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Editor‘s Letter

Editor’s Letter
The current issue of the Nordic Journal of Business consists of three peer-reviewed articles.
The first article by Jonas Spohr (Åbo Akademi
University) examines whether quarterly
accounting fundamentals and stock price
changes can be used to predict profit warnings
of Nordic firms. In the second article, Riitta
Forsten-Astikainen, Terhi Tuominen and Pia
Heilmann from Lappeenranta University of
Technology focus on employees’ competences
and the implications of these competences
on the individual and organizational levels.
The third article by Piia Pekola (Ministry of

74

Social Affairs and Health), Ismo Linnosmaa
(National Institute for Health and Welfare)
and Hennamari Mikkola (Social Insurance Institution of Finland) analyzes the association
between firm-level financial risk and service
quality in the healthcare sector.
I hope you enjoy reading the interesting
articles featured in this issue of the Nordic
Journal of Business.
Sami Vähämaa
Editor
Nordic Journal of Business
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Do Fundamentals
Convey Ex Ante
Information about
Profit Warnings?
Jonas Spohr

Abstract
There is a long tradition of research using fundamentals to forecast the performance of firms. More
recently some studies have suggested that managers tend to delay the disclosure of bad news. Combining
these two facets, fundamentals should have some success in forecasting upcoming profit warnings. A
profit warning usually triggers a big downward movement in the firm’s share price, so predicting these
disclosures beforehand would be of value. To answer the research question, if fundamentals can be used
to predict profit warnings, accounting variables and share price movements are analyzed in a quarterly
setting around profit warnings. The findings show that firms’ profitability tends to decrease and their
accrual accounts to increase already in the quarter before the profit warning is issued.

Keywords
Disclosure, forecasting, fundamental analysis, profit warnings
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1. Introduction
Previous research has provided rational reasons for managers to withhold bad news publications. Verrecchia’s (2001) survey of the disclosure literature reveals several incentives for
managers to withhold bad news publications,
such as career concerns and direct financial
losses due to decreases in pay.1 Kothari et al.
(2009) point out that managers may withhold
bad news and hope that subsequent corporate
events allow them to hide it. This idea is based
on the survey evidence of Graham et al. (2005)
where CFOs admit to delaying bad news in the
hope that they never have to disclose it if the
firm’s business starts developing for the better. Following this, several papers write about
a “tipping-point” which is as far as managers
can go stockpiling bad news until it has to be
disclosed (e.g. Hutton et al., 2009, Kim et al.,
2011, Kim and Zhang, 2014). Previous research
has shown that bad news announcements
have higher stock market impacts compared
to good news announcements, which can
be due to managers stockpiling bad news
whereas the threshold to publish good news
is lower (Kothari et al, 2009).
The connection between fundamentals
and firms’ future performance has generated
much research (e.g. Ou and Penman, 1989, Bernard and Thomas, 1990, Lev and Thiagarajan,
1993, Sloan, 1996, Piotroski, 2000, Richardson
et al., 2005). Sloan’s (1996) accrual anomaly
may partly be the result of managers hiding
weak performance with accruals. When the
managers’ hope of more tail wind in the business does not materialize, accruals have to be
reversed, which in turn, results in negative
earnings surprises. The post-announcement
drift phenomenon and the serial correlation
of quarterly earnings (Bernard and Thomas,

1990) suggest that earnings may express a degree of softness already in the quarter before
the disclosure of the bad news.
This study tests the ability of fundamentals in predicting upcoming profit warnings.
The main contribution comes from presenting evidence that fundamentals give signs of
an upcoming profit warning already before
it is published. This can be due to managers
deliberately withholding bad news publications or that the weakening performance can
be detected in the fundamentals before the
weakness reaches the threshold when a profit
warning must be published. As the fundamentals are used to forecast bad news disclosures, the evidence should also be of practical
interest. Investors would gain if they beforehand could identify firms, which are likely
to issue profit warnings as profit warnings
usually generate significant price reductions
in the firms’ market prices. Reported average
abnormal returns on the day of a firm’s profit
warning have been -8.5% in U.S (Bulkley and
Herrerias, 2005) and -10.9% in Europe (Alves
et al., 2009). These sizeable negative returns
indicate that the disclosures in general come
as surprises to the market.
The investigation in this paper, whether
fundamentals show signs of an upcoming
profit warning, is carried out with a sample of
firms listed on the exchanges of Nasdaq OMX
Nordic. All profit warnings issued by the listed
firms on the exchange are retrieved for the
years 2005-2011. The empirical results build
on 318 profit warnings and an equally sized
sample of matched observations. Accounting
variables and stock market reactions to the
quarterly reports are examined for the two
samples during 12 quarters around the profit
warning.

1 The motivations to withhold bad news have similarities to Ball’s (2009, 286) three motivations for a manager to

commit financial fraud; inability to meet expectations, personal costs and “[b]eing able to convince oneself that
real performance will improve soon.”
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The results indicate that for the profit
warning firms, already the quarterly report
issued closest before the profit warning shows
signs of weakness. Profitability is depressed
and the accounts receivable and inventory accruals are on high levels compared both to the
matched firms and to the preceding quarter.
At least some of this softness is picked up also
by the financial markets because the earnings
announcement closest to the profit warning
on average results in a negative market reaction (-2.3% during a three-day window). Based
on the fundamentals, a PW-risk score index is
created. This index has some success in predicting profit warnings as it tend to increase
before the profit warnings are issued.
The next section further presents related
literature. Section three presents the data and
methodology for the analysis. The empirical
analysis is in section four and the conclusion
is in section five.

2. Relation to previous literature
There is much research on conservatism in
accounting earnings since Basu (1997). There
is less evidence indicating voluntarily conservatism in managers’ disclosure practices
(Kothari et al., 2009). The empirical evidence
of managers’ voluntary disclosures of bad
news tends to be connected with specific motivations, for example, litigation risk (Kasznik
and Lev, 1995), stock-option grant dates
(Aboody and Kasznik, 2000) and providing
pre-IPO owners the possibility to sell shares
at better prices (Ertimur et al., 2014). Several
studies document an asymmetric market reaction to good versus bad news disclosures
(Skinner, 1994, Kothari et al., 2009, Langberg
and Sivaramakrishnan, 2010). The bigger
share price response to bad news relative to
good news can be interpreted as the result of
managers withholding and stockpiling bad
news to a “tipping point” whereas the thresh-

old to publish good news is much smaller
(Kothari et al., 2009, Kim et al., 2011). These
asymmetric stock returns may be influenced
also by other factors, such as bad news publications revealing lower levels of managerial ability (Langberg and Shivamakrishnan,
2010) or maybe most likely, that bad news
are considered more trustworthy than good
news (Hutton et al., 2003). The latter is related
to Miller’s (2002) finding that managers tend
to increase disclosure when earnings performance improves.
Accounting fundamentals and stock
prices have been extensively used to predict
future performance of firms (Ou and Penman,
1989, Bernard and Thomas, 1990, Lev and
Thiagarajan, 1993, Sloan, 1996, Abarbanell
and Bushee, 1997, Piotroski, 2000, Fama and
French, 1992, Richardson et al., 2005).2 The
research linking fundamentals to future stock
returns reports gross average yearly abnormal
returns up to over 20% on hedge-portfolios
were expected winners are bought and expected losers sold (e.g. Piotroski, 2000). In
this kind of studies, the fundamentals used
are mostly calculated on annual accounting
data and their prediction power tested on
time periods of one year or longer. Nevertheless, much of the documented yearly returns
tend to materialize during shorter time intervals.
Sloan (1996) reports that over 80% of the
documented abnormal yearly return for his
buy portfolio comes from the four quarterly
announcement periods. Also Piotroski (2000,
37) finds that his trading strategy earns substantial returns in earnings announcement
periods which “demonstrates that the success
of fundamental analysis is at least partially
dependent on the market’s inability to fully
impound predictable earnings-related information into prices in a timely manner.” This
evidence suggests that fundamentals have

2 Richardson et al. (2010) and Lewellen (2010) provide recent literature reviews on the subject.
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prediction power over quarterly earnings
development, and thus they may also give signals of upcoming profit warnings.
At the time of the earnings announcement
preceding the profit warning, managers may
still hope that circumstances will turn in their
favor as suggested by Graham et al. (2005).
Their thinking that firms are willing to hide
weaknesses to not disappoint the market is
enhanced in a more recent survey where a CFO
is quoted saying “[y]ou will always be penalized if there is any kind of surprise” (Dichev
et al., 2016, 29).3 Following this, the evidence
presented in this study addresses the shortterm predicting ability of quarterly data over
voluntary bad news disclosures.

3. Data and method
3.1 Data

In the search for evidence to investigate if fundamentals can be used to forecast profit warnings, a sample of profit warnings from firms
listed on the Nasdaq OMX Nordic Exchange
is collected. As stipulated by the exchange, a
profit warning must be issued immediately
in the occurrence of new events that have
changed the firm’s prospects significantly and
is not previously known by the market. The
decision to issue a profit warning is usually
taken by the company board at the manage-

ment’s initiative. It is conjectured that there
is a gestation period during which the performance of the firm gradually weakens and the
management is trying to figure out if a profit
warning must be issued or not. Especially,
if managers are reluctant to publicly downgrade expectations and delays the publication
as suggested by previous research (Verrecchia,
2001) some signals of the deterioration of the
firms’ earnings power should be visible in the
quarterly numbers preceding the profit warning.
The data on profit warnings is retrieved
from Nasdaq OMX Nordic.4 The announcements of companies listed on the exchanges
of Copenhagen, Helsinki, Iceland and Stockholm are reviewed on a daily basis to find
the profit warnings. In contrast to, for example, the U.S where profit warnings are issued
through filing a 8-K form5 at the Security and
Exchange Commission, the profit warnings
on Nasdaq OMX Nordic are issued through
separate company announcements. In these
separate announcements almost always already the heading revealed the nature of the
announcement and if not, the announcement
was clicked open and checked. The search for
profit warnings extended from the start of
2005 to the end of 2011, the sample formation
is showed in table 1.

Table 1. Sample formation
Initial amount of warnings found

836

- warnings that could not be classified/were for non-recurring items

71

- warnings from financial institutions

82

- warnings from companies that had been delisted/could not be found

136

- warnings from companies whose financial period ≠ calendar year

31

- warnings from companies that lacked financial or price data

198

Number of warnings in the sample

-518
318

3 Bursgtahler and Dichev (1997) were among the first to provide convincing evidence that managers manage
earnings to meet benchmarks and thus try not to disappoint the market.
4 Nasdaq OMX Nordic is a part of the world’s largest stock exchange company Nasdaq OMX Group Inc.
5 The 8-K form is a standardized form used to report a wide list of material corporate events ranging from revised
profit outlooks to issuance of securities and changes of management.
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As fundamentals most likely will signal the
development of the firms’ core business operations, profit warnings issued due to non-recurring items were neglected from start. The
search generated a total of 836 profit warnings. From these, warnings (8%) with conflicting or unclear news, for example a downgrade
of sales guidance but an upgrade of the profit
forecast, were omitted. Also profit warnings
(10%) from banks and financial institutions
were neglected due to their different financial
statement layouts. After warnings from firms
that had been delisted6 or were not found
(16%), warnings from firms having a financial year other than the calendar year (4%)
and warnings from firms with lacking price
or accounting data for the quarter closest to
the profit warning publication (24%) were left
out, the sample was down to 318 profit warnings.
For comparability reasons firms’ financial
period were required to coincide with the
calendar year. As noted, many observations
were lost due to non-existent price and/or
accounting data in the quarter before the
profit warning which is a downside of using
quarterly information. Many firms do not
publish quarterly information at the detailed
level required to calculate the fundamentals
of this study. In all, 40% of the profit warning
observations initially found were left out due
to missing data which raises concerns if the
sample is representative of the population.
There is generally more data available for
larger firms meaning that the sample of this
study is biased in this direction. When com-

paring the sample to the median listed firm
in Denmark, Finland and Sweden, the sample
observations are roughly three times the size
of this population.7

3.2 Method
The fundamental signals which are used in
this study to predict performance have been
used previously by, among others, Lev and
Thiagarajan (1993) and Piotroski (2000). The
main exception from several previous studies
is that quarterly data is used instead of yearly
data. The changes in the variables of the main
analysis are relative to the comparable quarter of the previous year (i.e. y/y changes). As
a robustness test the changes in the variables
were also calculated relative to the preceding
quarter (i.e. q/q changes).
The fundamentals used can be divided
into signals measuring deterioration of profitability or efficiency, on one hand, and signals measuring weak business development
or signs of hiding deteriorating performance,
on the other hand. The choice of fundamentals to this study was influenced by the somewhat limited detail level of the data quarterly
data. The signals measuring profitability and
efficiency are the developments in the EBIT
margin, in ROA and in asset turnover.8 ROA
is calculated as net income before extraordinary items through assets and asset turnover
is net sales through assets. In both ROA and
asset turnover the denominator is the period beginning assets as in Piotroski (2000).
Decreases in the EBIT margin, ROA and asset
turnover are all considered as indications of

