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Editor’s Letter
This issue of the Nordic Journal of Business contains three peer-reviewed articles. In the first ar-
ticle, Pirkko Jaatinen, Lili-Anne Kihn and Salme Näsi from Tampere University investigate the 
historical development of information technology innovations in financial accounting. The 
second article written by Pekka Belt and Juha Tuunainen from the University of Oulu focuses 
on the work-related well-being of entrepreneurs. Finally, in the third article, Henrik Keinonen 
from Hanken School of Economics examines the relationship between ownership concentra-
tion and firm performance within the Nordic corporate governance model.

I hope you enjoy reading the interesting contributions featured in this issue of the Nordic 
Journal of Business. 

Sami Vähämaa
Editor 
Nordic Journal of Business
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Historical Development 
of IT-Related 
Innovations:  From 
Manual and Paper 
Bookkeeping to 
Automated and Digital 
Financial Accounting
Pirkko Jaatinen, Lili-Anne Kihn, and Salme Näsi

Abstract
This study addresses the historical development of information technology-related (IT) inno-
vations in financial accounting in Finland. The research questions are twofold: 1) which were 
the main stages and phases in the historical development of the innovations over time and 2) 
how accounting legislative reforms established limits to and enabled the use of innovations? 
These questions were examined based on articles published in two professional accounting 
journals in Finland between 1970 and 2019, accounting laws and regulations. The results, 
firstly, identify two stages and seven phases in the historical development of IT innovations 
in financial accounting over half a century. Secondly, they identify several legislative reforms, 
which initially were more restrictive and later on more permissive about the use of IT innova-
tions. Overall, the findings offer important insights into IT innovations in financial accounting 
particularly as Finland has been one of the chief proponents of the adoption of IT. 

Keywords:
Financial accounting, Information technology, Digitalization, Historical research, Qualitative 
study
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1 Introduction 
This study addresses the historical development of information technology-related innova-
tions (hereafter IT innovations) in financial accounting in Finland. Research on this topic is 
of importance because a large number of IT applications have been introduced into financial 
accounting during the past decades significantly influencing accounting practice. In the 1970s, 
bookkeeping, financial reporting, and auditing were mainly manual activities and documents 
were produced, distributed, and stored on paper (Jaatinen, 2009; Kosonen, 2005). Today, 50 
years later, automation (Gullkvist, 2011, 32; Dawson, 2015; Ojala, Penttinen, Collins and Virta-
nen, 2018; Roos 2015) and robotics (Applebaum & Nehmer, 2017, 40; Tucker, 2017) are increas-
ingly utilized and digital documents are stored and distributed electronically. Most account-
ing studies that have examined this topic have, however, been cross-sectional and focused on 
current or future applications of accounting (for reviews, see Ferguson and Seow, 2011; Poston 
and Grabski, 2000). A more comprehensive picture of the historical development of IT inno-
vations in financial accounting over time is needed to understand how we come to this point. 

The specific research questions of this study are: 1) What were the main stages and phases in 
the historical development of IT innovations of financial accounting over decades and 2) how 
accounting legislative reforms established limits to and enabled the use of the innovations?  
Innovations are here understood to refer to “something new or different introduced” (Web-
ster’s College Dictionary 1998, 673) that is an idea, practice or object that is at least perceived 
as new relative to the current knowledge of the analyzed individual or unit (Rogers 1962 and 
1983). The term ‘IT-related innovation’ is used because the focus is not on the IT itself but rather 
on innovations in the financial accounting occasioned by the development of new IT. Financial 
accounting is understood to comprise bookkeeping, preparation of financial statements, au-
diting, and other financial accounting-related practices such as invoicing and communication 
with tax and other authorities. Because financial accounting is a phenomenon regulated by 
accounting legislation, this study traces the IT-related amendments in the Finnish accounting 
legislation over decades. 

The historical development of IT innovations of financial accounting is analysed based on 
articles published on the IT innovations of financial accounting. So rather than focusing on 
the adoption of innovations in practice, the analysis provides a historical record of when ideas 
about IT innovations were introduced. Data were collected from the two main professional 
accounting journals published in Finland between 1970 and 2019. Other professional account-
ing journals with smaller circulation were excluded. Because 99.5 percent of Finnish firms are 
small and medium-sized enterprises (SMEs) with fewer than 100 employees (Statistics Finland, 
2020), this context is likely to influence our data. It is likely that the professional journal arti-
cles have often been targeted at representatives of SMEs and/or accounting firms rather than 
just those of large pioneering companies. Nevertheless, our results provide empirical evidence 
from Finland and assist in furthering the understanding of the historical development of IT in 
financial accounting in comparable Nordic and European countries.

Subsequent sections of this paper are organized as follows. The research method and data 
are first described. Thereafter, the most important stages and phases in the historical develop-
ment of IT innovations in financial accounting as well as legislative reforms are analysed over 
time. The final sections present a synthesis of the analysis and conclusions.
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2 Research method and data 
Regarding the research method, this study presents qualitative historical research. According 
to Edwards (2013), the uses of historical analysis are recreational, intellectual, and related to 
problem-solving. Our motivation to study the history of IT innovations in financial accounting 
is primarily intellectual, i.e. that the history helps us to understand our past, gives us an appreci-
ation of how our current practices and problems came into being, and helps us to predict likely 
developments in the future. (Edwards, 2013, 3-6).

