ( Komulainen & Skurnik, 
2023 ). 

 As is well known, in some Western European countries consumer co-operatives 
have totally vanished, but in others they have survived and even fl ourished ( Fur-
lough & Strikwerda, 1999 ;  Battilani, 2005 ;  Ekberg, 2017 ). Current explanations 
for these diff erent experiences have been based on how these organizations have 
coped with three consecutive revolutions in food retailing: ‘the supermarket’, 
‘the chain store’ and ‘the consumer revolution ’  ( Ekberg, 2008 ,  2012a , 2012b, 
 2017 ). As the lessons derived from a study of the Finnish S Group have not 
been covered in detail to date, this article is useful as a means of supplementing 
the literature. Three substantive components of S Group’s strong development 
are still missing, and it is necessary to complete the global analytical picture of 
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2006) and phase 2 (SR 2), the actual SR, in the late 1980s. But only in the 1990s 
did the measures implemented since the early 1980s begin to have an impact on 
the Group’s activities, boosted by the new dynamics of the second phase (SR 2). 

 In 1983, SOK had chosen a General Director (GD), for the fi rst time from 
outside the Group, tapping an experienced turn-around specialist, Mr. Juhani 
Pesonen. Following the offi  cial turn-around plan’s mandate (S-83), he had begun 
to develop a healthy new business structure and business-like way of thinking 
on which the Group could build all its future business activities. Quite typically 
in this kind of situation, the main goals of the S-83 plan were ( Peltonen, 2009 ): 

 1) to prevent a liquidity crisis, 
 2) to break the debt spiral, 
 3) to restore profi tability, and 
 4) to create a substantial platform for S Group activities. 

 And its implementation was to be based on six strategic programmes: 

 1) business, 
 2) structural, 
 3) realization strategy, 
 4) the administration and management, 
 5) reorganization of the group, and 
 6) competitive strategies. 

 Thus, the new GD encouraged (and partly forced) local co-ops to merge into 
bigger units called regionals (numbered in 1980 at 202 and in 1990 at 67) and 
began reorganizing business operations into chains. Additionally, there was a 
re-evaluation of co-op roots – which was quite new at that time – a process 
started by emphasizing entrepreneurship, co-operation and ownership by indi-
vidual Finnish citizens. The S Group also began to look at itself as a strategic 
network ( Pesonen, 2018 ). But the road ahead proved to be slow. Mr. Markku 
Alhava, looking at the development from the competitor’s camp, in his letter to 
the author ( 2019 ) concluded: ‘The S Group entered in the early 1990s into the 
weak market environment renewed and purifi ed of its own weaknesses’. 

 With the next nomination of a GD (1988), the S Group selected Mr. Jere Lahti, 
a member of SOK’s executive board, who had a long and diverse career inside 
the S Group. He was given the reins at a time when further strategic reappraisal 
of the co-operative nature of the Group was seen as necessary. The S Group’s 
market share in groceries was then at its nadir (15.9%), while the K Group was 
hovering at its zenith (around 40%). 

 Even before Lahti took over his new position, he drew around him a compact 
 ad hoc  strategic group, to be called the Customer-owner Task Force, to help 
plan  phase 2  of the SR. 1  Lahti put forward his ideas in the fi rst meeting on 6 
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January 1988 ( Skurnik, 1988a ). He wanted to keep the task force concise, noting 
that it ‘will be kept independent from SOK’s offi  cial planning systems’, and its 
target-setting precise based on the notion that it would be ‘progressing little by 
little utilizing new research results and trying to develop co-operativeness and 
regionality in new modern ways but at the same time in a back-to-basics spirit, 
identifying the Group’s dominant characteristics’ At the same time, it would be 
experimenting with pilots in a few of the nearest trusted regionals. Lahti’s charge 
for the group was simple and outspoken:  ‘ renew the ownership thinking and fi nd 
concrete business advantages in the Group’s history and its nature as a co-op 
(producing its members’ services) that could be strategically exploited’ (quoted 
in  Skurnik, 1988a ). 

 The core ideas for the new customer-owner (C-O) concept (investing by buy-
ing), which had already been quietly emerging in some individual co-operative 
societies ( Kangas, 2004 : 130–131), was formally written down in September 
1988 ( Skurnik, 1988c ). It was strategically central to the future success of the 
Group. It took a fresh look in a back-to-basics spirit, exploiting comprehensively 
but in new ways the co-operativeness which had been a central feature of the S 
Group since its foundation (Lahti & Lehtinen, 1990). 