6 82% of the profit warnings that were left out because of a delisting of the profit warning firm had been issued in

the years 2005-2008. Many of these warnings had been issued by small firms and a merger with a larger firmappeared to be the most common reason for the delisting.
7 When all observations available in Worldscope for listed Danish, Finnish and Swedish firms were retrieved for
the sample years 2005-2011, net sales, market capitalization and total assets had medians of 77 MUSD, 97 MUSD
and 107 MUSD, which can be compared to the sample figures reported in table 3 (p. 12).
8 Both Lev and Thiagarajan (1993) and Piotroski (2000) apply gross margin instead of EBIT margin, in this
study EBIT margin is used because gross profit is generally not available on a quarterly basis for the firms in the
sample.
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slowing performance increasing the likelihood of a profit warning.9
Balance sheet based signals are the developments of inventory, accounts receivables
and total accruals. Accrual accounts have
been extensively used in previous research to
determine earnings quality (Richardson et al.,
2005) and have also been recommended by
CFOs as a tool for outsiders to evaluate a firm’s
earnings (Dichev et al., 2016). An inventory
build-up may be a consequence of shrinking
demand, leaving goods unsold or that the finished goods inventory has been pushed up to
increase profits by capitalizing fixed costs in
the inventory. An increase in sales receivables
relative to sales may signal that the firm must
boost sales by giving more generous payment
terms or that the customers are unwilling to
pay. In addition to the changes of inventory
and sales receivables, total accruals capture
also changes in some interesting accounts for
which there is generally limited information
in many quarterly reports. Changes in depreciation, as well changes in accrued expenses
and payables are examples of these accounts.
A decrease in depreciation increases accruals
and can be a sign that the firm changes depreciation schedules or invests less. Decreasing
payables and other non-interest bearing debt
also increase accruals and may sign that purchases or discretionary purchases (e.g. marketing campaigns) are limited due to slowing
demand. In this study, total accruals for one
quarter is measured as the net income before
extraordinary items minus the cash flow from
operating activities. A disproportional (to
sales) increase in inventory, accounts receivables and total accruals are assumed to be signs
of weakness increasing the risk for a profit
warning.
The last of the accounting based measures

is the change in leverage which is also used
by Piotroski (2000). An increase in leverage
is assumed to signal inability to generate sufficient internal funds. Increasing debt may
also increase managers’ willingness to withhold bad news due to possible debt covenant
violations (Jha, 2013). Increasing leverage is
thus a negative sign. In this study, leverage
is measured as net debt by ending assets for
the quarter and the change is measured compared to the corresponding quarter the year
before. These accounting based fundamentals are complemented by the stock market
reaction to the quarterly report publications
as it is assumed that the market detects softness already in the report published closest
before the profit warning. There may be many
reasons for the disappointment, such as, despite optimistic accruals, the numbers do not
quite live up to the expectations or that the
analysts detect that the management has become more cautious. This market based signal
is motivated also by the post announcement
drift literature showing a serial correlation
between quarterly earnings (Bernard and
Thomas, 1990).
The analysis has both a time-series and
a cross-sectional dimension.10 The profit
warning firms are matched on quarter, industry and if possible also on country to firms
which did not issue a profit warning. Industry
matching is done based on the primary SICcode. 47% of the observations are matched on
the 2-digit level, 22% on the 3-digit level and
25% on the 4-digit level. For the remaining
profit warning observations (6%) a match is
found only on the 1-digit level. Size measured
by the beginning of year market capitalization is used as a discriminating variable when
several matches are available.
A given firm may occur in the two sam-

9 The motive the use both sales and asset denominated performance measures showing a Spearman correlation

of 0.753 is motivated by the fact that they show that the profit warning sample is similar to the matched pair
sample in the quarters before the profit warning. The other variables in this study do not show high correlations.
10 Based on the survey evidence in Dichev et al. (2016) CFOs think that peer comparisons are important in detecting softness in a firm’s figures.
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ples more than once. Multiple profit warning firms are left in the sample because the
results should be applicable also on multiple warning firms and due to not finding a
justified discriminating factor to leave these
firms out. The inclusion of multiple warning
firms should however arguably weaken (not
strengthen) the results, because the period
against to which the weakness or strength
of a fundamental is measured, may also be a
profit warning period. Even though attention
is paid to choose variables which could be
calculated from the available quarterly data,
all variables could not be calculated for every
period for many profit warnings and matched
sample firms. This problem of missing observations for firms in the sample is coped with
by matching of measurements per firm and

quarter so that if a firm’s fundamental could
not be calculated for one given quarter then
the corresponding matched pair (or profit
warning) observation is also left blank.
After analysing the variables on a quarterly level for both samples, the variables are
used to create a summary measure for the
profit warning risk. The aim is to use this
summary measure, called the PW-risk score,
to gauge the likelihood of a bad news disclosure to occur. The PW-risk score builds on
binary values (0 and 1) for the 8 fundamental
signals explained above. Thus, for each quarter the fundamental is assigned the value 1
if it assumingly increases the risk for a profit
warning, otherwise it is assigned a 0. Thus, for
one observation and quarter, the maximum
PW-risk score value is 8 and the minimum 0.

Table 2. The fundamental variables and their obtained values in the PW-risk score

Quarter and year are indicated with q and y, respectively. Net income is excluding extraordinary items,
CFO is cash flow from operations. The abnormal stock return is calculated with the mean adjusted
returns model relative to the return of the OMX all share index. The data source for the accounting
variables are Worldscope and the data source for price data is Datastream.

81

NJB Vol. 66 , No. 2 (Summer 2017)

Jonas Spohr

The foundation for the PW-risk score lies in
Piotroski’s (2000) F-score. The calculations
of the fundamental variables and their connection to the PW-risk score is summarized
in table 2. The PW-risk score is calculated for
each profit warning firm and its matched pair,
for each quarter in the three year period surrounding the profit warning.
Quarter and year are indicated with q
and y, respectively. Net income is excluding
extraordinary items, CFO is cash flow from operations. The abnormal stock return is calculated with the mean adjusted returns model
relative to the return of the OMX all share
index.11 The data source for the accounting
variables are Worldscope and the data source
for price data is Datastream.

4. Empirical analysis
4.1 Descriptive statistics

Descriptive statistics for the profit warning
sample and the matched pairs are shown in
table 3. The firms issuing the profit warnings
appear to have higher sales, market capitalization and total assets than their peers. The
sample period includes the financial crisis
of 2008 during which several of the biggest
Nordic companies in telecommunications
and electronics, forest industry and engineering issued profit warnings and they had to
be matched to smaller peers. It is argued that
the size difference should at best have only a
limited effect on the results as the accounting
variables used are measured relative to size.

Table 3. Descriptive statistics
Profit warning sample

Matched sample

Mean

Median

S.D.

N

Mean

Median

S.D.

N

SALES (MUSD)

2620.59

339.68

8217.40

318

1728.96

248.08

3979.18

318

MVE (MUSD)

2412.54

202.89

12811.82

318

1339.20

137.04

4079.53

318

ASSETS (MUSD)

2679.19

305.51

8022.12

318

1842.29

191.04

4841.17

318

EBIT margin

-0.0235

-0.0101

0.3340

2889

-0.0257

-0.0008

3.0228

2889

ROA

0.0015

-0.0028

0.4506

3192

-0.0017

-0.0005

0.0589

3192

Asset turnover

-0.0162

-0.0028

0.1854

3108

-0.0162

-0.0009

0.3289

3108

Accruals

1.5964

0.0014

87.9222

3100

-0.2196

-0.0043

30.4326

3100

Inventory

0.0261

0.0079

0.3184

2276

0.0767

0.0016

5.8596

2276

Receivables

0.0350

0.0035

1.4722

1936

-0.0594

0.0021

5.7017

1936

Leverage

0.0277

0.0118

0.3500

3221

-0.0053

0.0028

0.5774

3221

CAR (t0,t2)

-0.0080

-0.0095

0.0759

2928

-0.0049

-0.0080

0.0724

2928

SALES is net sales for the financial year the profit warning is published, MVE is market capitalization and ASSETS is the total assets at the beginning of the financial year the profit warning is published and reported in USD
million. The values of the eight variables are from the 12 quarters available in the study. Variable specifications
are in table 2. To be included the requirement for a variable is that it can be calculated both for the profit warning
firm and its matched pair for the same quarter. CAR (t0,t2) is the cumulative abnormal return starting from the day
the quarterly report is published and ending 2 days after this day.

11 The market model is not used because many of the stocks in the sample are thinly traded and small which both
affect the beta calculation (Hawawini, 1983).
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The quarterly information retrieved lack in
detail for many firms. Complete data would
yield (318 PWs x 12 quarters) 3816 observations for each of the variables in the profit
warning sample which is clearly more than
the number of observations reported in table
3. Due to missing data the average number
of observations is 2831 per variable which is
26% less compared to complete data. The biggest omission of data is due to the accounts
receivable variable. There is a big variation
in the variables which can be seen from the
high standard deviations reported in table
3. A variable can yield a value close to zero in
one quarter which easily results in an extreme
value for the change in the variable. Because
of these extreme values in the data the analysis is based on medians and frequencies and
not the means.

4.2 A
 nalysis of the fundamental
variables
Table 4 reports the medians of the variables
used in this study separately for the profit
warning and the matched sample. The p-values indicate the statistical significance of
the difference in the variables (two-tailed,
Wilcoxon signed-rank test), the value of the
difference is left out for clarity. The averages
of the variables (not reported) show the
same pattern as the medians but with higher
magnitudes due to some extreme values. As
expected, and in line with previous research
stating that managers have incentives to postpone the publication of bad news (Verrecchia,
2001) there appears to be signs of weakness
already in the quarterly report published
closest to the profit warning (i.e. quarter 0).

A piece of evidence indicating that the disclosure of bad news is pushed forward is that
profit warnings appear to be published towards the end of the year. In the sample, 37%
of the profit warnings are published in the last
quarter of the financial year.12
While some significant differences between the two samples are observed several
quarters before the profit warning, those
differences appear quite random across both
quarters and variables. In quarter 0 the differences between the two groups are clearly
accentuated. In the period closest to the
profit warning, the EBIT margin and ROA have
decreased significantly compared to their
matched pairs. For example, the median EBIT
margin shows a (y/y) decrease of 1.3% in this
quarter, whereas almost no deterioration in
the margin is seen in the matched sample. Indications of a slowing business are also given
by the higher inventory and the marginally
significant lower asset turnover in the profit
warning sample. The higher value of accounts
receivables in quarter 0 for the profit warning
sample may indicate that the firms have taken
measures (e.g. giving discounts) to boost the
slowing sales development.13
Based on the -2.3% median abnormal return during the three-day window around
the publication of the earnings announcement for period 0, the market has detected
weakness in the report for the profit warning
firms. The negative market reaction to the
quarterly earnings announcement published
closest to the profit warning is in line with the
post-announcement drift phenomenon (e.g.
Bernard and Thomas, 1990). Also the median
abnormal return for the matched firms is sig-

12 I.e. the profit warning publication is made after the earnings announcement for the third quarter but before
the publication of the earnings announcement of the fourth quarter.
13 The predictive power of the variables was tested also with a logistic regression for period 0 in which the dependent variable was 1 for the profit warning observations and 0 for the matched pairs. When leaving out ROA from
the independent variables (due to the high correlation with the EBIT margin) the overall prediction correctness
was 63,6% and the Nagelkerke R2 was 0.16.
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nificantly14 below zero at -1.3% for the same
time-frame indicating that also the matched
pairs experienced a tougher market during
the quarter. This is as expected due to the
matching on industry.
Despite the negative surprise of the quarterly announcement before the warning, the
profit warnings are still big negative surprises
to the market. During a three-day window beginning the day of the profit warning, the average and median abnormal returns are -7.2%
and -6.3%. These market reactions compare
well to those reported by Alves et al. (2009)
on their sample of profit warnings in different
European countries.
As a robustness test, the accounting
measures used are also calculated on a quarter-on-quarter (q/q) basis instead of the yearon-year (y/y) basis reported in table 4.15 Based
on the q/q changes (not reported), the profit
warning sample shows weaker EBIT margin
and ROA as well as a slowing asset turnover
and increasing inventory in the quarter closest to the warning when compared to the
matched sample (p<0.05). Compared to the
y/y changes, the q/q development do not show
higher accounts receivables for the profit
warning sample compared to the matched
sample.

The variables for the profit warning sample reported in table 4 are also tested statistically for the differences between period 0
and the preceding quarter (-1). Based on these
time-series tests, the EBIT margin, ROA, asset
turnover, inventory, receivables and leverage
are statistically different at least on the p<0.05
level (two-tailed, Wilcoxon signed-rank tests)
in period 0 compared to the preceding period
for the profit warning sample. When this test
for differences between period 0 and period
-1 in the profit warning sample is carried
out also for the variables calculated as q/q
changes, leverage and accruals lose their statistical significance.16
In all, the evidence suggests that fundamentals convey some information of the upcoming profit warning already in the quarter
before the profit warning is published. In the
sample, the profit warnings are published on
average 62 days after the publication date of
the earnings announcement for quarter 0.
Maybe the hopes of better business circumstances have not materialized during this
period and the accumulation of bad news
have reached the tipping point identified in
previous research (Kim et al., 2011, Kim and
Zhang, 2014).