One view is that the historian’s job is simply to state the facts and set the record straight. 
The historian is seen as a kind of record keeper, a chronicler, yet nevertheless expected to re-
construct the facts long after they have occurred (Edwards, 2013, 2). To some extent, our study 
represents “fact finding” because facts are needed to form a comprehensive picture of the de-
velopment of the issue investigated. In addition to the ‘fact finding’ approach, we use ‘sample 
approach’ (Alasuutari, 1999) and present original text examples from the data (translated from 
Finnish into English) to illustrate the meaning of certain innovations. 

This study uses textual (secondary) data – professional journal articles and legislative doc-
uments as historical data sources as relics from the past (Eriksson and Kovalainen, 2008, 89; 
Bryman and Bell, 2007, 568-572) – in analysing and interpreting the advent and development of 
IT innovations in financial accounting. The professional journal articles were selected from the 
two most important professional accounting journals in Finland. We reviewed journals from 
1970 through 2019 to be able to offer an analysis of the past five decades. 

The first of the professional accounting journals is Tilisanomat (‘Account Journal’), pub-
lished by the Association of Finnish Accounting Firms (Suomen Taloushallintoliitto ry., TAL), 
which is the national union of the authorized firms and societies providing financial account-
ing and management services in Finland. The members of TAL consist of about 800 authorized 
accounting firms and 3500 professional accountants, bookkeepers, and financial managers. 
All the members of the TAL association get the journal free as a membership benefit. 

The second of the professional accounting journals is published by the Association of the 
Finnish Auditors (Suomen Tilintarkastajat ry). It was published by the title Tilintarkastajalehti 
(‘Auditor journal’) until the end of 1970, Tilintarkastus (‘Auditing’) during the period 1971-2012, 
Balanssi (‘Balance’) in 2013-2016 and Profiitti (‘Profit’) ever since 2017. It is the only professional 
journal on auditing in Finland. It was published as a hard copy until the end of 2016 and, there-
after, in electronic form on the Association’s web page. The advent and usage of IT innovations 
in financial accounting were frequently addressed in these two journals.

In selecting articles, all journal issues published during the period 1970–2019 were read to 
identify articles that mentioned computers and electronic or digital applications in relation 
to financial accounting. In total, 341 articles were identified. Approximately two-thirds (229 
articles; 67.2%) were published in Tilisanomat and nearly one-third (112 articles; 32.8%) in Tilin- 
tarkastajalehti/Tilintarkastus/Balanssi/Profiitti. Table 1 shows the number of articles published 
in both journals by decade. 58 percent of the articles were written by accounting and audit-
ing professionals and the rest by the representatives of e.g. banks, government, and software 
houses.
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Table 1. Numbers of articles (the source data) by decade and journal.

DECADE NUMBER OF ARTICLES BY JOURNALS

(´Account Journal`) Tilisanomat ( ’Auditing Journal’) Tilintarkastaja-lehti/ 
Tilintarkastus/Balanssi/Profiitti

1970s   14

1980s 35 33

1990s 40 27

2000s 56 11

2010s 98 27

Total 229 112

In total 341

Next, the 341 articles were analyzed utilizing elements of the following types of methods: da-
ta-driven analysis, content analysis, and textual analysis. Data-driven analysis was used to inter-
pret and understand the issues studied and to outline themes, stages, and phases relevant to 
the phenomenon under study. The processing of the material aimed at comprehensiveness i.e. 
to understand the phenomenon under study in relation to its context (Eriksson & Kovalainen, 
2008, 5; Kiviniemi, 2001, 68). In practice, this meant that relevant texts from the 341 articles 
were analysed and discussed by the authors of this study in order to reach a common under-
standing about the most important IT innovations and about their meaning as part of the his-
torical change process of financial accounting in Finland. Content analysis (Tuomi & Sarajärvi, 
2002, 106; Eriksson & Kovalainen, 2008, 90-91) was used to assess the frequencies of articles on 
different IT -innovations at certain time points, and the textual analysis (linguistic and inter-
pretative approaches, Eriksson & Kovalainen, 2008, 91) was used to ascertain what was written 
about each innovation and by whom. These methods of analysis enabled us to identify the 
main stages and phases of IT-related innovations and, hence, to form a comprehensive picture 
of the historical development and the gradual change of financial accounting from manual 
and paper bookkeeping activities towards digital and automated financial accounting in Fin-
land.  