 This renewal was not, however, straightforward because of the Group’s ideo-
logical and individualistic corporate culture, resulting in resistance to these new 
ideas ( Lahti, 2008 ;  Lamberg & Luoma, 2021 ). Opposition within the Group 
raised the issue that losses already incurred would prevent the Group from pay-
ing planned bonuses to the C-Os ( Neilimo, 2005 : 34). In other words, they did 
not see the bonus system as an incentive system. 

 Regardless of these doubts, the C-O concept began to reinvigorate co-op 
ownership. The basic realization was that in any enterprise, some party must 
always take responsibility for the ownership role ( Veranen, 1987 ). For this pur-
pose, the traditional collective idea of co-operative ownership was out-of-date. 
If there are not real owners available, the void would be fi lled by management 
( Skurnik, 1989a  and  1989b ,  1990 ;  Heras-Saizarbitoria & Basterretxea, 2016 ). 
Genuine co-operative owners and real strategic ownership were an urgent 
necessity when dealing with the inner turmoil experienced across the Group 
( Lehtinen, 2022 ). Only the owners could make and be responsible for strate-
gic decisions; otherwise, decision-making would be paralysed. Thus, what the 
task force was searching for might be described as an out-of-the-box approach 
that could strategically support the Group in the big development challenges to 
come. 

 Another matter of principle that has caused considerable confusion within 
the Finnish co-op movement in general was the misunderstanding that co-ops 
are not supposed to produce profi ts. When interpreted in too literal a manner, 
which has been typical in Finland, the consequence of this notion has been dev-
astating, causing co-ops to make losses instead of profi ts ( Jääskeläinen, 1989 ; 
 Mills, 2001 a;  Tuominen et al., 2013a ). In fact, the original idea carried over 
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from initial co-op principles ( Rochdale, 2018 [1844 ]) was not that co-ops should 
 not  be effi  cient and produce profi ts (in co-op dictionary terms, surplus = profi ts 
 ex-ante ) but that the surplus (or rather the  ex-ante  measurement error) should 
be returned – after all necessary investment, etc. – to members so that no profi ts 
would remain  ex-post  below the bottom line. 

  Figure 3.3  outlines how the taskforces discussions in 1988 were developed 
into a comprehensive new business plan and value chain, featuring from the 
consumer’s own shop; investing by buying with comprehensive steps through 
all phases of strategy building and its implementation into the Group’s com-
petitiveness; and customer-specifi c service with large-scale benefi ts (namely, 
commitment and volume converted into information and effi  ciency). Making 
membership and its benefi ts visible for C-Os, it was argued, should confi rm 
the Group’s commitment to its C-Os – and  vice versa . Taking advantage of the 
subsequent growth in volume and effi  ciency, the Group could access strategic in-
formation about the needs of its C-Os, resulting in a better fi t with its customers 
( cf .  Siggelkow, 2001 ). This would result in the development of a virtuous circle 
within the whole S-system ( cf .  Casadesus-Masanell & Ricart, 2011 ). However, 
the basic issue was related not only to cost-cutting and competitive prices (be-
coming the most aff ordable shopping basket in the market every day) but also 
to targeting a longer-lasting, profound (systemic) change in S Group’s business 
model.  

 The keys to understanding this new business model were the most recent theo-
ries at the time, relating to the role of incentives and ownership in organization-
building ( Holmström, 1986 ;  Veranen, 1987 ;  Koski, 1988 ;  Holmström & Tirole, 
1989 ;  Holmström & Milgrom, 1994 ). When the U.S.-based Finnish Professor 
Bengt Holmström – the 2016 Nobel co-laureate with Oliver Hart, for their con-
tribution to contract theory (https://economics.mit.edu/faculty/bengt) – gave a 
lecture in Helsinki ( Holmström, 1986 ), the author became personally acquainted 
with him, and through him with the relatively new (for Finland) fi eld of the eco-
nomics of incentives and organization ( Holmström, 1979 ,  1982 ;  Holmström & 
Ricart i Costa, 1986 ;  Hart & Holmström, 1987 ;  Holmström & Milgrom, 1994 ; 
Holmström & Tirole, 1989). This key contact and multiple personal discus-
sions with him had an important infl uence on the S Group’s strategic renewal 
( Skurnik, 1988b , 1988c). 