14 P=0.045, two-tailed, Kolmogorov-Smirnov test
15 The specification on the year-on-year changes are given in table 2 (p. 11).
16 However, even using the q/q changes for the variables, the median difference for the variables between period

0 and period -1 for the EBIT margin, ROA, receivables, inventory and asset turnover continue to be significant at
least on the p<0.10 level.
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-0.007

(0.743)

0.002

(0.541)

Matched

-0.007

(0.826)

-0.003

(0.564)

PW

0.001

0.008

0.002

0.002

Matched

(0.065)

(0.067)

PW

0.012

0.009

Matched

0.000 *

(0.104)

-0.001 *

(0.868)

PW

-0.001

0.000

Matched

0.008

(0.617)

0.000

(0.795)

PW

0.001

-0.005

Matched

0.004

(0.512)

0.004

(0.048)

PW

0.002

-0.005

Matched

0.001

(0.233)

0.004 **

(0.294)

PW

(0.623)

-0.008

-0.007

(0.180)

0.001

0.002

(0.027)

0.013

-0.009 **

(0.529)

-0.003

-0.001

(0.481)

0.004

-0.014

(0.812)

0.001

0.001

(0.383)

0.001

0.000

(0.843)

0.007

0.005

-4

(0.143)

-0.012

-0.002

(0.048)

-0.003

0.009

(0.101)

0.002

-0.005

(0.805)

0.001

0.003

(0.604)

0.002

0.015

(0.935)

0.001

0.001

(0.523)

0.000

0.000

(0.539)

0.003

0.005

-3

**

(0.643)

-0.010

-0.009

(0.079)

-0.001

0.010 *

(0.922)

0.002

0.007

(0.076)

-0.004

0.013 *

(0.808)

0.008

0.017

(0.761)

0.004

0.002

(0.614)

0.000

0.000

(0.730)

0.002

-0.001

-2

(0.011)

-0.010

-0.018

(0.372)

0.010

0.011

(0.981)

-0.003

-0.001

(0.621)

0.005

0.008

(0.714)

0.004

0.010

(0.556)

0.002

0.001

(0.817)

-0.001

-0.001

(0.589)

-0.003

-0.007

-1

(0.012)

-0.013

-0.023 ***

(0.407)

0.015

0.020

(0.031)

-0.011

0.009 **

(0.030)

0.006

0.022 **

(0.153)

0.001

0.018

(0.082)

0.001

-0.003 *

(0.002)

-0.001

-0.004 ***

(0.000)

-0.001

-0.013 ***

0

(0.350)

-0.005

-0.013

(0.120)

0.016

0.031

(0.044)

-0.004

0.012

(0.000)

0.012

0.040 ***

(0.250)

0.001

0.001

(0.000)

0.000

-0.015 ***

(0.000)

-0.001

-0.012 ***

(0.000)

-0.001

-0.041 ***

1

(0.516)

-0.007

-0.015

(0.111)

0.011

0.023

(0.078)

0.002

0.014

(0.039)

0.014

0.025 **

(0.947)

-0.012

-0.011

(0.043)

-0.007

-0.013 **

(0.000)

-0.001

-0.011 ***

(0.000)

-0.007

-0.043 ***

2

(0.625)

-0.009

-0.011

(0.015)

-0.002

0.021 **

(0.232)

-0.002

0.009

(0.186)

0.006

0.015

(0.149)

-0.035

-0.008

(0.266)

-0.005

-0.013

(0.001)

-0.001

-0.006 ***

(0.001)

-0.007

-0.025 ***

3

(0.371)

-0.006

-0.008

(0.055)

-0.002

0.014 *

(0.500)

0.008

-0.006

(0.196)

-0.002

-0.006

(0.770)

-0.024

-0.030

(0.617)

-0.008

-0.005

(0.319)

-0.002

-0.003

(0.125)

-0.004

-0.012

4

(0.794)

-0.005

-0.003

(0.190)

-0.006

0.000

(0.660)

0.002

-0.003

(0.414)

-0.006

-0.010

(0.569)

-0.015

-0.021

(0.165)

-0.003

0.004

(0.028)

-0.001

0.002 **

(0.075)

0.000

0.008 *

5

The table shows the medians for the respective variables and periods for the PW-sample and its matched pair sample. Asset turn. is asset turnover and receivables are accounts
receivables. Variable specifications are in table 2. The Number in parenthesis is the p-value indicating the statistical significance for the difference in medians for the two samples
(two-tailed, Wilcoxon signed-rank test).***, ** and * next to the PW-sample median indicates statistical significance on the 0.01, 0.05 and 0.1 levels.

CAR (t0,t2)

Leverage

Receivables

Inventory

Accruals

Asset turn.

0.000

0.001

Matched

-0.001

(0.814)

-0.001

PW

(0.898)

ROA

0.001

0.004

Matched

0.002

0.004

PW

EBIT

-5

Sample

Variables

-6

Quarter relative to PW, quarter 0 is the quarter closest before the profit warning

Table 4. Examined variables around the profit warning publication of the PW-sample and the matched pairs sample
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4.3 A
 nalysis of the PW-risk score
variables
To be used for successful hedging or trading
strategies, the focus is now turned to finding
the observations where the warnings are most
likely. As in Piotroski (2000), it is assumed
that the risk of a warning increases when
more variables point in the same direction.
In forecasting the business development, the
consensus of the variables is probably more
important compared to the individual magnitudes of the variables. For example, a high
inventory level in on quarter may signal that
the managers see a good demand outlook and
not a sign of slowing sales, but if the inventory increases simultaneously with weakening profitability and asset turnover then it is
much more of a warning sign. To measure the
consensus of the variables, the PW-risk score,
which was described in section 3.2, is used. For
the sake of usability, and also due to lacking
obvious good reasons, the variables in the
index are not weighted according to their presumed forecasting propensity. It is admitted
that this method of calculating the PW-risk
score is somewhat ad hoc, but nevertheless
it is based on findings of previous research
(e.g. Lev and Thiagarajan, 1993, Sloan, 1996,
Piotroski, 2000).
The examination starts with plotting the
share of binary value 1 across the quarters and
variables for the sample of profit warning observations and the matched sample. Based on
the results in table 4 it is expected that there
is a higher frequency of value 1 for quarter 0

for the profit warning sample compared to
the previous quarters and compared to the
matched sample. Table 5 verifies that this is
the case. On the total level, the share of value 1
observations of the combined amount of both
binary values range between 49% and 51% for
quarters -6 to -3 in both samples. Following
this, the share of the risk sign value 1 starts to
increase especially in quarter -1 and continues
to increase in quarter 0 reaching 62% when
calculated for all variables. While the share
of observations ranked with value 1 increases
also in the matched sample, at 53% the share
of warning signs stays 9%-points below the
profit warning sample in the quarter closest
to the warning.
When the variables are examined individually, especially the EBIT margin and ROA appear to sign for problems ahead. Profitability
seems to be on a low level in a clear majority
of the profit warning observations already in
the quarter before the warning. Regarding the
other individual accounting based variables,
they all give at least some (p<0.10) indication
of problems in the profit warning sample. According to expectations, the quarterly report
published closest to the profit warning is a
disappointment in the majority, or 66%, of the
observations.17 A negative return is witnessed
also in 60% of the cases, in the matched sample which again can be explained by the fact
that firms in the same industry experience
weakness simultaneously due to market factors.

17 The mean (median) CAR from the start of the day of the publication to the end of the second day after
the publication is -0.028 (-0.023) and both statistical significant on the 0.01-level (t-test for the mean and
Wilcoxon –test for the median).
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52 %

46 %

52 %

50 %

50 %

52 %

51 %

50 %

ROA

Asset turnover

Accruals

Inventory

Accounts receivables

Leverage

CAR (t0,t2)

Total
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51 %

56 %

48 %

50 %

55 %

50 %

56 %

47 %

52 %

48 %

47 %

45 %

49 %

56 %

52 %

45 %

49 %

46 %

49 %

49 %

45 %

-4

51 %

60 %

48 %

51 %

51 %

50 %

48 %

52 %

48 %

51 %

51 %

54 %

47 %

52 %

55 %

49 %

51 %

46 %

-3

50 %

59 %

50 %

53 %

46 %

50 %

44 %

52 %

47 %

52 %

55 %

54 %

54 %

56 %

55 %

47 %

49 %

50 %

-2

52 %

55 %

55 %

48 %

54 %

51 %

45 %

55 %

53 %

55 %

61 %

55 %

49 %

57 %

54 %

48 %

55 %

59 %

-1

53 %

60 %

57 %

45 %

55 %

50 %

49 %

55 %

51 %

62 %

66 %

62 %

55 %

63 %

57 %

55 %

68 %

64 %

0
(a)

(a)

(c)

(c)

(a)

(a)

(a)

(a)

(c)

(a)

(c)

(a)

53 %

53 %

61 %

48 %

55 %

51 %

50 %

54 %

51 %

68 %

60 %

67 %

60 %

74 %

50 %

64 %

82 %

83 %

1

55 %

55 %

57 %

50 %

59 %

47 %

58 %

57 %

58 %

65 %

58 %

68 %

57 %

64 %

47 %

65 %

78 %

78 %

2

52 %

57 %

48 %

49 %

56 %

39 %

56 %

54 %

56 %

61 %

56 %

65 %

55 %

61 %

48 %

63 %

67 %

69 %

3

52 %

53 %

49 %

53 %

49 %

41 %

59 %

55 %

53 %

54 %

55 %

61 %

47 %

45 %

44 %

57 %

58 %

61 %

4

49 %

54 %

47 %

51 %

44 %

44 %

54 %

51 %

51 %

47 %

52 %

51 %

49 %

44 %

46 %

45 %

44 %

47 %

5

A variable is coded with the binary value 1 if the measure is assumed to increase the risk of a profit warning or a 0 if not. The total amount of usable observations is
equal for each variable during one time period in both the (profit warning) PW-sample and its matched sample. For quarter 0 the total amount of usable observations is
1976 for both samples. The profit warning is published after the quarterly report for quarter 0 is published and before the publication of the quarterly results for quarter
1. Variable definitions are in table 2. A χ2 –test is used to test the statistical significance of quarter 0 of the PW-sample on a time-series basis against periods -1 and -2
and for the matched sample against the PW-sample, (a) and (c) indicates statistical significance on 0.01 and 0.1 levels.

50 %

Total

52 %

55 %

47 %

50 %

55 %

Inventory

Accounts receivables

Leverage

49 %

57 %

56 %

47 %

Asset turnover

Accruals

CAR (t0,t2)

52 %

47 %

ROA

48 %

45 %

49 %

51 %

56 %

51 %

50 %

57 %

51 %

49 %

52 %

46 %

-5

EBIT margin

Matched sample

46 %

-6

EBIT margin

PW-sample

Quarter relative to profit warnings, 0 is the quarter closest before the profit warning

Table 5. Relative amounts of observations coded as 1 across quarters and variables in the two samples
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The analysis now proceeds to ranking the
observations according to their PW-risk score.
The intention is to examine how likely the observations yielding the highest scores are to
be profit warning observations. Table 6 shows
the number of firms in the nine PW-risk score
groups in quarters -1 and 0 for both samples
for which all variables can be calculated. That
is, only observations are included for which
all variables can be calculated both for the

profit warning observation and the matched
pair for periods -1 and 0. Assuming that the
PW-risk score has profit warning forecasting power, the number of firms in the profit
warning sample scoring a high PW-risk score
in quarter 0 should be higher compared both
to the preceding quarter and to their matched
pairs. This is exactly what is observed when
examining the number of observations in the
highest PW-risk score brackets 7 and 8.

Table 6. Distribution of observations in quarters -1 and 0
PW-

Distribution of observations

riskscore

PW-sample
-1

Matched-sample
0

-1

0

8

2

6

1

5

7

20

33

18

16

6

36

45

30

32

5

44

50

45

51

4

56

43

52

48

3

41

40

45

38

2

27

25

25

37

1

27

14

34

24

0

4

1

7

6

N

257

257

257

257

Z-value(T-S)

-4.137 ***

Z-value(C-S)

-3.501

***

-1.260
-1.218

The table shows the number of observations in the nine PW-risk score brackets in quarters -1
and 0 for observations with complete data for both quarters. A Wilcoxon signed-rank test was
used to calculate the Z-value(T-S) to test the difference in distributions between the two quarters. A
Mann-Whitney U test was used to calculate the Z-value(C-S) to test the difference in distributions
between the two samples. Z-values indicating statistical significance on 0.1, 0.05 and 0.01 levels
are indicated with *, ** and ***, respectively.

In the profit warning sample, the number
of firms in scoring 7 and 8 increase in quarter
0 by 77% using the observations with complete

data. The respective number in the matched
sample is clearly lower at 11%.18 The number
of firms scoring 7 or 8 in quarter 0 stands

18 It could be expected that also the variables used in the study would indicate some slowdown in the same

time-span also in the matched sample as the firms operates in the same industry and are affected by similar market factors at the same time. However, on average, these firms are arguably affected less or are quicker to adjust
to the external market factors as they need not to warn on their profit.
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to flag for the cases where profit warnings
are most likely. The empirical analysis shows
that the number of observations receiving
the highest PW-risk scores increases by 77%
just before the warning in the profit warning
sample and is 86% higher compared to the
matched sample of firms not issuing a profit

warning. However, when all the observations
in the data receiving the highest PW-risk
scores of 7 and 8 were examined only 16% of
these observations actually issue profit warnings in the following quarter, so there are relatively many false alarms.
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Perspective as a
Management Tool
Abstract
The phenomenon of employees’ competences has received more and more scholarly attention during the
last several years. However, scholars have not fully analyzed individual and organizational implications
when analyzing the competences from a holistic perspective. In our study, which is based on qualitative
research, we aim to get a deeper understanding of 1) what competences employees experience in the
case organization and 2) what individual and organizational implications exist as employees perceive
their competences from a holistic perspective. Our data was gathered through storytelling and focus
group interviews and was analyzed using a content analysis method. This study’s findings contribute
to the theoretical discussion of employees’ competences, and based on our findings, we argue that a
comprehensive competence base enabled the evaluation of the employees’ own strengths and weaknesses
in their jobs and the evaluation of new development possibilities in the workplace. Furthermore, by
applying the holistic competence model, employees were able to obtain a more equal workplace.
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1. Introduction
The research on employees’ competences
has received scholarly attention during the
last three decades (e.g., Lai, 2011; Sandberg,
2000; Rychen & Salkaniz, 2003; Cheetham &
Chivers, 1998). The need for this research has
emerged both from the science and from the
practitioners and managers who aim to find
new tools and strategies to capture employees’ competences in practice. It should also
be noted that successfully implementing
these competences can operate as a source
of competitive advantage for organizations.
In addition, the competence gaps easily form
a barrier against growth, development, and
competitiveness (Barret & Mayson, 2007; Isidor et al., 2011). Thus, the need for this kind of
research is evident.
Employees’ competences represent the
dynamic and multifaceted potential for organizational performance, but this potential
can be adequately mobilized through relevant opportunities, tasks, and challenges (e.g.,
Lai, 2011). “Hidden” competences, the skills an
employee unknowingly possesses, can and
should be investigated, as they can represent
a valuable asset to the individual and the firm
(Le Deist & Winterton, 2005; Cheetham &
Chivers, 1998); when viewed from the holistic
perspective, hidden competences are more
deeply rooted in competence than when seen
from the traditional view. (Spencer & Spencer,
1993).
Thus, in this study, which is based on qualitative research, we aim to get a deeper understanding of 1) what competences employees
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experience in the case organization (RQ1) and
2) what individual and organizational implications exist as employees perceive their competences from a holistic perspective (RQ2).
The following sections present, firstly, the
theoretical discussion related to this study
phenomenon and its occurrence in daily
working life and in the organization’s activities. Secondly, the empirical part of the study
presents a research set-up and a reference
framework for methods. Thirdly, the results
will be presented and in the final part, discussion and conclusions end the paper.