Journal articles published on certain dates provide a historical record of when certain IT 
innovations were introduced to Finnish accounting professionals. It allowed a comprehensive 
chronological representation to be obtained regarding the advent of different innovations in 
the field of financial accounting during different decades. Procedural reliability (Ryan, Scapens 
& Theobald, 2002, 155-156) was enhanced by adopting as appropriate and reliable research 
methods and procedures as possible, and by documenting how the data was collected, pro-
duced, and interpreted. Contextual credibility of evidence and conclusions drawn (Ryan et al., 
2002, 155-156) was enhanced by really trying to capture the phenomenon that we intended 
to. Regarding the transferability of findings (Ryan et al., 2002, 149-150, 155), it may be feasible to 
apply at least some of our findings in other contexts (e.g., in Nordic and European countries).
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3 Analysis of IT innovations in the field of financial accounting 
In the first phase of analysis relevant articles had been selected to form our data.1  Based on 
the second and third rounds of chronological analysis we identified the following primary IT 
innovations and phases of development over time, and will discuss them and their meaning in 
more detail underneath: 

•	The advent of large and minicomputers in the field of bookkeeping and auditing in the 
1970s 

•	Microcomputers and data transfer innovations in the 1980s 
•	Internet and electronic data transfer innovations in the 1990s and early 2000s
•	Introduction of the Single Euro Payments Area (SEPA) and online tax accounting in the 

late 2000s
•	Net invoicing: a slowly progressing innovation in the 2000s and 2010s    
•	Projects seeking to develop electronic financial statements and automated financial re-

porting in the 2010s
•	Digi leap: an ideological term in the 2010s

Because financial accounting is a phenomenon regulated by accounting legislation we shall 
also discuss the IT-related amendments in the Finnish accounting legislation in the following. 

3.1 Advent of large and minicomputers in the field of bookkeeping and auditing 
during the 1970s
Computerization of financial accounting began in the late 1960s and early 1970s, but the his-
torical development was different in big companies and in SMEs. According to our data, big 
companies already began to purchase large computer devices (Ahtiainen, 1988) during the last 
years of the 1960s. These big companies used electronic data interchange (EDI) in billing and 
developed tailored accounting software in their own automatic data processing (ADP) depart-
ments in the early 1970s. The first integrated accounting information systems (AIS) were also 
introduced and some of the bigger firms developed or purchased them (Forsblom, 1973; Vaar-
timo, 1981). By contrast, manual or Taylorix bookkeeping and bookkeeping machines were still 
in common use in Finnish accounting firms and in SMEs in the 1970s. (Jaatinen, 2009, 71–75). 

In the 1970s, a large number of computer service centres were established by accounting 
and ADP-companies and banks (Jaatinen, 2009, 72–73). The data input system used perforated 
cards prior to the introduction of perforated tape and the data were processed in a computer 
centre. Very few accounting firms had their own computers in the 1970s and at the beginning 
of the 1980s. They, therefore, used the ADP accounting services provided by computer service 
centres. (Ahtiainen, 1985; Forsblom, 1973). 

Minicomputers also arrived during the 1970s. Their success was largely attributable to low 
cost, user-friendliness, and the option to access a terminal in the user’s own office. With the 
advent of minicomputers, the cost of creating software applications decreased and numerous 
software houses entered the market to produce plug-in software (Ahtiainen, 1988). At that 
time, an issue commonly discussed in the professional journal articles centred on the factors 
– benefits and costs – influencing companies’ decisions to purchase computers and software. 

1 In this section, references primarily refer to the data sources, which are separately listed in chronological order 
after the list of references in the end of the paper. 
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There were doubts about the reliability of automatic data processing (ADP) and of those 
working with it. Hence a great deal of attention was paid in the 1970s to articles in professional 
journals regarding the risks inherent in ADP accounting. Several articles considered the im-
plications for auditing in cases where accounting was maintained using ADP. (Suoniemi, 1970 
and Tilintarkastajalehti ‘the Auditor Journal’, issue 11-12/1970). A certified auditor wrote in his 
article on the topic “An auditor and ADP” as follows: 

“The auditor has so far managed to audit relatively well without actual ADP expertise… The de-
velopment in the field, however, is very rapid. During the past few years, the field of applications 
has widened, and along with integrated information systems, even the auditor has to possess at 
least good general knowledge of ADP”. (Koskelainen, 1971). 

Thus, the 1970s also marked the start of a need for ADP knowledge among auditing profes-
sionals. The first article in our data examining auditing software was published in 1973. The 
purpose of the software was to provide auditors with information about sales, receivables, debt 
collection, current assets, accounts payable, etc. (Nieminen, 1973). 

The advent of computers caused a need to amend the Finnish accounting legislation. Until 
1974, all accounting documents had to be kept in paper form. After 1974, the Accounting Act 
(KPL 655/1973) legalized the preservation of bookkeeping source documents and correspondence on 
microfilm but only with permission from the Finnish Accounting Board. Microphotography 
was new, an innovation for which permission could only be obtained on a temporary basis, and 
for no more than three years at a time. It was a general condition for being granted permission 
that the original documents be preserved for at least one year after the end of the calendar year 
in which the auditing period had ended. (Document issued by the Finnish Accounting Board, 
27.6.1974) According to a writer representing the institution for auditing and bookkeeping:

“From the perspective of being amenable to scrutiny the conditions for granting permission 
have evolved on the basis of the principle that the original documents are not destroyed before 
the required audit has been accomplished and the closing of the books confirmed. In the case of 
taxation audits it has also been deemed indispensable to submit the information on direct and 
indirect taxation and the taxes duly levied. (Tikkanen, 1974).