 These ideas indicated that to be competitive, the S Group needed to be stra-
tegically better than its competitors at creating preconditions in a true win-
win spirit for making strategic use of information for future volume growth 
based on the incentivization of C-Os, and thereby reducing overall cost struc-
tures  on their behalf . This could be done by coordinating all systems and 
structures used in guiding business operations and by developing all of them 
consistently to constitute a comprehensive organizational steering system and 
policies for the benefi t of C-Os. To quote Markku Alhava’s letter ( 2019 ) to 
the author from the competitor’s camp again: ‘Overall, the greatest change in 
1990s retail business was the possibility to benefi t from IT technology both 
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 3.3 The economics of the renewed incentive policy 

 While consumer co-ops have traditionally given their members a small annual 
rebate, S Group’s new strategy sought to replace this  pro rata  system with a 
technically better arrangement based on the modern economic theory of incen-
tives by using a checkout-based system with the help of the C-O’s green mem-
bership card (S-card). In this new co-operative incentive system (CIS), monthly 
purchases would be automatically registered in each C-O family’s bonus ac-
count (now located in the S Bank that was founded in 2007). The bonuses are ex-
plicit incentives that accrue and constitute a progressively increasing – currently 
1 to 5% of the purchases – volume discount that is not connected to the co-op’s 
fi nancial result (in the balance sheet before profi ts). The C-O task force was 
convinced that when built into a traditional co-operative framework, this kind of 
bonus program had good possibilities in developing into something more than a 
normal loyalty program – as it has eventually turned out to be ( Salovaara, 2010 ). 

 From the outset, however, this new CIS way of thinking was not accepted 
across the Group ( Neilimo, 2005 : 34;  Tammitie, 2007b ). According to the ‘tra-
ditionalists’, the new bonuses confl icted with the way they had learned to inter-
pret the concepts of co-op democracy and equality. For the ‘reformers’, though, 
restoring the Group’s incentive structures into a real CIS was the primary goal. 
Due to the overwhelming losses, and thus the lack of alternatives, the new in-
centive system (CIS) was adopted along with the understanding that the utmost 
goal of Finnish consumer co-operation had, from the outset, been to create in a 
market environment and within its means a counterbalance to those actors in the 
retail business who were exploiting the weak position of consumers. 

 The pivotal means in restoring the S Group’s competitiveness was to exploit 
co-operativeness to motivate the C-Os for their own benefi t. They also wanted 
to do this in innovative ways, namely, to attract new C-Os and have them use 
more of the Group’s services; to increase the Group’s buying volume, purchas-
ing power and market share; and thereby reduce overall costs (Lahti & Lehtinen, 
1990). In this way, the unit cost to the C-Os of products and services could be 
reduced as far as commercially possible. The more C-Os that used the Group’s 
services, the bigger incentive could be paid to them equitably and in the name of 
the common good of the whole membership. Based on this philosophy, a com-
prehensive, family-level, progressive incentive system (accruing in all S Group 
chains and stores all over the country) was built into all the Group’s business op-
erations with its C-Os. 2  Accumulated annual group-level bonuses consequently 
increased every year from 1989 until 2012. In 2017, the total amount was € 334 
million, or over 3% of Group sales ( SOK, 2018 ). 

 3.4 The S Group’s co-operative governance: a nexus of contracts 

 Apart from the changes to the bonus system, strategically important decisions 
were also made in the development and governance of the S Group’s organization, 
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1989 ; Holmström & Milgrom, 1994;  Holmström & Kaplan, 2001 ;  Karjalainen, 
2001 ). As co-operatives have decided – to secure the power of co-operative 
democracy – to opt out of the capital market connection (Hart & Moore, 1996), 
the role of the owners is to design and organize the governance of their co-
operative enterprises (CCG) hierarchically. This raises the question: can the 
current S Group CCG model ensure that the business portfolio is always kept 
streamlined? To be able to answer this question, one must look deeper into the 
challenges and the details of how matters are currently arranged. 