2. Theoretical framework – levels
and views of competence
Various studies (e.g., Sandberg, 2000; Rychen
& Salkaniz, 2003) have shown the concept of
competence (see e.g, Le Deist & Winterton,
2005) as very multi-dimensional, and the
definitions of competence vary greatly from
one another depending on the school and
the perspective. More specifically, the US focus is clearly on the “inputs,” or the abilities,
aptitudes, and talents that a person brings
to a job, which enable them to perform satisfactorily or exceptionally. The USA school
of competence emphasizes much more potential rather than demonstrated proficiency
compared to UK approaches. This has been
described as “the difference between drivers
of performance and standards of work” (Roberts, 1997, p. 70). In this study, we take the UK
approach and the term competence. Table 1
clarifies some common definitions of competences.
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Table 1. Common definitions of competence found
in the literature (adapted from Woodall & Winstanley,
1998 and Horton, 2000 in Garavan & McGuire, 2001,
p. 150).
Worker-oriented definitions
1) The behavioral characteristics of an individual
that are causally related to effective and/or superior
performance in a job. This means that evidence
indicates that possession of the characteristic
precedes and leads to effective and/or superior
performance on the job (Boyatzis, 1982).
2) An underlying characteristic of an individual that
is causally related to criterion referenced as effective and/or superior performance in a job or situation
(Spencer & Spencer, 1993).
3) A High performance or H-competency is a relatively stable set of behaviors that produce superior
workgroup performance in more complex organizational environments (Schroder, 1989).
Work-oriented definitions
4) Occupational competence (is) … the ability to
perform the activities within an occupation or function to the level of performance expected in employment (Management Charter Initiative, 1990).
5) The ability to perform the activities within an
occupation (Nordhaug & Grønhaug, 1994).
6) An action, behavior, or outcome that the person
should be able to demonstrate (Training Standards
Agency, 2000).
Multidimensional definitions
7) The ability to apply knowledge, understanding,
and practical and thinking skills to achieve effective
performance to the standards required in employment. This includes solving problems and being
sufficiently flexible to meet changing demands
(NCVQ, 1997).
8) The skills, knowledge and understanding qualities and attributes, sets of values, and beliefs and
attitudes which lead to effective managerial performance in a given context, situation, or role (Woodall
& Winstanley, 1998.)

Competences have been investigated from
the traditional and holistic competence perspectives. In more detail, the traditional view
of competence (e.g., Spencer & Spencer, 1993)
has viewed it as a construct based on an individual’s knowledge, skills, and experience.
However, the so-called “holistic perspective
of competence” (e.g., Le Deist & Winterton,
2005) views the construct of competence as
more dynamic and multidimensional, which
also includes employees’ personal behavior
and ethical values. Overall, the concept of
holism is “a view that an account of all the
parts of a whole and of their interrelations is
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inadequate as an account the whole” (Mauntner, 1997; Kelly & Horder, 2001; Fernandez et
al., 2012). In addition, the holistic perspective
entails various levels: knowledge/cognitive
competence (e.g., technical/theoretical specialist and tacit-practical knowledge) and
functional competence (e.g., occupation-specific), which form an individual’s professional
competence (Cheetham & Chivers, 1998).
Furthermore, the holistic model also
includes meta-competencies such as communication, creativity, and problem solving
(Cheetham & Chivers, 1998) as well as individual experiences, opinions, and principles
(Rampersad, 2004). Finally, professional competence (in the holistic model) is also shaped
by the context of work, work environment,
and an employee’s personality and motivation (Cheetham & Chivers, 1998; Fernandez et
al., 2012).
Regardless of the research on the holistic
competence model, the majority of competence research has offered a relatively rational
and positivist perspective, which sees that
competences are based solely on individuals’ characteristics (Arnold & Davey, 1992;
Sandberg, 2000; Garavan & McGuire, 2001). It
should be noted that this “rational and positivist perspective” (Sandberg, 2000; Garavan
& McGuire, 2001) has ignored the contextual
aspects of competences and sees them more
as mechanistic and bureaucratic (compared
to the dynamic and holistic perspectives).
For example, in his research on the interaction competences, Spitzberg (2013)
presents the concept of the paradox of competence; because individuals are constantly
interacting, they also assume they know how
to do it. It is a challenge to identify what the
individuals could do differently, how to develop, and how to identify their own competences extensively. However, experiences and
making by doing do not always develop the
competences unless they can be connected to
wider dimensions. Competences can also lead
to work for oneself and for others in unsafe—
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dysfunctional, and to play these ways through
their working lives. It may also be that the individual is not brave enough “to do,” but there
is a need for support and guidance.
The Cheetham and Chivers (1998) model
(Table 2) takes into account values and ethical competences as well, and demonstrates
that those competences will increasingly
become key factors (i.e., values that include
respecting others, having an appreciation of
others, a sensitivity to the environment, and
precise customer orientation). In addition,
Cheetham and Chivers (1998) paid attention
to the ability to reflect which can be seen as a
super meta-competence. As Ruohotie (2002)
argues, the reflection is an individual’s mental

action to modify and structure the knowledge
he or she has experienced in various situations: what happened, what the experience
meant, and how to react to issues. The goal is
to find the meanings and create new activities
through the decisions and conclusions. From
the learning perspective, reflection is the
mental process and an awareness of the perceived review, which requires the use of critical thinking and evaluation (Seibert, 1996).
The experience, therefore, is not assessed only
at the activity level, but the criticality of operations is also essential. Thus, reflection adapts
a process that accounts for the changing operating environment and is linked to future
visions.

Table 2. The holistic competence view (Cheetham & Chivers, 1998).
META-COMPETENCES/HIGH-LEVEL COMPETENCES
e.g. communication, creativity, problem solving, learning, self-development, mental agility, analysis, adoption
of changes, forecasting, learning
KNOWLEDGE/
COGNITIVE
COMPETENCES

FUNCTIONAL
COMPETENCES

PERSONAL/
BEHA-VIORAL
COMPETENCES

VALUES/ETHICAL
COMPETENCES

Technical/theoretical/
specialist
- formal knowledge base
of profession

Occupation-specific
- range of professionspecific functions/tasks

Social/vocational
- e.g. self-confidence,
persistence, thinking on
feet, control of emotions
and stress, listening
skills, task-centeredness,
interpersonal skills,
empathy

Personal
- e.g. adherence to law,
adherence to moral
or religious codes,
sensibility to needs and
values of others

Tacit-practical knowledge
- difficult to articulate or
pass on, often linked
to the performance of
particular functions

Process/organizational/
management
- e.g. planning,
monitoring, implementing,
delegating, evaluating,
self/time management

Procedural knowledge
- basic routines: how,
what, who, when, etc.

Mental
- e.g. literacy, numeracy,
diagnosis, IT skills

Contextual knowledge
- organization, sector,
geography, client base,
etc.

Physical
- e.g. hand-eye
coordination, manual
dexterity, keyboard skills

Knowledge application
- including synthesis,
transfer, and
conceptualization skills

Intraprofessional
- e.g. collegiality,
conformity to norms of
professional behavior

SUPER META-COMPETENCE =
REFLECTION
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Professional
- e.g. adopting
appropriate attitudes,
adherence to
professional codes of
conduct, self-regulation,
environmental
sensitivity, clientcenteredness,
ethical judgment,
acknowledging.
boundaries of own
competence, duty
to keep up-to-date,
duty to help develop
newcomers to
profession, judgements
to profession,
judgements re ”whistle
blowing” on colleagues
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Several scholars have also recognized that
identifying the real competences broadly
have several positive outcomes for individuals
and organizations (e.g., Arnold & Davey, 1992;
Lai, 2011; Morrison et al., 2005; Parker, 2003).
For example, by analyzing employees’ competencies, firms are able to create, develop,
and maintain “learning organizations” that
constantly support firms to adopt new knowledge and insights through individuals and
teams (see Sundberg, 2001). According to Arnold and Davey (1992), people’s perceptions
of their work-related competences have great
importance in occupational settings. Most
importantly, employee work competences are
likely to affect work performance and perception of training needs (e.g., Arnold & Davey,
1992), career planning and development (e.g.,
London & Stumpf, 1982), and communication
between the person and other people in the
workplace (Carroll & Schneier, 1982).
Lai (2011) has also investigated the role
of perceived competence mobilization (the
degree to which employees perceive that they
have adequate opportunities to utilize their
competences in their current jobs) and its attitudinal outcomes within organizations. More
specifically, Lai (2011) argues that employees’
perceived competence mobilization is associated with a number of favorable employee
attitudes, including intrinsic motivation, organizational commitment, and intention to
stay with the organization. Notably, her study
included only perceived competence mobilization but not “the deep and invisible competences” of the individual.
According to Morrison et al. (2005), earlier
studies have shown that perceived still utilization has been one of the strongest predictors
of job-related affective well-being. Similarly,
Parker (2003) has also found that a high
level of perceived skill utilization is linked to
positive outcomes such as higher job-related
affective well-being, higher job satisfaction,
lower job-related depression, higher organizational commitment, higher job-related per-
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ceived competence, and higher job-related
feelings of worth. Perceived underemployment, in contrast, reflects a situation in which
employees do not feel that they fully utilize
their competence based on education and experience (Lai, 2011). Perceived underemployment is related to negative outcomes such as
lower psychological well-being, increased job
dissatisfaction, lower effective commitment
to the organization, and higher turnover intention (Erdogan & Bauer, 2009; Feldman,
1996; Feldman & Bolino, 2000; Feldman et al.,
2002; Maynard et al., 2006).
It should be noted that employees’ perceptions of their own work-related competences have a great importance in occupational settings as they have implications for
career planning and development, analysis
of training needs, and communication with
other people in the workplace, and self-ratings of competences are likely to influence a
person’s work performance (Arnold & Davey,
1992).

3. Context, data, and methods
In qualitative studies, it is vital to justify not
only the researcher’s selection of a specific
context and case but also his or her context
from a sampling perspective (see Pratt, 2009).
Furthermore, the qualitative research strategy
is particularly suited to elicit a deeper and
more holistic understanding of complex, sensitive, and multi-layered issues (Yin, 2014).
This study explores a contemporary
phenomenon in a bounded system (a case)
(Creswell, 2013).To explore the barriers for
value-based pricing that individual actors
perceive in interorganizational exchanges, we
used a qualitative, single-case study research
design, which enables us to delve deeply into
the social reality in an organizational setting
and examine how individuals experience and
make sense of everyday pricing issues (Denzin
& Lincoln, 2000; Yin, 2009).
“The selection of the actual case and the
unit of analysis is a critical aspect of case study
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research as it binds the research phenomenon
to its real-life setting” (Creswell, 2013, p. 97).
Therefore, we selected a relevant and empirically rich case (Eisenhardt & Graebner,
2007). We looked for a firm that 1) employs
value-based pricing with its customers, 2)
has practiced value-based pricing, and 3) has
a deep understanding of the potential challenges associated with customers.
The case organization in this study is a
development company (Ltd.) operating in
the social sector in Finland, which thus forms
the context of this study. The operation of
regional competence centers are based on
municipality co-operation. The central focus of the operation is creating co-operation
with different actors (municipalities, service
producers) relating to social work, research,
and education. Competence centers in social
work are open networks with a light organizational model. The operation is based on areal
co-operative needs, ensuring flexibility and
innovativeness.
The selected organization represents a
critical case and is an information-oriented
selection rather than a random selection (see
Flyvbjerg, 2006). In more detail, “a critical
case can be defined as having strategic importance in relation to general problem” (p. 229)
so that “if this is (not) valid for this case, then
it applies to all (no) cases” (Flyvbjerg, 2006, p.
229).
As the purpose of this study is to generate new knowledge on this topic, theoretical
sampling (see Eisenhardt & Graebner, 2007)
was appropriate. Theoretical sampling refers
to when “cases are selected because they are
particularly suitable for illuminating and extending relationships and logic among constructs” (Eisenhardt & Graebner, 2007, p. 27).
The research group included 16 participants (all employees of the case firm), and
their backgrounds are illustrated in Table 3.
Fourteen out of sixteen interviewees were
female, whereas only two were men (see Table
3). Interviewees were between the ages of 27
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and 60 (most of them were in their forties),
and nine of out sixteen worked as development planners. As most of the interviewees’
work-related tasks were focused on development planning, it was up to them to identify
their real and latent competence bases.
The data collection was a two-phase process: 1) writing an individual story on paper
and 2) conducting focus group interviews
(two focus groups, eight participants in each
group). In the interviews, each participant
wrote an answer to the statement “Describe
what competences you have,” and then we
used group interviews and presented the holistic competence map (see Table 2; Cheetham
& Chivers, 1998). The research questions in
the focus group interviews were based on an
idea of how the participants reflect their competences when they see the competence map,
which gives hints related to possible competences.
One form of meaning construction frequently identified in qualitative interview
data is story inquiry (Mishler, 1995). The underlying premise of story inquiry is the belief
that individuals make sense of their world
most effectively by telling stories (Ricoeur,
1981; Connelly & Clandinin, 1994; Riessman,
1990, 1991, 1993; Clandinin & Connelly, 1990;
Wiltshire, 1995). It is important to note that
for the interpretive researcher, the historical
truth of an individual’s account (story) of an
event is not the primary issue (Riessman, 1993,
p. 6).
A focus group is a group of individuals
selected and assembled by researchers to discuss and utilize their personal experiences to
comment on a research topic. As a research
technique, the focus group employs guided
interactional discussion as a means of generating “the rich details of complex experiences
and the reasoning behind an individual’s
actions, beliefs, perceptions, and attitudes”
(Carey, 1995). This information can be used to
identify potential areas of inquiry or to clarify
subject matter that, by its nature, eludes other
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Table 3. Participants’ backgrounds
Participant no.