The phrase used to refer to computerized accounting in the Finnish Accounting Statute (KPA 
783/1973, 11 § 1) was “bookkeeping made using machinery methods” or “machinery bookkeep-
ing” (“koneellinen kirjanpito”). The legislation of 1973 permits the use of ADP, but in practice, 
such use was limited by the requirement in law for plain language and original material. This 
was criticised by members of the Accounting Board in 1978 as follows: 

“As bookkeeping entries have been deemed to be entries in written form which can be read 
without auxiliary equipment the aforementioned rules have constituted an obstacle to auto-
matic data processing and the efficient deployment of IT in accounting.” (Nuorvala, Tikkanen, 
Ikäheimo, 1978) 

ADP and IT continued to develop but the legislation limited their dissemination for use in the 
field of bookkeeping. Therefore, the accounting legislation was reformed again in 1978. The 
new section of the Accounting Act (KPL 644/1978) defined the machinery methods as punch 
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cards, magnetic tapes, or the like and made it acceptable to use computer output microfilm 
(COM) either for source documents or for journal and general ledger entries, but the parallel use 
of computerized preservation was prohibited. The Accounting Act reform in 1978 marked the 
beginning of paperless bookkeeping (“paperiton kirjanpito”) in Finland.

In conclusion, the 1970s meant the first steps from manual bookkeeping towards comput-
erized accounting. This was a decade for the big firms to show the way as the forerunners in 
developing software and diffusing knowledge of the new ways to organize financial account-
ing tasks. Legislative reforms in two different phases during the 1970s are an indication of the 
legislator’s important but initially restrictive role in the use of the IT innovations in bookkeep-
ing and related financial accounting tasks. 

3.2 Microcomputers and data transfer innovations in the 1980s   
In the 1980s, the use of microcomputers in accounting and auditing was a popular topic in our 
data throughout the entire decade. In the early 1980s, many accounting firms still did not have 
their own computers, and accounting was performed in computer centres. Direct terminal 
connections to the service centres were rare due to associated high process costs. The prolifera-
tion of microcomputers began when International Business Machines (IBM) launched the first 
truly usable personal computer on December 8, 1981. Accounting firms began to acquire their 
own computers in the mid-1980s. “Why does it make sense for an accounting firm to acquire its 
own computer?” was a particular issue raised in some articles (e.g. Mäkinen, 1983). One of the 
articles from the mid-1980s illustrated a concrete example of the dramatic fall in the price of 
computers by over 90% in 10 years, while the memory capacity increased fourfold. 

“Konttorivalvonta [the company represented by the writer] acquired a 16 K RAM-memory 
computer at a cost of about 120,000 Finnish Marks [ca. 20,000 Euros] in 1975. Today, a 64 K 
RAM-memory computer costs under 10,000 Finnish Marks (ca. 1,666 Euros).” (Kock, 1984) 

As the price of computers began to fall, having one’s own computer became a necessity, often 
for image reasons. One of the authors representing the computer software business (Data Gen-
eral) wrote in Tilisanomat in 1985: 

“A traditional business manager talks about his thirty years’ experience and complains about the 
current circumstances. He has fallen behind the development. Factually, he has only one year’s 
experience that he has repeated twenty-nine years. In contrast, a dynamic manager relies on the 
possibilities provided by the information technology. He can and does start new kinds of projects, 
which offer exceptional possibilities to obtain results. His firm grows by ten per cent per year, 
while the competitors moan with zero growth and atrophy of profits.” (Ahtiainen, 1985) 

Control and auditability of ADP systems were addressed in our data (e.g. Andersen, 1981). A 
distinction between “ADP auditors” and “traditional auditors” was commonly used in texts 
during the 1980s (Ahti, 1987). While the development of audit software continued for large 
computers (Jolkkonen & Köppä, 1985), at first, there was no suitable Finnish audit software for 
microcomputers, and foreign computer programs could not be utilized (Ahti, 1987). Hence, 
microcomputers were initially mainly used in writing audit reports and in spreadsheet analy-
sis of financial statements (Ahti, 1987; Luoma, 1984). Spreadsheets, such as Lotus 1-2-3 and Ex-
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cel, were utilized. This was referred to as computer-aided auditing (Luoma, 1984; Tupakka, 1987; 
Vahtera, 1988). 

Only the largest accounting firms and banks initially developed and used computer-aided 
auditing; smaller firms could not yet utilize them due to the high cost and lack of know-how 
(Tupakka, 1987). Computer-aided auditing of small enterprises was first discussed in the 2000s 
(Gävert, 2006).

In the 1980s, integrated accounting information systems were prevalent in big firms, but 
other firms were beginning to use standalone software. While the use of various types of plug-in 
software started in the 1970s, it became more commonplace as firms adopted or renewed their 
computer systems (Lindroos, 1993).

Data transfer between banks and companies became more common in the 1980s. Data trans-
fer was accomplished in mechanical language form. In 1979, banks began to use payments with 
reference numbers. According to Viitanen’s (1987) article, almost 20,000 companies utilized this 
method. The Electronic Data Interchange for Administration, Commerce and Transport (EDI-
FACT) was developed under the United Nations, providing an international standard for data 
transfer between companies. The development of the public information net began in Finland 
in 1989 on the initiative of the Ministry of Transport (Järvinen, 1994; Mäkinen, 1989). The transfer 
of taxation to ADP systems also commenced in the 1980s. Tax authorities established a task force 
to plan and implement an information system for corporate tax (Hakola, 1985). (Jaatinen, 2008, 
94).