 In general, the literature identifi es two challenges ( cf .  Neilimo, 1994 ;  Hans-
mann, 1996 ; Hart & Moore, 1996;  Nilsson, 1999 ;  Tuominen et al., 2009 ;  Neto 
et al., 2012 ): CCG is said to be complicated and bureaucratically heavy due to 
(potentially) limited professional expertise and the lack of time that lay direc-
tors devote to Group matters. These problems can result in an inherent propen-
sity for the Group to develop into a  de facto  management-led organization ( cf . 
 Kerr & Caimano, 2004 ;  Jussila et al., 2007 ;  Tuominen et al., 2009 ;  Battilani & 
Zamagni, 2012 ;  Heras-Saizarbitoria & Basterretxea, 2016 ). Another issue in 
the CCG is the absence of day-to-day connections to the capital market, which 
is regarded in publicly listed corporations as a basic requirement and effi  ciency 
anchor ( Jensen & Meckling, 1976 ). In the case of the S Group, this can mean 
that the Group has a built-in propensity to overextend itself. From Harvard’s 
perspective: 

 Over time, the S Group’s opaque corporate governance system allows slack 
to creep into the system, and it is forced to hike prices. This allows Kesko to 
also increase prices and improve profi tability, drive its entrepreneur-retailers, 
and win back more customers through its superior shopping experience. That 
sparks another cycle of rivalry. 

 ( Casadesus-Masanell & Ricart, 2011 : 105–106) 

 Today, S Group’s federative network – or ‘nexus of contracts’ ( Eisenberg, 
1998 ) – consists of 19 regionals, each of which is a legally independent entity. 
The strategic body of the federation is SOK, which in turn is owned by the 
regionals and governed by their representatives on the SOK supervisory and ex-
ecutive board. This highlights the dual nature of the CCG structure (supervisory 
and executive board), with two kinds of owner representatives (the lay directors 
and the regional CEOs). As Borgström in his letter to the author ( 2018 ) noted: 
‘We need powerful CEOs, but they also need a strong enough counterweight 
from the owners’ side’. 

 In SOK, the executive board is compact, and most of its members are expe-
rienced top-management representatives from the regionals. Its chairman, the 
GD of SOK, is also  de facto  GD of the whole S Group. 3  Because of the region-
als’ managing directors’ representation in the SOK executive board (which has 
been in force since 1998) instead of a typically top-down hierarchical corporate 
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structure, the S Group is sometimes called a reverse concern ( Hiltunen, 2009 ;  cf . 
 Ekberg, 2012b ), in that suffi  cient trust and experience among the major players 
is a precondition of the S Group’s strategic functioning and development ( Bat-
tilani, 2005 ;  Birchall & Simmons, 2010 ). The S Group’s strategic CCG since 
2002–2005 has been organized in the following way: 

 The SOK Executive Board: 

 • GD of SOK (chairman); 
 • Six CEOs from the regionals; 
 • Two outside professionals (since 2019); 
 • The chairman and two vice chairmen of the SOK supervisory board have 

the right to attend and speak at board meetings. 

 The SOK Supervisory Board: 

 • 19 + 2 of which minimum 2/3 elected persons (normally chairmen of the 
regional’s supervisory boards), the rest CEOs of the regionals + 2 person-
nel representatives; 

 • The chairman: elected person; 
 • Nominates the SOK GD and approves all S Group strategies. 

 SOK’s supervisory board is the highest strategy body in the S Group. It is also 
compact, with each of the regionals having one representative (and one vote). 
Formally, each regional nominates its representatives independently, but  de 
facto , by mutual agreement among the regionals, the number of management 
representatives consists of one-third of the total. In the SOK executive board, 
CEOs of the regionals represent the ownership to preserve, for professional rea-
sons, group stability and smooth functioning of the integral value chain. 

 3.5 Business model perspective 

 When the Harvard Business School case team 4  came to Finland in 2005 to ex-
amine the S Group’s development, its grocery market share was around 35% 
and still increasing. However, from HBS’ point of view, its business model 
was regarded as an anomaly. To their way of thinking, the K Group, as an ag-
ile storekeeper (entrepreneur-driven) coalition with high-powered incentives, 
should have been the winner, while the S Group – a stiff , heavily manned, 
lay-governed, and salaried-employee-led hierarchic consumer coalition with 
low-powered incentives – should have been the loser. The S Group’s network 
organization was simply regarded as a bee which should not be able to fl y 
( Casadesus-Masanell, 2008 ). Of special interest to the HBS scholars were the 
S Group’s value chain and its C-O system in the business model framework 
( Casadesus-Masanell et al., 2008 ;  HBS, 2009 ;  cf .  Baden-Fuller et al., 2010 ; 
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Teece, 2018). Moreover, it was clear that the S versus K competition was an 
interesting case because they compete by relying on strategically very diff erent 
business models and competition logic. 