Age

Male/female

Task

1

40

Male

Development planner

2

33

Male

Development planner

3

51

Female

Development planner

4

34

Female

Development planner

5

40

Female

Network coordinator

6

52

Female

Development planner

7

49

Female

Development manager

8

60

Female

Assistant

9

27

Female

Patient advisor

10

34

Female

Development planner

11

42

Female

Development planner

12

46

Female

Project coordinator

13

45

Female

Development planner

14

46

Female

Financial secretary

15

52

Female

CEO

16

46

Female

Development planner

research instruments. The “focus” underpinning the discussions is anything that engages
the focus group in a collective activity “such
as viewing a film, examining a single health
education message or simply debating a
particular set of questions” (Kitzinger, 1994).
According to Powell and Single (1996), a focus
group is especially useful when 1) existing
knowledge of a subject is inadequate and
elaboration of pertinent issues or the generation of new hypotheses is necessary before a
relevant and valid questionnaire can be constructed or an existing one enhanced, 2) the
subject under investigation is complex, and
concurrent use of additional data collection
methods is required to ensure validity, or 3)
the subject under investigation is complex
and comprises a number of variables. A focus
group enables the researcher to concentrate
time and resources on the study’s most pertinent variables.
In analyzing the storytelling papers and
focus group interviews, we used content anal-
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ysis, which is both the analysis method and
the thematic method. We studied storytelling
papers, and for the most part we transcribed
interviews inductively (Pratt, 2009) without
guiding theory structure or a structure of
pre-selected rating (Silverman, 1989) and
identity. Ritchie, Spencer, and O’Connor
(2003) have described the iterative process
throughout analysis. The first level (data
management) generates themes and concepts, and the purpose is to label or tag data.
According to Braun and Clarke (2006), what
counts as a theme is not (usually) dependent
on quantifiable measures, but instead it depends on whether the potential theme captures something relevant to the investigated
research question (Braun & Clarke, 2006).
Researchers classified and sorted the data at
the second level (descriptive accounts) in order to ascertain their meaning. The third level
(explanatory accounts) addresses how and
why questions and establishes the typologies.
The current study followed the above-
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mentioned iterative process. First, we coded
and identified themes and concepts before
classifying and sorting themes and issues and
establishing head typologies. Finally, we addressed the research questions on the basis of
the research data gathered.

4. Findings
The findings from the first part of the study
(16 employee stories) revealed that each
participant experienced their competences
individually and differently. In general, the
participants perceived their competences as
much narrower than Cheetham and Chivers
(1998) have done in Table 2. For example, one
interviewee stated the following: “It helps to
perform all tasks when you understand the diversity of your competences. And the workplace as
well” (Participant 4).
When comparing the answers with the
category of competences by Cheetham and
Chivers (1998), we identified some participants who felt that their competences have
only two aspects: cognitive and personal competence (see Spencer & Spencer, 1998). For example, one interviewee suggested that “I have
good ADP skills and then I’m a good listener and
I have good interpersonal skills, too” (Participant
13). However, only a few used the whole scale
of competence model when evaluating their
competences.
Remarkably, no one mentioned professional behavior, obeying the law, or work-related ethics when evaluating their competences. For example, no one mentioned the
concealment of confidential information in
their story—even though it is closely related to
the field of operation in the study. However,
several participants described only substance
competence (“hard competence”) or competences relating to their own behavior or values
(“soft competences”) (see Woodall & Winstanley, 1998). The following quotes describe
this well: “I have a good substance competence”
(Participant 6); “I get along with all kinds of people and I can encourage people” (Participant 11).
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Several participants described their competences only as meta-competences, like communication skills and social interaction, creativity, innovativeness, problem-solving skills,
and the ability to perceive big entities. For
example, one participant described the following: “I’m good at creating the networks—I’m
very flexible and I can tolerate the stress” (Participant 6).
Some of the participants described their
cognitive and functional competences in the
way that meta-competence was intertwined
with the evaluation of their competences.
For example, describing competences could
indicate that they manage their everyday life
routines well and can apply problem-solving
skills and flexibility.
Furthermore, their presumption was that
their so-called “substance competence” is an
automatic, built-in operation that they cannot
even think about in an everyday life operation
(see also Sandberg, 2000). Employees experienced a manifestation of their comprehensive
competence base in that their subconscious
directs their operation and uses different
ways to operate in different situations without the employee even realizing it (Lai, 2011).
In addition, employees constructed different
meanings of competences; they were considered “real” as they matched the individual’s
perceptions of the operation related to the
context (Wierdsma, 2007).
So-called
“super
meta-competence,”
which manifests as the “ability to reflect”
manifested in several stories: employees critically and analytically identified their own deficiencies but also their talents and gifts, and
they could evaluate their own operation from
the perspective of others.
Interviewees also suggested that change
and the tolerance of change demanded skills
such as the ability to change their thinking
and operation methods, their flexibility, and
an open mind. All of the employees experienced positive change, which operates as
a precondition and a “driver” of operation
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and development. In addition, change made
it possible for them to use their creativity
because they were able to recognize aspects
that require changes, alternative operation
methods, and models in their work. A high
tolerance to change also strengthened the tolerance of insecurity and complexity (see Lai,
2011). In addition, a high tolerance to change
helped them adjust to their presence.
Change also allowed them to develop
their work and move it in different directions (within the strategy of their company).
Through change, participants could acquire
new tasks and when the opportunity arises,
they could move away from their “comfort
zone” voluntarily. Change enabled watching
new situations and created a feeling that
things proceed and that development is happening, and then they could ignore their “old
and safe ways/habits” (Lai, 2011).
Employees also highlighted their network-related competences and how those
competences allowed them to develop new
innovations and service entities, and they
were also able to take into account the customer’s perspective. For example, one interviewee stated, “I’m a director of many networks,
and I feel that I’m conversational and give space
to others. Such action requires that I have to be
good for summarizing all discussions and conclusions” (Participant 7).
Networking was seen as a precondition
for one’s own learning when the job description was unique and when they did not have
colleagues with whom they could discuss
work-related issues, problems, and development areas. In this way, networking offered a
natural support and a route to development
(see Morrison et al., 2005). In addition, operating in a network brought up their own
competence and especially their ability to reflect their own operation. Networks were also
seen as a possibility to learn how to create and
manage networks, and they experienced networks as a good way of “making things clear”
and managing their competences. The ability
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to network was seen as a living condition and
as something that maintains their job satisfaction. For example, many of the employees
have started their jobs by building networks
(Parker, 2003).
Several participants described their competences by discussing their families and hobbies, which also related to value and ethical
competences and told much about the personal values of the employee. In more detail,
these were the most valued factors that came
before their work: “Outside of work I’m an older
sister, mother of three children (one of them is
hearing-impaired), and I live in such a ‘new family.’ So I have my own family and in addition my
husband’s children and family” (Participant 12).
For example, employees identified competences related to their hobbies (e.g., in
sports) or their tasks in similar associations
(e.g., as a trainer). Personal hobbies such as
playing instruments, singing, gardening,
outdoor activities, moving in nature, boating,
diving, skiing, and taking care of their pets
were mentioned in the employees’ stories.
Family life also closely related to their competences, especially with the women, who
described it through their role as mothers—its
requirements and demands, the results they
were able to achieve through motherhood,
and how they could implement their role as a
mother into their work:
“I’m a wife. I have received a good present—
the gift to love. I’m a mother to two children. I have
had the possibility to learn to be a mother with my
children” (Participant 4).
An employee’s role as a mother and partner was strongly seen as the ability to be a
nurse, the ability to control their emotions,
the ability to understand different generations, taking care of daily routines, and in
some cases, it was recognized for the challenges experienced by single mothers. In
addition, employees also highlighted competences related to their marriage relationships and their interactions with relatives and
friends (Kelly & Horder, 2001; Fernandez et al.,
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2012). Three factors: age, life experience, and
work life were seen as huge strengths that enabled them to receive demanding job-related
tasks and to constantly develop their skills
and competences.
In several employee stories, competence
was seen as a synonym for “being good in
something,” needing improvement in some
other aspect, or having succeeded in something.
In the second phase of the study, we presented the holistic competence model by
Cheetham and Chivers (1998) (see Table 2),
and each part of the model was discussed
carefully with the participants. Based on this
holistic competence model, the employees
realized their competence base much more
comprehensively than what they had previously thought of themselves: “I think this is
good in that somehow this domination of cognitive competence becomes more equal with other
aspects of the competence” (Participant 1).
This realization explained why the work
atmosphere in the organization was perceived
as positive and as something that supported
everyone. In addition, learning was enabled
through colleagues. Several employees also
understood the meaning of their attitude in
relation to their personal competence; even
though the substance competence would be
fine, it would disappear anyway if the attitude
was not right. Perceiving employees’ competences comprehensively was perceived as
something that unites and encourages change
and in the intraorganizational dynamics (see
Erdogan & Bauer, 2009; Feldman, 1996; Maynard, 2006).
“It eases at least the coping when you understand the complexity of competences, and in a
way it kind of helps to understand the work place,
I mean, like the way employees have focused their
competences differently.” (Participant 2)
“…then the attitude, if you take an attitude
like I can.”
“I think this is like a richness that everyone
sees it differently and we don’t label employees as
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better or worse.” (Participant 14)
“If you identify the different competence levels, then if we organize teams then we can put
right the assembly.” (Participant 15)
Overall, the participants had not identified and recognized their own competences
at first according to the holistic competence
model by Cheetham and Chivers (1998):
“These are things which I have taken for granted,
these are something which are always present…I
had insights [seeing] these things written down”
(Participant 9).
In addition, several participants felt that
it was “easier to work,” as they had identified
their whole comprehensive base, because they
realized that if they failed, they would still
have several other competence aspects where
they were strong. A comprehensive competence base enabled the evaluation of their
own strengths and weaknesses and enabled
them to evaluate new development possibilities. In addition, participants felt a richness in
recognizing that every employee in the company looks at things differently, depending
on their level of competence (development
level). By recognizing this, the focus group expressed that by using the holistic competence
model, they are able to achieve more a equal
workplace. This finding also pushes the previous knowledge of the outcomes of using the
holistic competence model in the workplace
to the edges of new scientific knowledge. That
is, to our knowledge, this finding has not been
highlighted in the previous studies of the
holistic competence model (see Cheetham &
Chivers, 1998).
In addition, the holistic competence
model gives tools for self-management, which
also reflected on the inner dynamics inside
their organization:
“I somehow thought of the recruiting situation, that in that situation we could actually apply
this model and on the other hand the development
discussions, and then apply for self-management
and for evaluating our own core competences.”
(Participant 15)
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We also noted that the participants highlighted competences related to their personality and their ethical operation: attitude
toward the work, customers, colleagues, empathy, personal behavior, giving feedback to
colleagues, and behaving ethically. The identification of the holistic competence model
helped them tolerate more differences, be
helpful, equal, create a “we-spirit,” and understand the meaning of interpersonal skills (see
Cheetham & Chivers, 1998; Sundberg, 2001).