During the 1970s and 1980s, new standards issued by the Finnish Accounting Board aimed 
to address particular concerns with regard to the misuse of computers and accounting records 
kept using machinery-based methods. A new section was added to the Finnish Accounting Act 
(1361/1989, § 8a), prohibiting the parallel use of computers both in source documents and accounting 
books. Either the source document or the accounting entry had to be in readable literal form. 
This rule came into force in 1990. The same year the Finnish Accounting Board outlined general 
guidance concerning accounting using machinery methods (The Accounting Board, 15.10.1990).

The Electronic Data Interchange for Administration, Commerce and Transport (EDIFACT) 
was developed by the United Nations in 1985, providing an international standard for data 
transfer between companies. Yet, for the SMEs in our data, the EDI was introduced first in the 
middle of the 1990s (Salmi, 1995; Salmi and Vahtera, 1996).

In conclusion, the emergence of microcomputers and the declining cost of computers and 
software made it economically feasible for accounting firms and SMEs also to use computers 
for financial accounting tasks during the 1980s. Data transfers and interchange opened up new 
opportunities for the development of innovations based on public information nets. At the 
same time, however, there was a major concern about the misuse of computers and the audita-
bility of ADP-systems in financial accounting. Legislators imposed limits on the parallel use of 
computers in different bookkeeping tasks. 

3.3 Internet and electronic data transfer innovations in the 1990s and early 2000s
The history of the Internet in Finland began in 1982 (Internet Society, Finland Chapter, isoc.fi, 
2017). The Finnish State Computer Center’s Scientific Calculation Unit, the Ministry of Educa-
tion, and some Finnish universities were active in developing Internet-based networks in the 
first half of the 1980s. In 1993, Eunet Finland began commercial sales of Internet connections 
in Finland (Internet Society, Finland Chapter, isoc.fi, 2017). In 1994, the Finnish Internet Asso-
ciation (Suomen Internet-yhdistys – SIY ry) was founded. Pennanen (1996) was one of the first 
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authors in our data to describe the Internet and how it can be utilized for payments via banks. 
From the late 1980s until the mid-1990s, ten articles in our data discussed the so-called 

TITO project, i.e. the issue of using bank statements as accepted source documents of the bank 
payments. The Finnish Accounting Board made several decisions to permit it (Decisions 1114 
and 1115/1990). The term “receipt free bookkeeping” was often used in referring to the TITO 
reform even though the more correct term “bank statement bookkeeping” also was used. On 
the one hand, the analysed articles revealed concern regarding the possible misuse of com-
puter-assisted accounting as well as the utilization of bank statements as receipts (source doc-
uments) (Tuokko, 1989a: Tuokko, 1989b). Such concerns largely centred on the use of micro-
computers in bookkeeping. On the other hand, the utilization of bank statements as receipts 
(source documents) and the Finnish legislation were deemed progressive and innovative solu-
tions (Vahtera, 1989), even on an international scale.  

“TITO [use of bank statements as receipts in bookkeeping projects] is still the most progressive 
in the world… We can be proud that the Finnish legislation regarding the utilization of IT is the 
most progressive in the world…” (Salmi and Vahtera, 1995)

With the development of technology in the banking sector, payments using bar-coded bank 
gyros were introduced. It meant that the bank statements replaced the papery bank transfer 
forms in 1993.  

In addition to the above-mentioned innovations, integrated AIS became more common 
in smaller firms in the 1990s. Discussions on the use of computers in auditing continued and 
shifted to computer-aided audit methods (Halonen, 1992) and stages (Turpiainen, 1994) dur-
ing the 1990s and 2000s. A wide range of audit software became available for both large and 
microcomputers in the 1990s (Turpiainen, 1994). Some of the articles published were con-
cerned with the risks (Niemelä, 1991; Salmi, 1995), security, and confidentiality (Lindroos, 1993) 
of ADP in accounting and auditing.

Different application services providers (ASP-services) were first discussed during the 
1990s (Akselin, 2001). Thus, a firm could outsource the maintenance of its financial adminis-
tration systems to an external service provider via the Internet. Soon the term ASP disappeared 
from our data, instead of the terms ‘cloud service’, ‘cloud computing’2 and ‘cloud accounting’ 
came to be in common use.  In 2010, several articles (Alhola, 2010; Lähdesmäki, 2010; Remes, 
2010) discussed the outsourcing of financial administration and accounting and electronic 
archiving in order to expedite information reporting and enhance reliability. 