 In the case study  Finland’s S Group: Competing with Co-operative Approach 
to Retail  ( Casadesus-Masanell et al., 2008 ), the HBS team wanted to teach its 
MBA students that this kind of business model and winning outcome can be 
logical when viewed in a broader group-level perspective. Thus, when the S 
Group’s current strategy and competitive position are viewed in a business 
model framework from this broader perspective, it can function well, not only in 
theory (Hart & Moore, 1996;  Hansmann, 1996 ;  Novkovic, 2008 ) but in practice, 
too ( Tuominen et al., 2013b  and  2014 ;  Talonen et al., 2016 ). For the K Group, 
operating according to the traditional competition model but with its own hybrid 
corporate structure, it has been diffi  cult to fi nd any eff ective countermeasures 
( Kautto, 2019 ;  Casadesus-Masanell & Ricart, 2011 ;  Lahti, 2008 ). As Markku 
Alhava from the competitor’s camp in his letter to the author ( 2019 ) concluded: 

 The business ideas of various S Group chains and their chain management 
as well as the customer-ownership were good managerial decisions. . . . The 
Inex Corporation gave it possibilities for seamless management of the value 
chain, both in procurement and logistics. 

 In preparing for the HBS visit, interesting diff erences between the two groups 
were noticed ( Casadesus-Masanell et al., 2008 ;  cf .  Mitronen & Möller, 2003 ). 
If, for the sake of argument, both the S and K Groups were regarded as co-op 
federations, 5  then it can be said that S Group has been able to gain a new com-
petitive advantage in its SR process  vis-à-vis  K Group. It has created for itself 
a tailor-made co-operative structure with a specifi c CCG model and powerful 
chain management (with decision-making powers over business ideas, concepts, 
the store’s product selection, pricing, space allocation and store layout;  Ojapelto, 
2008 ), combined with sourcing and logistics via Inex Partners Ltd, buying for, 
instead selling to ( Vehviläinen, 2008 ). This is more coherent and disciplined in 
its basic business concept than the hybrid and unbalanced model according to 
which the K Group is currently organized and governed. It was a consistency 
that has been a major source of the eff ectiveness and competitive advantage of 
the S Group during the past three decades. 

 3.6 Strategy implementation 

 Implementation of these ideas required the right management and owner-
directors and the ability of key personnel to develop themselves and their skills 
( cf .  Battilani & Zamagni, 2012 ). The whole of the top management and owner-
directors of SOK were changed and trained. A pivotal role in implementation 
of the new strategies has been played by the modernization and professional 
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management of the business model based on a well-disciplined federated co-
operative business structure, long value chains, and comprehensive activity 
systems ( Christopher, 2016 ), chain stores and store concepts ( Paulamäki, 2007 ; 
 Seppälä, 2018 ), as well as the imbuing the membership and management with 
customer orientation and C-O-thinking ( Neilimo, 2005 ;  Tammitie, 2007a ;  Lahti, 
2008 ). 

 To ensure implementation of the strategy during the SR process, new tailor-
made and vision-based leadership methods were developed ( Tammitie, 2007b : 
22–29). According to Neilimo, to manage and lead a network-like organization, 
one needs support in issues that knit the network together. Modes of operation 
based on a clear strategy became the main pillars of S Group’s success. Vision is 
the issue that guides and provides support for actions, conditional upon all actors 
inside the Group understanding in the same way the message that is included in 
it ( Neilimo, 2005 ;  Neilimo et al., 2015 ). 

 Since then, Group businesses have been led and bound strategically together 
with a clear vision ( cf .  Kotter, 1995 ; Neilimo et al.,  2015 ), which has evolved 
over the years. All of this has been distributed and processed broadly inside 
the Group ( Tammitie, 2007a  and  2007b ;  SOK, 2018a ). Even more generally, 
management by vision and broad-based strategy processes has become part of 
a broader phenomenon among Finnish co-operatives ( cf .  Haapakoski & Silven-
noinen, 2009 ). In these processes, strategic knowledge is distributed throughout 
the organization, and senior management is given  ex ante  authority to act eff ec-
tively and in a timely fashion within certain constraints. 