5. Discussion and conclusions
The aim of this study was to get a deeper understanding of what competences employees
experience in the case organization and what
individual- and organizational-level implications exist as employees perceive their competences from a holistic perspective in the
case organization. Various scientific studies
(e.g., Le Deist & Winterton, 2005; Garavan &
McGuire, 2001) have shown that scholars have
had difficulty identifying competences. There
is also a research gap concerning how the holistic perspective can and should be applied in
order to harness employees’ real but invisible
competences into practice (Cheetham & Chivers, 1998). This can be because the organization traditionally evaluates employees from
its own point of view instead of from the employee’s self-reflection. Ruohotie (2002) and
Seibert (1996) argue that the ability to reflect
depends on experiences, mental processes,
and context. If they do not meet the organization’s targets, the reflection process can stay
too facile. For example, Cheetham and Chivers
(1998) have pointed out that especially a professional’s reflection contributes markedly
to their ability to adapt the knowledge into
practice. Furthermore, there is a lack of empirical studies that focus on the implications of
analyzing employees’ competences from the
holistic competence model.
Based on our study, we found that the
employees in our case company first perceived and understood their competences
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mainly from the traditional competence
view by focusing on cognitive and functional
competences (e.g., Spencer & Spencer, 1993).
However, after applying the holistic competence approach (e.g., Cheetham & Chivers,
1998), employees experienced a significant
insight into understanding their very broad
competences and an in-depth understanding
of their own work. The findings of our study
have several theoretical insights that push the
current knowledge forward regarding how
the holistic competence approach can be applied in order to harness employees’ competences into practice.
In addition, we found that utilizing the
holistic competence approach in order to
map out employees’ competences has several
individual- and organizational-level implications. In more detail, we found that identifying these competences had several positive
outcomes for both the individuals (employees) and the case organization, and can lead
to effective and/or superior performance on
the job (Boyatzis, 1982). At the individual
level, understanding the holistic competence
view made it easier to view one´s own competences and understand the behaviors and
actions of other employees, the importance of
empathy, and the capability to control one’s
own emotions. The Training Standard Agency
(2000) mention that identifying individuals’
own competences can lead to an action, behavior, or outcome that the person should be
able to demonstrate.
In summary, the holistic perspective increased employees’ well-being in the organization. As Woodall and Winstanley (1998)
have argued, the multidimensional approach
includes the skills, knowledge, and understanding qualities and attributes, sets of values, and beliefs and attitudes that lead to
effective managerial performance in a given
context, situation, or role. Secondly, employees experienced a new kind of job satisfaction
when they found that they have a lot more
competences and that part of these compe-
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tences are “latent,” as they had been hidden
and unconscious. At the organizational level,
identifying employees’ competences was
also important and had positive outcomes.
Employees’ competencies are often well understood and implemented in organizations
that have adopted the principles of learning
organizations that constantly support firms to
adopt new knowledge and insights through
individuals and teams (see Sundberg, 2001).
Finally, we argue that the concept of the holistic competence view helped in self-assessment, reflection, and attitude editing at both
the individual and the organizational levels.
The first contribution of this study is to
emphasize the value of understanding the
holistic competence approach. For example,
it is useful in recruiting process and development discussion when identifying employees’
features and hidden talents. The topic has not
been widely studied, and its thematic has not
experienced a significant amount of (or has
not even fit) business-related decision-making. From a managerial aspect, benefit of this
approach is the new way of understanding the
tacit dimension in the workplace atmosphere
and group dynamics. Secondly, the research
enables the development of recruiting and
development discussion processes, for example whether it is possible to create the question tools that help to evaluate intangible and
abstract issues from the holistic competence
perspective. Thirdly, the study underlines the
importance of creating an assessment tool for
the recruitment process, targeting the evalua-
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tion of the holistic competence approach and
intangible and abstract issues.

Limitations and future research
The main limitation of the current study is
that it is a qualitative case study and only one
case organization was examined. Therefore,
the findings cannot be generalized in to a
larger extent. However, to ensure the trustworthiness of the findings, we employed criteria for qualitative research (Yin, 2009; Crewell,
2013). We improved credibility by employing
two forms of research methods, including using multiple sources of data. Information was
gathered from 16 employees (all employees in
the case company) using two methods: storytelling and focus group interviews.
In the future studies, both qualitative and
quantitative methods are needed. It would be
interesting to repeat the study with personnel
in different contexts, such as male-dominated
industries and organizations. Another case
could examine a scenario where self-reflection
is one tool to develop and realize an individual’s own approaches related to work tasks. It is
worth noting that self-reflection has been an
untapped potential, but employees are willing to utilize it, even though their courage has
been missing. In addition, there are several
factors which need more research related to
the identification of the holistic competence
view. Nevertheless, we believe that the current
study—limitations and all—has provided a
starting point for such work.

103

NJB Vol. 66 , No. 2 (Summer 2017)

Riitta Forsten-Astikainen, Terhi Tuominen and Pia Heilmann

References

Arnold, J. & Davey, K. 1992. Self-ratings and supervisor ratings of graduate employees’ competences during early career. Journal of Occupational Organizational Psychology 65 (3), 235 - 250.
Barrett, R. & Mayson, S. 2007. Human resource management in growing small firms. Journal of
Small Business and Enterprise Development 14 (2), 307-320.
Braun, V. & Clarke, V. 2006. Using thematic analysis in psychology. Qualitative Research in Psychology 3 (2), 77-101.
Boyatzis, R.E. 1982. The Competent Manager: A Model for Effective Performance. New York, NY:
John Wiley & Sons.
Carey, M. 1995. Comment: Concerns in the Analysis of Focus Group Data. Qualitative Health Research 5 (4), 487-495.
Carroll, S., & Schneier, C. 1982. Performance Appraisal and Review Systems: The Identification,
Measurement and Development of Performance in Organizations. Glenview, IL: Scott, Foresman.
Cheetham, G. & Chivers, G. 1998. The reflective (and competent) practitioner: a model of professional competence which seeks to harmonize the reflective practitioner and competence-based approaches. Journal of European Industrial Training 22 (7), 267 – 276.
Clandinin, DJ. & Connelly, FM. 1994. Narrative, Experience and the Study of Curriculum. Cambridge
Journal of Education, 20 (3), 241 – 253.
Connelly, FM. & Clandinin, DJ: 1994. Telling teaching stories. Teacher Education Quarterly 21,
145–158.
Creswell, J. 2013. Qualitative Inquiry and Research Design: Choosing Among Five Approaches. Thousand Oaks, CA: Sage.
Denzin, N. K. 2000. The practices and politics of interpretation. In N. K. Denzin & Y. S. Lincoln
(Eds.), Handbook of qualitative research (2nd Ed.). Thousand Oaks, CA: Sage.
Eisenhardt, K. M. & Graebner, M. E. 2007. Theory Building from Cases: opportunities and challenges. Academy of Management Journal 50 (1), 25-32.
Erdogan, B. & Bauer, T. 2009. Perceived over qualification and its outcomes: The moderating
role of empowerment. Journal of Applied Psychology, 94 (2), 557-565.
Fernandez, N., Dory, V., SteMarie, L-G., Chaput, M., Charlin, B. & Boucher, A. 2012. Varying conceptions of competence: an analysis of how health sciences educators define competence.
Medical Education 46, 357-365.
Flyvbjerg, B. 2006. Five misunderstandings about case-study research. Qualitative Inquiry 12,
219-245.
Feldman, D. & Bolino, M. 2000. Career Patterns of the Self Employed: Career Motivations and
Career Outcomes. Journal of Small Business Management 7, 53 - 67.
Garavan, T.N. & McGuire, D. 2001. Competencies and workplace learning: some reflections on
the rhetoric and the reality. Journal of Workplace Learning 13 (4), 144-164.
Horton, W. 2000. Designing Web-Based Training: How to Teach Anyone Anything Anywhere Anytime. New York: Wiley.
Isidor, R., Schwens, C. & Kabst, R. 2011. Human resource management and early internationalization: is there a leap-frogging in international staffing? The International Journal of Human
Resource Management 22 (10), 2167-2184.
Kelly, J. & Horder, W. 2001. The how and the why: Competences and holistic practice. Social
Work Education: The International Journal 20 (6), 689 - 699.
Kitzinger, J. 1994. The methodology of Focus Groups: the importance of interaction between
research participants. Sociology of Health and Illness 1 (1), 103–121.

104

NJB Vol. 66 , No. 2 (Summer 2017)

Expanding Awareness of Employees’ Competences

Lai, E. 2011. Critical Thinking: A Literature Review. Research Report. Pearson. http://www.pearsonassessments.com/research. Referred 4.4.2017.
Le Deist, F.D. & Winterton, J. 2005. What is Competence? Human Resource Development International 8 (1), 27 - 46.
London, M. & Stumpf, S. 1982. Managing careers. MA, Addison-Wesley Readings.
Management Charter Initiative, 1990. Management Competencies: The Standards Project, London: MCI.
Maynard, A. 2006. Medical Workforce Planning: Some Forecasting Challenges. The Australian
Economic Review 39 (3), 323 - 332.
Mauntner, T. ed. 1997. The Penguin Dictionary of Philosophy, London: Penguin.
Mishler, E. 1995. Models of Narrative Analysis: A Typology. Journal of Narrative and Life History
5(2), 87 –123.
Morrison, D., Cordery, S., Girardi, A., Payne, R. 2005. Job design, opportunities for still utilization and intrinsic job satisfaction. European Journal of Work and Organizational Psychology
14 (1), 59-79.
National Council for Vocational Qualifications (NCVQ) 1997. Criteria for National Qualifications, Qualifications and Curriculum Authority, London.
Nordhaug O. & Gronhaug K. 1994. Competences as resources in firms. International Journal of
Human Resource Management 5 (1), 89-106.
Parker, SK. 2003. Longitudinal effects of lean production on employee outcomes and the mediating role of work characteristics. Journal of Applied Psychology 88 (4), 620–634.
Powell, R. & Single, M. 1996. Focus groups. International Journal for Quality in Health Care 8 (5),
499-504.
Pratt, M. 2009. From the Editors: For the Lack of a Boilerplate: Tips on Writing Up (and Reviewing) Qualitative Research. Academy of management Journal 52 (5), 856-862.
Rampersad, H. K. 2004. Learning and Unlearning in Accordance with Organizational Change.
Organization Development Journal Winter 2004, 43-60.
Riessmann, CK. 1990. Strategic uses of narrative in the presentation of self and illness: A research note. Social Science & Medicine 30 (11), 1195 – 1200.
Riessmann, C. 1991. Beyond Reductionism: Narrative Genres in Divorce Accounts. Journal of Narrative and Life History 1(1), 41 –68.
Riessmann, C. 1993. Narrative Analysis. Newbury Park, CA:Sage.
Ricoeur, P. 1981. Hermeneutics and the Human Sciences: Essays on Language, Action and interpretation. Cambridge: Cambridge University Press.
Ritchie, J., Spencer, L. & O´Connor, W. 2003. Carrying out Qualitative Analysis. In Spencer, L. &
Ritchie, J. (Ed), Qualitative Research Practice: A Guide for Social Science Students and Researchers: 1-336. London: SAGE Publications Ltd.
Roberts, G. 1997. Recruitment and Selection: A competency approach. Wiltshire: The Gromwell
Press.
Ruohotie, P. 2002. Learning and occupational growth. Helsinki: WSOY.
Rychen, D.S. & Salganik, L. 2003. Key competencies for a successful life and a well-functioning society.
Ashland, OH, US: Hogrefe & Huber Publishers.
Sandberg, J. 2000. Competence – the basis for a smart workforce, in: R. Gerber and C. Lankshear
(Ed) Training for a Smart Workforce, 47 – 72. London: Routledge.
Schroder, HM. 1989. Managerial Competence: The Key to Excellence. Kendall: Hunt Publishing
Company.

105

NJB Vol. 66 , No. 2 (Summer 2017)

Riitta Forsten-Astikainen, Terhi Tuominen and Pia Heilmann

Seibert, K. W. 1996. Experience is the best teacher, if you can learn from it. Real-time reflection
and development. In D. T. Hall & Associates, The Career is Dead – Long Live the Career, 246 –
264. San Francisco: Jossey-Bass Publishers.
Silverman, D. 1989. Six Rules of Qualitative Research: A Post-Romantic Argument. Symbolic interaction 12 (2), 215 - 230.
Spencer, L. & Spencer, S. 1993. Competence at Work: A Model for Superior Performance. New York:
Wiley.
Spitzberg, B. H. 2013. (Re)Introducing communication competence to the health professions.
Journal of Public Health Research 2 (23), 126–135.
Sundberg, L. 2001. A Holistic Approach to Competence Development. Systems Research and
Behavioral Science, 18 (2), 103-114.
Training Standards Agency 2000. Definition as in Horton, S., “Introduction - the competency
movement: its origins and impact on the public sector”, International Journal of Public Sector
Management 13 (4), 7-14.
Wiltshire J. 1995. Telling a story, writing a narrative: terminology in health care. Nursing Inquiry
2, 75–82.
Woodall, J. & Winstanley, D. 1998. Management Development: strategy and practice. Oxford:
Blackwell Business.
Yin, R.K. 2009. Case study research: design and methods. Essential guide to qualitative methods in
organizational research. Thousand Oaks, CA: Sage.
Yin, R.K. 2014. Case study research: Design and methods. Thousand Oaks, CA: Sage.