The new Accounting Act (KPL 1336/1997) harmonized the Finnish accounting legislation 
with the 4th and 7th EU Council Directives. Chapter 2 of the Accounting Act, which addresses 
the procedural regulations for bookkeeping, was not, however, based on the EU Directives. 
The Finnish legislation allows paperless preservation of all accounting documents except for 
balance books pertaining to the closing of the books. The law was permissive in its points of 
departure. It was stated in the justifications for the Accounting Act that due to advances in the 
development of computers it was no longer necessary to restrict the utilization of computers 
and other mechanical IT devices (Government proposal, HE 173/1997). Subsequently, compa-
nies no longer required permission from the Accounting Board to use electronic methods in 

2  Cloud computing means storing and accessing data and programs over the Internet instead of a computer’s 
hard drive (http://uk.pcmag.com/networking-communications-software-products/16824/feature/what-is-cloud-
computing).
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financial accounting. 
Another significant step towards electronic financial management was the start-up of the 

TYVI project in 1996 with support from the Ministry of Finance. Since the late 1990s, services 
comprising information flows from companies to public authorities (i.e., so-called TYVI ser-
vices) have made it possible to send notifications electronically to the taxation authorities, to 
retirement insurance companies, Statistics Finland, customs authorities, etc. Data transfers 
were taken place by TYVI operators operating between enterprises and officialdom. 

Internet afforded opportunities to organize financial accounting and administration in a 
new and innovative way. Options for the electronic transfer of payments and information be-
tween firms, between firms and banks, and between firms and public authorities meant radical 
steps in moving towards electronic accounting. Also, the accounting legislation allowed the 
use of electronic methods without permission. 

3.4 Introduction of the Single Euro Payments Area (SEPA) and online tax accounts 
in the late 2000s
Two specific reforms related to the use of the Internet were discussed in our data during the first 
decade of the 2000s. The first reform concerned the transfer of payments and the second one 
concerned the online tax account. The Single Euro Payment Area (SEPA) was a joint initiative by 
European banks, the European Central Bank, and the European Commission to create an inte-
grated euro payment market. The aim of SEPA was to harmonize and speed up European-wide 
payment transmissions. Several articles discussed SEPA before and immediately following its 
introduction on May 1, 2010 (Nilsén, 2010; Snellman, 2010). All banking customers, not solely 
companies, were obligated to adopt SEPA. The legal framework for the SEPA was provided by 
the EU Commission’s Payment Services Directive (2007/6/EU) and was implemented in Finland 
by new legislation (Finnish Payment Services Act 290/2010 and Finnish Payment Institution Act 
297/2010), which came into force in 2011. 

At the same time as the SEPA reform, a lively debate ensued concerning the online tax ac-
count reform going on in Finland. A tax account is an individual online account that is used 
to register all taxes and fees paid by a taxpayer. The introduction of online tax accounts was 
anticipated in articles published during 2009 (Lönnroth, 2009; Heiliö and Järvinen, 2009; Re-
kola-Nieminen, 2009; Koponen, 2009; Grekin, 2009). In 2010, some articles reported on the in-
itial stage as well as various problems that were, however, rapidly resolved following the imple-
mentation of the tax account online system in 2010. A tax account online was again discussed 
in 2016 because it was replaced by a new system called ‘MyTax’ in 2017. Clients of the Finnish 
tax authorities are to transition fully from paper documents to electronic tax returns. As a new 
innovation, the Finnish employers have to register all the payments to their employees (sala-
ries, wages, per diem, and other allowances) the employee’s individual income register system 
within five days after payment. (Lehtinen, 2017; Järvinen and Korhonen, 2018). Both the online 
tax account and the income register systems are based on legislation and obligatory for users. 

3.5 Net invoicing: a slowly progressing innovation in the 2000s and 2010s
During the 2000s, the Internet facilitated (Inter)net invoicing, thereby introducing a more ad-
vanced form of electronic invoicing. Net invoicing was viewed as the core of digital accounting. 
Some professional journal articles described the preconditions and obstacles that affected net 
invoicing when streamlining accounting routines at the beginning of the 2000s. 

The articles in professional journals included much debate on various standards devel-
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oped for net invoicing and archiving (Fredman, 2011; Iivari, 2011; Sipponen, 2000). In addition 
to the Nordic net invoicing standard, i.e., eInvoice, two national net invoicing standards were 
introduced in Finland: the so-called TEAPPSXML, which was developed by a private software 
company, and the Finvoice, which was developed and widely used by Finnish banks (Rytsy, 
2015b; Vallenius, 2005).

A further precondition of net invoicing entailed the acquisition of a register of customers 
who could receive net invoices. Consequently, in the early 2000s, a Finnish association, known 
as Information Society Development Center (Tietoyhteiskunnan kehittämiskeskus ry, TIEKE), 
developed a register of companies and their addresses to facilitate the sending and receiving 
of net invoices. This eInvoice Address Service was an important step in the promotion of net in-
voicing in Finland (Vallenius, 2005). 

Sending and receiving net invoices also required specific software, the consent of the re-
ceiving company and an operator (Lätti, 2000; Vallenius, 2005). Operators (banks and other 
IT-service firms) forwarded net-invoices between companies but also information flows from 
companies to public authorities (i.e., so-called TYVI-messages). Thus the governmental admin-
istration outsourced the transfer of electronic TYVI-messages to the operators. (Salmi, 2000) 

The rapid spread of net invoicing, especially within business-to-business, was predicted 
by Vahtera (2002), Vahtera also predicted that by 2010, 90% of business-to-business invoic-
ing would entail net invoicing. This failed to materialize due to various obstacles. Only 4.4% of 
firms were able to receive net invoices in 2007, and it was estimated that in 2015, only 20% of 
business-to-business invoices issued in Finland were net invoices (Ojala, 2015; Tallberg, 2015). 
According to some articles, the lack of a commonly agreed standard was one of the main rea-
sons why the utilization of net invoicing did not develop and spread rapidly.