 Professor Kari Neilimo played an interesting dual role in leading the S Group 
in its sensitive SR2 development period, fi rst as the chairman of SOK’s Super-
visory Board (1991–2002), followed by a stint as SOK’s GD (2002–2007). 6  He 
characterizes the competitiveness of an enterprise in the contemporary business 
environment as follows:  ‘ The role of management is to develop for the enter-
prise a business model that creates a value chain integrating into a single entity 
the totality of supply, logistics, production, the company’s own activities, dis-
tribution channels, customers, and control systems’ ( Jokinen, 2015 ). In a recent 
email to the author, Mr. Neilimo pointed out that in the S Group, SR, insight and 
courage – in conjunction with the renewed corporate governance (CCG) and 
management approach based on leading with knowledge – created conditions 
for the required changes (Neilimo, 2022). 

 Therefore, the early 1990s strategic investments have produced major results 
for the S Group and changed the overall picture of Finnish retail. The S Group’s 
market share began its strong upturn during phase 2 of its SR, reaching in 2016 
its all-time high of 47.2% (The  Finnish Grocery Trade, 2018 ). This is much 
higher than the K Group ever reached. At the same time, the Group’s number 
of C-Os has reached the milestone of 2.4 million or about 44% of the popula-
tion and 80% of all households, with 80% of the sales going to C-Os ( Ojapelto, 
2008 ). 
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 At the same time, it is important to note that not all of this can be attributed to 
S Group’s strategic actions and winning business model. 

 • Kesko’s arrogance and false interpretation of the competitive situation helped 
S Group towards its success. Kesko was also terribly late in correcting its 
own negligence  vis-a-vis  S Group operations ( Kautto, 2019 ;  Lamberg & Tik-
kanen, 2006 ). 

 • Similarly, some major institutional changes in the Finnish business environ-
ment both challenged and assisted the Group’s SR eff orts. First, in the late 
1980s, the Finnish economy plunged into a deep recession, compounded by 
a banking crisis ( Vihriälä, 1997 ). Second, when TUKO and later the E Group 
lost their struggle to stave off  economic collapse, over 30% of the grocery 
market was left to be divided up between other retail companies. 7  

 • Third, Finland joined the EU in 1995, precipitating considerable changes in 
Finland’s institutional and legislative framework. For example, EU competi-
tion law did not allow the S Group’s traditional savings funds, leading to the 
establishment of the S-Bank. On the other hand, it prevented Kesko from 
acquiring TUKO in its entirety, enabling the S Group, supported (temporarily 
but just in good time for the S Group) by the renewed more liberal interpreta-
tion of competition legislation and perhaps also by sc. Amazon phenomenon 
( Khan, 2018 ;  Kuoppamä ki, 2003 ) – to acquire from the TUKO most of the 
former Spar stores. 

 • Fourth, Lidl entered the Finnish market in 2002, providing intense competition. 
 • Finally, the merger in 2004 of the Helsinki Cooperative HOK (S Group) and 

Elanto (E Group), operating in the most prosperous and populous area of 
the country, was commercially, mentally and ideologically a major event 
( Kuisma et al., 2015 ). 

 To put all this development in monetary terms, the S Group’s turnover in 2015 
was € 10.8 billion, which placed it second among European consumer co-ops 
between the leader,  Co-op Italia  (€ 13.5 billion), and  The Co-op Group ,  UK  
(€ 9.4 billion) ( ICA, 2016 ). 

 From the point of view of strategy literature and various theoretical tensions 
(Schmitt et al., 2016;  Tuncdogan et al., 2019 ), the drivers of the S Group’s SR 
have been quite clear: 

 • exploring and confi guring the resource base ( cf . Danneels, 2002); 
 • induced, based on the ideas that senior executives have been seeing, designing 

and implementing ( cf .  Kwee et al., 2011 ) and thus, subject to the managerial 
mental models built on executives’ experiences, values and their personalities 
( cf .  Barr et al., 1992 ;  Battilani & Zamagni, 2012 ); 

 • co-alignment, with the purpose of re-establishing a good fi t between the S 
Group and its environment ( cf .  Barr et al., 1992 ;  Huff  et al., 1992 ;  Siggelkow, 
2001 ;  Volberda et al., 2001 ). 
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 3.7 The outcome 

 When S Group C-Os are asked today to determine which features best describe 
the way the co-operatives represent them, they mention ( Kantar TNS, 2017 ): 

 • Finnish ownership, 
 • locality, 
 • producing benefi ts for the customers, 
 • co-operation, 
 • domestic investment. 

 In contrast, in investor-owned companies, the most important features are: 

 • profi t maximation, 
 • internationality, 
 • good investment possibilities, 
 • producing benefi ts for the owners. 