106

NJB Vol. 66 , No. 2 (Summer 2017)

Financial Risk and Service Quality

An Empirical Study
on the Association
between Financial
Risk and Service
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Abstract
Patient choice is widely implemented in healthcare and the decision a patient makes have financial
repercussions for firms. Eventually, if firms fail to fulfil patients’ expectations, they will be forced to exit
the market due to unsuccessful business performance. Our study focuses on firms’ quality investments
and their association with financial risk in physiotherapy organised for disabled individuals by the
Social Insurance Institution of Finland (Kela). We use data on physiotherapy from two contract periods
(2007–2010 and 2011–2014), and we use random and fixed effects regressions in our estimations. Our
results show an association between financial risk and service quality. Firms with higher financial risk
have lower quality. It seems that firms either are incapable of committing to quality investments or they
have failed in marketing, and thus, they have increased their financial risk by losing customers due to
patient choice.
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1. Introduction
This study focuses on rehabilitation services
organised by the Social Insurance Institution
of Finland (Kela) which are financed from the
National Health Insurance (NHI) and targeted
at disabled individuals. Kela is the largest single organiser and financer of rehabilitation
services in Finland and it uses public procurement procedures (mainly competitive bidding) in order to arrange services throughout
the country.
Services such as physiotherapy targeted
at disabled individuals are purchased from
private sector providers by using competitive
bidding. In 2014 the overall amount of firms
producing physiotherapy in the private sector
in Finland was 2640 (Statistics Finland, 2016)
and during the contract period 2011–2014
about 50% of those (1320) had a contract with
Kela to produce services for disabled individuals. About 14,000 patients (approximately
16 percent of all individuals who received
rehabilitation in 2011) receive these services
annually and the final decision of where to
get the therapy is made by the patient or his/
her agent because patient choice was implemented in 2011. There are no out-pocket-payments required from the patients for using
the service.
Due to previously mentioned regulation,
firms compete in the system on two levels.
First they need to compete on both price
and quality in order to succeed in competitive bidding. During the second phase (due
to patient choice and non-existent out-ofpocket payments), firms need to compete for
patients on quality in order to gain profits.
Within this potentially very competitive envi-

ronment, we analyse the association of firms’
quality investments and financial risk in the
context of market orientation and business
performance. We aim to broaden the empirical literature in this respect as evidence from
Finland and especially from physiotherapy
is still quite limited despite different market
mechanisms being largely in use. The study is
important because Finland is about to enlarge
free choice in public healthcare in the future.
The services studied form about 21% of all
services produced in the physiotherapy industry (private sector) and despite Kela’s budget
for the service being quite stable during recent years (and, in fact, somewhat increasing),
firms are also dependent on, for example, private customers as well as municipalities’ purchases. In Finland, the private health-care sector relies heavily on public-sector purchases
(Lith, 2013). Yet Finland has faced tough
economic times in recent years, and the Gross
National Product (GNP) has declined steadily
in the past five years (Statistics Finland, 2015).
Thus the recession combined with increased
competition via public procurement and
patient choice, firms’ opportunities to make
profits and continue operating in the market
are increasingly difficult. In fact, the number
of private firms has declined steadily (Statistics Finland, 2015), and despite the fact that
different industries face different demand
situations due to the hard-hitting economic
situation, the declining trend in the number
of firms1 is reflected in the health-care industry as well (Figure 1).
As a result of previous and future events,
firms operating in the healthcare market
need to focus on strategies that improve de-

1 Also e.g. mergers could have an effect on the number of firms in the market. There is some evidence found from

individual firms’ websites that mergers have occurred in physiotherapy for example but precise information
regarding the whole industry and its private sector has not been published. However based on Statistic Finland’s
business register (https://www.stat.fi/tup/yritysrekisteri/index.html) number of firms producing physiotherapy
in private sector as well as their net revenue has remained unaltered between years 2013 and 2014 for example.
Yet the number of staff has declined and the net revenue also includes revenue from other services than just
physiotherapy which suggests that efforts have been made in the physiotherapy industry that would increase
productivity during difficult economic times.
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mand and, hence, profits in order to remain
vital. Firms must be competitive not only with
respect to public purchases but also because
patient choice is more and more widely implemented in healthcare as well. This means
that after engaging in different procurement
procedures, firms need to attract patients to
increase their sales revenue; in order to do
that, firms need to invest in quality because
price is usually irrelevant to patients due to
different insurance mechanisms. Despite the
fact that quality investments are expensive
and tend to increase costs, the only way to increase market share (i.e. volume) is to invest
in quality. Prior research has demonstrated
that there is a positive correlation between
volume and outcomes in healthcare (Gaynor
& Town, 2011).
Previous studies demonstrate a strong
positive relationship between market orientation and business performance, and the
results appear to be robust across different
environments (Jaworski & Kohli, 1993). Still,
a number of studies have questioned the
validity of generic management findings
regarding market orientation and its relationship to performance in healthcare (see,
e.g. Blair & Boil, 1991) because the healthcare
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market is quite different from other markets
and industry-specific aspects could affect the
relationship between market orientation and
business performance (Kumar et al., 1998.)
Not only does the health-care industry face
numerous political, legal and financial regulations but care output is difficult to measure
and it has a tremendous impact on a patient’s
wellbeing. Douglas and Judge (2001) have
confirmed that quality is strongly linked with
competitive advantages and business performance. For instance, a study of the nursing
home market has shown that market-oriented
firms could achieve competitive superiority
by increasing their service quality. Based on
the results, producing a high-quality product may provide firms the ability to generate
higher revenues (Weech-Maldonado, 2003).
Similar to Narver and Slater (1990) and
Kohli and Jaworski (1990), we treat market
orientation as a single construct consisting of
different dimensions. Our market orientation
measure is a sum of different quality factors
scored during the procurement process, and
instead of assessing care output; our quality
measure could be described as the medium
or long-term quality investment of a firm.
Grimmer et al. (2000) have noted that, when
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measuring quality in physiotherapy, it is
important to consider how the service is organised, the way in which care is provided,
the way in which information about care is
recorded and used for evaluation purposes,
and the outcome of care. Our quality measure
is reliable and consistent because it is assessed
during the competitive bidding process and it
includes such quality features as education,
work experience, the premises and their quality, the equipment used in physiotherapy and
the extent to which the provider conformed
to the Kela’s quality standards.
Earlier studies have primarily examined
accounting-based performance criteria, and
for this reason they have been criticised for
being too narrow and one-sided in their measurements (Kumar et. al, 1998.) Conceptual
framework of our study is presented in Figure
2. Our performance measure is a three-scale
risk rating conducted by Suomen Asiakastieto
Oy, which is a company dealing with, e.g. corporate risk management and sales and marketing information services in Finland. Each
firm’s risk rate was calculated separately by
using an individual-level database consisting
of multiple aspects, e.g. firms’ payment methods and the creditworthiness of the person in
charge. Our measure also includes key figures
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from the financial statement and each firm
has been scored on a scale ranging from 1 to
3 based on this information. Thus, the measure is rather broad and diverse, yet it easily
expresses the financial risk of firms.

2. Previous literature
When price is not driving patient choice,
firms need to attract customers based on
quality. Especially with respect to patient
choice, if firms are to succeed in the market,
they need to invest in quality in order to maintain and grow market shares. According to Le
Grand, if patient choice is to act as an effective
driver of quality, it is necessary to rely on patients’ judgements and their responsiveness
to the quality of the service being provided,
and likewise, it is necessary for providers to
react to choices made on the basis of those
judgments. The logic behind this argument
is quite straightforward: if a producer fails
to provide sufficient quality, and if patients
notice the lack of quality, then diminished demand will cause a firm’s revenues to fall and
ultimately result in financial failure for the
firm (Le Grand, 2009.)
One concrete task of a market-oriented
firm is to prevent competitors from luring
away customers, e.g. market shares, and for
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this reason a firm’s investment perspective is
important. Profitability, on the other hand,
ensures the resources necessary to pursue
market orientation (Kumar et al., 1998). Market orientation has a substantial positive
effect on a firm’s profitability, especially with
respect to both commodity products as well
as non-commodity products. Therefore, a
firm that increases its market orientation will
improve its market performance (Narver &
Slater, 1990).
A market-oriented firm must identify
and satisfy the preferences of its current and
potential customers and must also aim to
enhance its profitability so as to ensure the
necessary resources for future activities with
respect to value creation (Kohli & Jaworski,
1990; Narver & Slater, 1990). Another study
found that market orientation is also strongly
correlated with quality management implementation (Kee-Hung, 2003.) A market-oriented business is interested in gathering and
using information about competitors and
customers, and it will respond to that information by providing value to the customers
and thereby eventually gaining a competitive
advantage. Market orientation can thus be
viewed as a continuous process, and firms
differ in the extent to which they focus on
market orientation or its different dimensions
(Kumar et al., 1998.)
The findings from previous studies indicate that quality has an impact on a firm’s
business performance and it is an influential
determinant of a strategic business unit’s
overall performance. Market-oriented efforts
are an important means to improve service
quality and business profitability. Improved
quality eventually also improves the effectiveness of a firm (Chang & Chen, 1998). Even
though these findings seem credible, the
health-care industry is unique and must be
studied separately. There is a possibility that
findings from other sectors/industries may
not apply to healthcare (Blair & Boal, 1991.)
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Institutional background of physiotherapy
organised by Kela for disabled individuals
In Finland, public healthcare is universal and
financed through taxes via small co-payments.
Municipalities are responsible for organising
and financing healthcare in Finland. In addition to public healthcare e.g. the costs of the
medicines used in outpatient care and transportation costs, the costs of visits to private
physicians and dentists and a vast number
of rehabilitation services through health insurance and organised and financed by Kela.
In fact, Kela is the largest single purchaser of
rehabilitation services in Finland. In 2011, approximately 87 300 persons (approximately 2
percent of the total population in Finland) received rehabilitation services through social
insurance; Kela’s budget for rehabilitation
was approximately 339 million euros (Kela
statistics, 2011.)
This study focuses on physiotherapy services organised and financed by Kela for persons with severe disabilities. Kela is obligated
by law to organise medical rehabilitation,
such as physiotherapy, for disabled persons
who fulfil certain criteria defined in the law
(Rehabilitation law 566/2005). Services are
financed from the NHI and there are no outof-pocket payments required from patients
using these services.
During the contract period 2007–2010,
Kela organised a competitive bidding process
in each insurance district. During the period
2010–2014, two insurance districts used a
service voucher system while a competitive
bidding process (which is the interest of
this study) was carried out in 23 insurance
districts. Separate bidding processes were
conducted out in different Kela insurance
districts because physiotherapy services must
be provided close to a patient’s home, workplace, school or day care. The purpose of the
procurement process was to create a pool of
eligible firms for each Kela insurance district; then, either Kela personnel selected the
proper service providers in cooperation with
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the patients (contract period 2007–2010) or
patients chose their service providers based
solely on their own individual preferences
(contract period 2011–2014).
In 2011, Kela had 1320 service providers
(approximately 120 firms provided services
through a service voucher system and approximately 1200 firms did so after participating in a competitive bidding process) in
336 municipalities for physiotherapy needs,
and approximately 14 000 persons received
physiotherapy services targeted for disabled
individuals. The total costs in 2011 were approximately 50 million euros. Patients receiving these services ranged from young children
to adults up to 65 years of age. The average
amount of revenue of the service providers in
2011 was approximately 3535 euros per patient
(Kela statistics, 2011).
During the bidding process, the minimum
quality of the service as well as the requirements for the service providers were defined
in the request for tender. Firms set their price
for a 45-minute therapy session, while taking
into account quality and capacity in their tenders; during the procurement process, Kela
scored each firm’s quality (education, work
experience and the quality of the premises
as well as the quality of the equipment and
the extent to which it conformed to the Kela’s
quality standard) and price in a predefined
manner.
The selection process for the service providers was based on the best value—tenders
that fulfilled the conditions of eligibility were
then compared and all tenders were ranked
based on their quality to price ratio. Those
tenders accepted as service providers signed
a written contract with Kela that was valid
for four years. Each Kela insurance district
drew up its contract based on local needs (e.g.
the amount of demand in the area). Firms

receiving a contract with Kela formed a pool
of firms; patients were then able to choose
proper service providers based on their individual preferences.
Data
We examined nationwide data from a public
procurement process organised by Kela for
two contract periods, 2007–2010 and 2011–
2014. The procurement processes for the two
contract periods were organised in the form
of competitive bidding;2 firms participated
by submitting price and quality tenders. In
the following section, we analyse the quality,
price and number of private firms that were
accepted as service providers by Kela after the
procurement process. After excluding two
insurance districts from this analysis due to
a service voucher pilot, there were 1346 firms
providing physiotherapy during the period
2007–2010, of which we were able to include
674 (50%) firms in the final analyses. During
the contract period 2011–2014, there were approximately 1200 firms providing physiotherapy after competitive bidding, and our data
include 864 (72%) firms that were linked to a
quality measure.

4.2 Data sources
We obtained data regarding the quality, price
and capacity of the firms as well as data on
the number of disabled individuals receiving physiotherapy in municipalities from
Kela. The average rental rates, population of
the municipality and monthly wages of the
physiotherapists were provided by Statistics
Finland (Official Statistics of Finland: Average
rental rates, 2011; Population, 2011), and information on the number of physiotherapists in
local markets was obtained from Suomen Asiakastieto Oy. Descriptive statistics regarding
the variables are presented in Table 1.