“Net invoicing would develop very rapidly in Finland, if it were possible to agree on a common 
invoicing standard recommendation.” (Sipponen, 2000)

Insufficient information content was deemed another obstacle to the use of net invoices. An 
assessment carried out in 2015 revealed that there were still obstacles within all net invoicing 
solutions concerning taxation and other obligatory information contents. According to Tall-
berg (2015): 

“The most fundamental reasons for the slow adoption of net invoicing seem to be the following: 
the quality and utility problems that affect the invoice data files and operator systems and the 
basic structure of the system.” 

Some attempts were made to improve the preconditions for net invoicing. The minimum re-
quirements for the information contents were published at the beginning of 2015. However, 
one of the studies described the diffusion of the minimum requirements for information con-
tent as follows:

“It is not highly beneficial to define the minimum information requirements, if the software com-
panies do not update their invoicing programs, and the senders of receipts do not use the latest 
version of the message description.” (Rytsy, 2015b)

A total of 18 articles were related to net invoicing in our data during 2000-2019. Titles such as 
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‘Electronic invoicing brings new intelligence to the accounting firm’ (Launonen, 2007), ‘Paper 
invoice has no future’ (Gedik 2008), ‘Net invoicing moves rapidly ahead’ (From, 2009) or ‘En-
trepreneurs encouraged to go for net invoices’ (Hurme, 2011) were found in journals published 
during the 2000s. The latest article on e-invoicing “Adding energy to e-invoicing” (Fredman, 
2019) in our data deals with the Electronic Invoicing Act (241/2019) - the e-invoicing law under 
the EU e-Invoicing Directive, which entered into force in its entirety on 1.4.2020 and guides 
public administration and companies to electronic invoicing. 

3.6 Projects seeking to develop electronic financial statements and automated 
financial reporting in the 2010s
Electronically produced financial statements were expected to emerge as a standard practice 
already in the 1990s. However, this failed to occur due to a lack of suitable standard reporting 
code (Mäkinen, 1999). New and more concrete ideas about automated and real-time account-
ing were presented in the end of the 2000s. In 2009, Tilisanomat (3/2009) published several 
articles with regard to the development of a standard reporting code for producing all ac-
counting books and reports, including tax returns and other official reports from the same 
system. This development was part of the Fully Integrated Accounting project, the aim of which 
was centred on the automation of financial accounting processes in real-time. Led by universi-
ties, the Association of Finnish Accounting Firms, and a number of firms, the Fully Integrated 
Accounting project was financed by the Finnish Funding Agency for Technology and Innova-
tion. Fully integrated financial administration was expected to yield cost savings for firms to 
the amount of one billion euros (Ahvenniemi, 2009; Helin, 2009).

The original version of the standard reporting code used the eXtensible Business Report-
ing Language (XBRL).3 It was published in 2009 (Koskentalo, 2016), and the first information 
content of electronic financial statements was published in 2013 (Koskentalo, 2013). The XBRL 
reporting standard was expected to spread worldwide (Iivari, 2011). The benefits of XBRL per-
tain to clearly defined concepts and elements that facilitate the comparability of accounting 
reports for individual business firms (Penttinen and Suosalo, 2012). 

In 2014, a project, called TALTIO was established to promote the digitalization of small 
companies, associations, and companies operating in the housing sector. The development 
work was based on open-source code and was an extension of the international XBRL Global 
Ledger standard (Ojala, 2016; Remes, 2016; Rytsy, 2015a; Rytsy, 2015b). The aim of TALTIO was 
to create a standard model for structured data by defining the format in which invoices, re-
ceipts, and financial statement information can be entered into financial management systems 
without manual data entry. In 2015, Tallberg discussed both the need and attempt to develop a 
standard chart of accounts in Finland to assist companies in automating their accounting pro-
cesses. A reporting code was considered as the common standard chart of accounts (Tallberg 
2015). In 2016, the development of the reporting code was described as follows: 

“This development is based on the idea that a firm should only produce a list of its accounting 
transactions using the reporting code accounts, and all reports can be produced automatically. 
However, the list of reporting requirements was not a sufficient solution to the problem. A trans-
fer format that can forward information in electronic form was also needed. The solution was 

3 In many countries, e.g., the Netherlands, Denmark and the UK, XBRL reporting was said to be the only accep-
table reporting method  (Koskentalo, 2013). 
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the global use of the eXtensible Business Reporting Language (XBRL), which brings business 
transactions from the analogical world into an electronic, structural form.” (Koskentalo, 2016)

The TALTIO project was led by the Association of Finnish Accounting Firms.4The Chair of the 
Association described the importance of the TALTIO project as follows:

“It is an even larger reform than electronic bank statements or net invoices were at their time.” 
(Mäkinen, interviewed by Remes, 2016)

Article titles, such as ‘Revolution in the financial management’ (Balanssi 3/2016), ‘Towards 
more fluent, electronic bookkeeping’ (Tilisanomat 1/2016), ‘Savings of billion euros with the 
integrated financial management’ (Tilisanomat 3/2009), and ‘Hundreds of millions of savings’ 
with a standardized electronic financial reporting (Tilisanomat 4/2013) promoted the neces-
sity and advent of the fully integrated accounting.  The TALTIO project ended in 2017, and the 
next project RTECO, Real-time economy ecosystem, led by the Finnish Technology Industries, 
was established to carry on the development of structured, automated, and real-time account-
ing including the e-receipt as an addition to e-invoicing.  Also, this project has ended, and 
the heading of the most recent article (Fredman, 2019b) concerning automation of financial 
management asks: “What next in the XBRL, GL frontier?