 This is well in line with the vision that the C-O Task Force had in mind in 1988. 
Today, however, the situation is still far from ideal. In  Borgström’s (2018 ) words: 
 ‘ even now, most S Group customers don’t recognize the ultimate co-operative 
values . . . the challenge is staggering’. Nevertheless, the S Group’s green C-O 
card is today by far the most successful compared with all the many other loy-
alty cards currently available in Finland. As  Salovaara (2010 ) concluded: ‘One 
can say that in the S Group, the business revolves around the reward card, and 
in other chains, the card revolves around the business’ (see  S Group vs. Co-op 
Norway ). 

 Thus, the co-operativeness epitomized by the green card is something valued 
by the C-Os, suggesting the existence of subtle motivation. However, further 
study is still needed here to understand what role, for instance, the growing criti-
cism of globalization ( cf .  Neilimo, 2005 : 96–99;  Tammitie, 2007a : 12;  Stiglitz, 
2017 ) plays in the true psychological drivers of the S Group. At the same time, S 
Group’s co-operativeness might still contain some unused or only partially uti-
lized potential to become real ‘globalization insurance’ for the man in the street 
( Skurnik & Egerstrom, 2007 ). In the future, the S Group must, however, be able 
to take better advantage of the social identity and spiritual values to be found on 
the higher rungs of the value- and brand-hierarchy ladder ( Aaker, 1997 ;  Balmer, 
2012 ). 

 3.8 Conclusions 

 While at fi rst the S Group’s strategic renewal (SR) was typical of experiences 
in the European co-operative world – namely, sluggish and staccato, with 
huge cumulative losses (in the S Group accounting yearly for 2–3% of net 



42 Samuli Skurnik

sales) – eventually the new approaches settled in and started to work. The core 
problem was developing a common understanding of the required corrective 
measures across the Group, with the competitive challenges and mounting losses 
forcing management into urgent change. It was this realization, beginning in the 
early 1980s, that prompted the emergence of a collective will to change the S 
Group’s fortunes, resulting in a signifi cant turnaround. There were two distinct 
phases to this process of SR: 

  Phase 1  (SR 1), starting early in the 1980s, was mainly about commercial recov-
ery, but some important strategic decisions were made at that time, including 
reorganizing the supply chain, building up the real strategic co-operative net-
work, the S Group, selling off  unprofi table business units, and re-evaluating 
the co-operative roots of the Group. 

 But this was not enough, leading to: 

  Phase 2  (SR 2) started in the late 1980s with the development of co-operative 
strategy with an emphasis on renewing co-operative ownership and organiz-
ing the whole Group into an effi  cient strategic network with due co-operative 
governance (CCG) and a consistently managed value chain. An incentive sys-
tem for the members – customer-owners (C-Os) – was developed to steer all 
the Group operations in a comprehensive manner into a virtuous circle for the 
true benefi t of its C-Os and the entire business network. 

 What are the main conclusions that can be drawn from this case, and what are 
its contributions to the industry’s literature? Even if the S Group case corrobo-
rates Ekberg’s conclusions, there are also distinct features of the case that need 
to be highlighted. Specifi cally, the three major systemic explanations dealt with 
organization, incentive innovation, and recognizing the emotional and societal 
dimensions of co-operative membership. All these are integral features of the 
co-operativeness of the S Group and are supported by the following: 

 1. Developing and empowering the traditional two-tier federative co-operative 
organization structure. In the literature, a frequently asked question has been: 
Why have consumer co-operatives, which in principle should have every op-
portunity to develop into large-scale operations, never been able to achieve 
this goal? The answer is that although they are integrated through ownership, 
they have usually not been integrated operationally. The S Group’s achieve-
ment since the early 1980s has been to fashion its organization with genuine 
ownership, real group-level strategic co-operative governance (CCG), and 
a coherent federated value system and logistics. Crucial to this develop-
ment has been the reduction in the number of regionals (currently 19, with 
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a long-term goal of 10–12), coupled with strategic decisions concerning the 
design and functioning of the S Group. 