2 During the contract period 2011–2014, Kela also organised physiotherapy in two insurance districts via service

vouchers. Approximately 120 firms provided physiotherapy with service vouchers during the pilot phase. The
data regarding the two insurance districts were excluded from this analysis for both contract periods.
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Table 1: Descriptive statistics

Dependent variable
Quality
Risk rating

Variable details
Sum of quality factors scored during
competitive bidding (max score 103 points)
Firms were assigned to different task
categories (1–3) based on a risk evaluation
conducted by Suomen Asiakastieto Oy. Risk
was calculated based on, e.g. a financial
statement. Low risk=1, high risk=3

n

Contract period 2007-2010
Standard
Mean deviation
Min

Max

n

Mean

Contract period 2011-2014
Standard
deviation
Min

Max

674

69

11

27

101

864

81

13

29

103

784

1

1

1

3

892

1

1

1

3

Competition

Total number of physiotherapists (firms) per
municipality

1194

53

83

0

318

1199

69

106

0

403

Capacity

Firm's potential patient capacity
per year

319

19

20

1

200

862

34

42

0

330

674

45

6

24

75

864

48

8

28

99

Price

Price determined by firms in their tenders for
a 45 min therapy session

Disabled individuals
(municipality)

Total number of disabled individuals in a
municipaly receiving physiotherapy

1202

201

238

0

856

1202

232

271

2

963

Population
(municipality)

Total population in a municipality

1202

103037

150195

987

568531

1202

106628

156980

1004

595384

Firm’s risk rate is added with interaction
variable formed after multiplying risk rate
with company type dymmy variable

786

3

1

1

6

892

2

1

1

6

There are six different company types:
Company type dummy sole proprietor, limited company, limited
partnership, general partnership,
variable
association, foundation

1202

0

1

1202

0

1

Risk rate*interaction
variable (interaction
variable=
risk*company type)

4.3 Variable definitions
I. Dependent variable
For our analysis, we used the sum of quality
factors scored during procurement process
as the dependent variable. Our quality measure is the sum of the different quality factors:
it includes education (max 20 points), work
experience (max 30 points), the quality of
the premises (max 6 points), the quality of
the equipment (max 6 points) and the extent
to which firms complied with Kela’s quality
standards (max 41 points). The maximum
quality score was 103 points. The qualities
from the two contract periods were brought
into line by multiplying the 2007 premises
and their quality score points by 0.4, the
equipment score by 1.2 and the extent to
which firms complied with Kela’s quality
standards by 1.17. Weighing procedure was
necessary as otherwise the two contract periods could not have been compared. In addition to these quality factors, Kela scored language skills (max 2 points), but we excluded
these scores from the analysis due to missing

data. The quality factors analysed here could
be described as the medium/long-term quality investment of firms rather than the quality of care as such. Thus, quality level of each
provider is a firm level decision and it is based
on investment strategy instead of relying on
supply conditions. Investment decisions on
the other hand are most likely based on current and possibly future requirements (such
as demand) of patients.
II. Independent and control variables
In addition to the independent variable
risk rate, we added several firm- and market-structure-level control variables into our
analysis in order to control for other factors
that could have an effect on the outcome. Our
firm-level independent variable consisted of a
three-stage risk rate based on, e.g. key figures
from the financial statement of each firm (see
Figure 2). As mentioned previously, Suomen
Asiakastieto Oy calculated the risk rate: a risk
rate of 1 meant low financial risk, a risk rate
of 2 meant moderate financial risk and a risk
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rate of 3 meant high financial risk. Our control variables included the potential annual
capacity of a firm with respect to disabled
individuals, the number of competitors (firms
providing physiotherapy) operating in the
municipality, the average rental rate in a municipality, the number of disabled individuals
receiving physiotherapy in a municipality, the
population of a municipality and the price for
a 45-minute therapy session. Our price variable was made commensurate by multiplying
2007 prices by the income earnings index. We
also used six dummy variables based on firm
type (limited company, limited partnership,
joint-stock company, sole proprietor, foundation, association) in order to control for management differences, among other things.
Methods
Our data consisted of individual-level panel
data for the two contract periods. For our
estimated regression models, quality was
regressed based on risk rate, price, capacity,
competition, the number of disabled individuals in a municipality and the population of a
municipality. Our basic model of interest was
as follows (random effects):
1.1 qit = a + b1 X 1,it + ... + b k X k ,it + uit + eit ,
where qit measures the quality of firm i at time
t, X1,it … Xk,it are the independent variables
(risk rate, price, capacity, competition, the
number of disabled individuals in a municipality and the population of a municipality),
uit is the between-entity error term and εit is
the within-entity error term. In addition to
the previously mentioned variables, we added
firm-type dummy variables to our first model
in order to control for management differences.
For the second model, we created a new
variable by adding a firm’s risk rate to the
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interaction variable (risk rate+(risk rate*company type dummy variable)) while keeping
our other independent variables intact. In the
third model, we estimated regression models
with different quality factors independently.
With each of our models, we used the Hausman test to define and confirm proper regression results with respect to fixed and random
effects models. A random effects model assumes that variation across entities is random
and does not correlate with the independent
variables included in the analyses. Based on
the results, our main model is a random effects model and the final regressions of the
interaction variable and individual quality
factors are fixed effects models.
Because we were able to include only two
time periods, we completed our analyses using an OLS regression model, while including
a year-dummy variable for the second period.
The other independent variables were not altered.
Results
Our results from the random effects regression (model 1) analysis of the association
between a firm’s financial risk (measured by
risk rating) and quality in physiotherapy are
presented in Table 2. The estimated results
indicate that the risk rate of firms has a negative and statistically significant association
with quality in physiotherapy. Price, capacity, competition and the number of disabled
individuals in a municipality have a positive
and significant association on quality from a
statistical standpoint. As organisations may
differ in their degree of quality investments,
we added company type dummy variables to
our model, but it seems that the management
differences, among other things, are not associated with quality.
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Table 2: Full results from random effects regression for quality (model 1)

Model

Coefficient

Standard error

P>|t|

Risk rate

-4.42

0.81

***

Price

0.64

0.06

***

Capacity

0.08

0.01

***

Competition

0.06

0.02

**

Disabled individuals in a municipality

0.04

0.01

***

Population in a municipality

0.00

0.00

***

Quality

Company type dummy 1

3.82

2.35

Company type dummy 2

-0.37

1.40

Company type dummy 4

0.77

3.24

Company type dummy 5

0.74

1.12

Company type dummy 6

0.58

3.26

Constant

50.87

2.98

***

Significance level: 5%=*, 1%=**, =0.1%=***
Company type 3=reference group (limited partnership)

By adding a previously mentioned interaction variable to the estimation, we were able
to control for organisational differences in
our analysis as well. However, our results
from the second model (Table 3) show that
the risk rate, when multiplied by the interaction variable3, is also negative and statistically
(yet moderately) significant.
The results from the two models show
that the higher the risk rate, the lower the

quality. With higher financial risk, it appears
that firms either are incapable of committing
to quality investments (and market orientation) in the first place or else they fail in their
promotional and marketing efforts, and thus
increase their financial risk by losing customers.

3 The interaction variable was constructed by using all six firm types. The interaction variable has a value between 1-6 depending on a firm type.
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Table 3: Full results from fixed effects regression for quality (model 2)

Model

Coefficient

Standard error

P>|t|

Risk rate+ interaction variable

-1.44

0.76

*

Price

0.57

0.15

***

Capacity

0.11

0.04

**

Competition

0.13

0.05

**

Disabled individuals in a municipality

0.07

0.02

**

Population in a municipality

0.00

0.00

Constant

31.79

18.43

Quality

*

Significance level: 5% =*, 1% =**, = 0.1% =***
N=879

A study by Kumar et al. (1998) found that the
dependent variable regarding market orientation should be viewed as a single entity
consisting of different factors. If examined independently, different aspects most likely are
not significant when it comes to formulating
superior value for customers. We tested this

hypothesis by independently adding different quality factors to our regression analysis
(Table 4). The results are clear—the risk rate is,
to a minor extent, positively associated only
with the equipment used in physiotherapy
for disabled individuals.

Table 4: Results from regressions for different quality factors (model 3)
Model
Therapists' updated education
Work experience
Quality standard
Equipment
Premises

Coefficient
-1.01
-4.42
0.64
0.08
0.06

Standard error
0.77
0.81
0.06
0.01
0.02

We completed our analysis using an OLS regression model (Table 5), where we included
a year-dummy variable for the second period
(year 2011). This was done as a sensitivity
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P>|t|

*

analysis because we only had access to two
time periods. The results confirm our finding
that firms with lower financial risk have better quality (or firm’s invest more in quality).
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Table 5: Full results from OLS regressions for quality with year-dummy variable included (model 4)

Model

Coefficient

Standard error

P>|t|

Quality

N

879

Risk rate

-3.60

0.75

***

Price

0.58

0.05

***

F(7,871)

64.38

Capacity

0.06

0.01

***

Prob > F

0.00

Competition

-0.03

0.02

R-squared

0.34

Disabled individuals in a municipality

0.02

0.01

Adj R-squared

0.34

Population in a municipality

0.00

0.00

Root MSE

11.39

Year dummy 2011

10.35

1.02

***

Constant

45.16

2.76

***

Model

Coefficient

Standard error

P>|t|

N

854.00

*

Quality
Risk rate + interaction variable

-1.77

0.37

***

F(7,871)

64.23

Price

0.58

0.05

***

Prob > F

0.00

Capacity

0.06

0.01

***

R-squared

0.34

Competition

-0.03

0.02

Adj R-squared

0.34

Disabled individuals in a municipality

0.02

0.01

Root MSE

11.39

Population in a municipality

0.00

0.00

Year dummy 2011

10.34

1.02

***

Constant

45.11

2.76

***

*

Signifigance level: 5%=*, 1%=**, 0,01%=***

Discussion
In general market studies, the relationship
between service quality and business profitability on the one hand and market orientation
and business performance on the other have
long been recognised (Chang & Chen, 1998.)
In the long run, a market-oriented firm gains
higher profits through offering greater quality, and this leads to higher productivity and
increased customer loyalty (Zeithaml et al.,
1996.) Customers today expect a higher level

of service quality than before because people
have more choices and information about the
service and service providers (Lai, 2003.) The
challenge for firms is to continually sense and
acknowledge the needs and expectations of
customers. This requires constant tracking
and a responsiveness to changing needs, i.e.
being market oriented (Jaworski & Kohli,
1993).
While the relationship between market
orientation and business performance has
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long been acknowledged, researchers have
called for a more thorough examination of
this relationship in different industry-specific
contexts (Blair & Boal, 1991.) This means, for
example, that the idiosyncrasies of the healthcare industry must be tackled when market
orientation and business performance are
studied and conclusions drawn.
Due to patient choice, market-oriented
firms active in the health-care sector need to
focus on quality if they want to be responsive to customers’ needs. Quality-enhancing
mechanisms also enable such firms to increase their volume and eventually also their
business profitability if quality investments
are successful. In healthcare, since service
quality is likely to be seen only after a patient
uses a particular service, a profit maximising
firm must be interested in the number of repeat visits. This is also evident in physiotherapy as well.
In this study, we analysed the relationship
between quality investment and business
performance measured in physiotherapy organised and financed by Kela for disabled individuals. Based on our results, it is clear that
market orientation, e.g. quality, is statistically
significantly associated with business profitability when financial risk is measured by using
a three-scale risk rate. All of the panel and OLS
regression models showed a clear relationship between the two entities—higher financial risk is associated with lower quality. Price,
on the other hand, is statistically significantly
associated with quality as well as capacity in
a positive sense, but the coefficients of these
variables are quite small.
We also included firm-type dummy variables in our analyses because organisations
may differ in their degree of market orientation (Kumar et al., 1998.). Our first model
indicated that in physiotherapy, firm types
are irrelevant when market orientation and
business profitability are studied together because all of the firm-type dummy variables are
statistically insignificant. Our second model
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showed that risk rate did not alter our results
when combined with firm-type dummy variables. Also, we used an OLS regression model
with a year-dummy variable for the second
period, which supported our findings despite the presence of some collinearity in the
model. Model specifications may be corrected
by removing any statistically insignificant variable from the model; the results will remain
the same.
Kumar et al. (1998) also mention in their
research that market orientation should be
treated in different studies as a single construct consisting of different dimensions, and
usually it is the collective nature of different
market-oriented activities that represent
superior value for customers and eventually
also contribute to the competitive advantage
of a firm. As mentioned previously, we obtained the same results in this study. However,
Kumar et al. also mention that if the components included in market orientation are examined individually, these different factors
will most likely be less significant. We tested
this hypothesis by examining different quality
indicators individually, and the results are in
line with their assumptions. Only the equipment used in physiotherapy for disabled individuals was statistically significantly, albeit
weakly, associated with the risk rate.

Conclusions
Based on our results, it seems that the general
findings regarding the relationship between
market orientation and business performance
applies also in physiotherapy. The association
between the two entities is clear when industry-specific variables are analysed. We used
quality as a measure of market orientation,
which we argue is the most important issue
for customers when making choices among/
between service providers. With this study
we are able to show a trend between financial
risk and quality within a system that relies on
free choice. Despite, our study findings are
not generalizable directly to healthcare in
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general, similar results have been reported
from other sectors in health and social care
industry as well. For example, results regarding the nursing home industry show that
units producing higher quality report better
financial performance (Weech-Maldonado et
al., 2003a; Weech-Maldonado et al., 2003b).
Intuitively, the successful implementation of a market-oriented approach requires
numerous managerial actions that focus on
better responsiveness to customers’ needs
(Chang & Chen, 1998.) A market-oriented
service provider active in the health-care
industry invests in different dimensions of
quality, which then enables a firm to increase
the welfare of present and future customers.
By increasing volume, a firm eventually earns
higher profits and improves its business performance compared to that of its competitors.
As the patient choice mechanism becomes
even more widely implemented in healthcare
in the future, firms must be responsive to customers’ preferences because, by failing them
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in terms of quality, diminished demand will
cause a firm’s revenue to fall, which will make
future investments even more difficult.
The market for physiotherapy is a good
example of a health service that is provided
by a large number of mainly small private
sector firms and in which patients have a right
to choose service providers from their local
area based on their individual preferences.
However, if a patient choice mechanism is to
work for the benefit of all parties – especially
patients and small firms – sufficient, easily
accessible and understandable quality information needs to be published. This could be a
huge task for small firms which may not have
either the resources or the skills for increased
marketing tasks. Therefore, if a regulator were
to change its strategy from being mainly an
organiser and financer of services to being an
active player in information gathering and
publishing, it would help both patients and
firms – especially the smaller ones.
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