 2. Developing the traditional co-operative distribution of surplus into a real co-
operative incentive system (CIS). The S Group has done this by creating a 
functional, progressive bonus system and incorporating it into its new busi-
ness model. The dynamics of this innovative co-operative incentive system 
(CIS) are comprehensive, intelligible, intuitive and above all systemic (cov-
ering all the chains and regionals uniformly). A comparison of the S Group’s 
and Coop Norway’s bonus systems and their histories gives clear indications 
of how concrete and important this factor can be. As the accumulation of the 
S Group’s bonus program is progressive and substantial (currently over 3% of 
total sales), it becomes benefi cial for the C-Os to concentrate their purchases 
in S Group stores. With a growing number of C-Os concentrating their pur-
chases in this way, the total buying volume of the Group organized through 
Inex Partners increased, thereby lowering unit costs. The savings could then 
be passed on as easy-on-the-pocket, eff ective prices (‘the shelf price minus 
monthly bonus’) paid by the C-Os. By enabling S Group stores to off er more 
competitive prices, this systemic innovation has resulted in the S Group’s 
growing membership (currently 2.4 million, covering 80% of households), 
and increased market share (close to 50%). 

 3. The emotional and societal dimensions associated with S Group membership. 
New virtues of co-operativeness have been brought to light in recent years 
by globalization. This has accentuated the S Group’s role for its members as 
potential  ‘ globalization insurance’ – at least intuitively – and thus increased 
the societal dimension and motivation of co-op membership. This dimension 
in co-operative membership has probably strengthened the eff ect of the fi rst 
two factors. However, further research is needed to prove this hypothesis 
scientifi cally and enable it to be utilized. 

 The economic dynamics of the fi rst two systemic features have typically deep 
economic and dynamic consequences, especially when intertwined in such a 
context as that in which the S Group operated over the past three to four decades, 
especially when strengthened by the emotional and societal infl uences incorpo-
rated in its co-operative corporate form. On top of these strategic factors, the S 
Group has also benefi ted from some external stimuli for consolidating the results 
of its strategic renewal eff orts by some institutional changes in the business en-
vironment (e.g. on at least a temporary basis, liberalization in the interpretation of 
the competitive legislation), as well as the arrogance and false interpretation 
of the competitive situation by its main competitor, the K Group. Also, the sc. 
Amazon phenomenon has possibly helped the S Group which with the help of its 
long-term co-operative horizon has been able to consolidate the returns of 
its strategic investments without the excessive pressure of fi nancial capitalism. 
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 It remains to be seen whether the two Finnish cases, the S Group and E Group 
cases ( Komulainen & Skurnik, 2023 ), represent a template for the rest of the 
European consumer co-operatives, given that they have all faced broadly similar 
competitive pressures and been obliged to pursue their own versions of renewal 
strategies to survive. 

 Acknowledgements 

 Many people have helped the author in the process of writing this article. My 
warmest thanks go to Espen Ekberg, Antti Haavisto, Arto Hiltunen, Matti 
Karvinen, Eero Kasanen, Juha-Antti Lamberg, Leo Laukkanen, Seppo Paate-
lainen, Eero Peltonen, John Simon, Kalle Sääskilahti and John F. Wilson. I 
would also like to thank the University of Jyväskylä School of Business and 
Economics for organizing a special workshop, as well as the Harvard Business 
School case project colleagues for providing a broader business research frame-
work for my research topic. Aalto University School of Business has kindly 
provided the academic framework for my studies. 

 Notes 
  1  The author participated in this work as an invited outside economic and co-op expert. 
  2  There are many parameters according to which the bonus system is tuned: 1) the fi rst 

rung on the ladder and 2) how it grows by 0.5%-point increments to a maximum 5% 
bonus. See:  www.s-kanava.fi /web/s/nain-bonus-kertyy  (accessed 04.09.2019). 

  3  SOK’s executive board is  de facto  executive board of the whole Group. Until the ’90s 
SOK (and thus, S Group) had internal board of directors led by the GD. 

  4  The author was a member of the case team. 
  5  As a matter of fact, Kesko was also briefl y a co-op early in its corporate history (cf. 

 Hoff man, 1990 ) and is regarded by some co-op researchers even today as such and 
thus kin to the co-op S Group ( Birchall, 1994 ). Even if the K Group (Kesko Plc) is not 
currently organized legally as a co-op, the basic philosophy of federating shopkeepers 
in the K Group has many common features with, for instance, Finnish hybrid farmer 
co-ops such as Atria Plc and HK Scan Plc ( Pellervo, 2001 ). 

  6  Neilimo, who has a doctorate in accounting, has served as a business school professor 
of management and strategy as well as a strategy consultant. 

  7  According to internal estimations, about half of the S Group’s new 30% market share 
since early ’90s came through these acquisitions and the other half organically (e-mail 
by Mr. Sääskilahti, 26.4.2019; in author’s possession). 
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