The so-called Financial Accounts 2.0 service for financial reporting in a machine-readable 
format was introduced in 2016. The Finnish tax authorities and the Finnish Patent and Regis-
tration Office had undertaken the task to jointly develop a structural financial statement ser-
vice using the XBRL format. The aim of this service was to allow firms to automate their official 
reporting to authorities. The clients of the software houses involved in developing the stand-
ard code were expected to be able to provide their income tax returns and financial reports in 
the XBRL format in the Fall of 2016, when the service was tested (Koskentalo, 2016). However, 
this did not occur in 2016, but two years later.5 

Finally, an article by Pelkonen (2018) introduced the European Single Electronic Format 
(ESEC), which assumes that from 2020 listed European companies report their financial ac-
counts and annual reports in a common electronic form, and the European Securities and 
Market Authority (ESMA) taxonomy as the chart of accounts as the basis of financial reporting.  
This was the only article discussing these issues primarily relevant for listed companies only. 

3.7 The Digi leap: an ideological term in the 2010s
The most recent phase of digitalization in Finland is based on the Programme of the Govern-
ment in 2015 (see the Programme of the Finnish Government, Ratkaisujen Suomi, 2015, and 
the Ministry of Finance, Digitalization, 2017), the principal e-projects of which consist of the 
digitalization of public services and the establishment of a digital business environment for 
growth, re-regulation and experimental innovations. 

The concept of digitization or “digi” is a vague concept and has often been applied in var-
ying contexts, in spite of it not always being clearly defined (Linblom, 2015; Tallberg, 2016;). 

4 http://taltio.net/hanke
5 Tax authorities and the Patent and Registration Office postponed the introduction of their Financial Accounts 
2.0 service because they first wanted to ensure that the technical solution functioned sufficiently well in that ser-
vice (https://www.prh.fi/fi/uutislistaus/2017/P_10775.html  27.1.2017).
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Robotization is concerned with the use of equipment (Linblom, 2015), whereas digitalization 
reflects changes that may occur when Internet tools are used. Digitalization can be considered 
a more superior concept talking about electronic or digital financial accounting or the digi-
talization of financial administration. Terms such as “digital leap”, “digi bee”, “digi-time” and 
“digi-transition” are considered fashionable terms that are utilized in both everyday language 
and in financial administration. According to Rytsy (2015b):

“With a digi leap, we take a long leap forward toward genuinely electronic financial adminis-
tration and its opportunities. The success of this digi bee requires that all parties are committed 
to developing the process.”

In the financial administration sector, TALTIO, RTECO, and others were projects striving to 
fulfill the ideological digi leap, but in practice, the transformation of all the old accounting 
programs into the XBRL, GL, or other standard form seems to be too difficult or expensive and 
therefore change to the integrated accounting systems has been much slower than expected 
(Fredman, 2019a). Even the integration of e-invoicing is a challenge for small and medi-
um-sized firms (Fredman, 2019c). 

The latest themes in our data are automation, robotics, and artificial intelligence (Fredman, 
2017; Fischer, 2017; Remes, 2018a and 2018b), all of which are tools decreasing the routine work 
done by human beings. Nevertheless, some of the articles analysed focused on the challenges 
(Airisniemi, 2016; Alander, 2014) or opportunities of digitalization for auditing. For example:

“The work of auditors and the financial management of clients are digitizing at an accelerating 
pace. Digitalisation creates opportunities for auditors to develop their audit work and thus bring 
new added value to clients. Our association is involved in key digital projects and working groups 
where we highlight the audit perspective and special needs.” (Profiitti, 2018).

In the same 2018 issue the Vice Chair of the Board of the Finnish Auditors wrote:

“Nordic auditors are pioneers in digitalization. Nordic auditors are well equipped for the changes 
brought about by digitalization. The role of pioneer is not always easy, but we like it.” (Grönroos, 2018)

As part of this digi leap, the most recent reform of Finnish accounting legislation in 2015 
removed all restrictions concerning the technical form and geographical preservation of ac-
counting documents. Hard copies are no longer required (not even for Financial Statements). 
The sole requirement stipulates that public authorities and auditors be able to open the docu-
ments in Finland without delay (Accounting Act, 30.12.2015/1620, Chapter 2. § 7–9). 

4 Synthesis of the results
This study has improved understanding of the historical development of IT innovations in fi-
nancial accounting and of the accounting legislative reforms that have established limits to 
and enabled the use of the IT innovations during the past five decades as follows: 
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4.1 Development of IT innovations in financial accounting 
The main findings of this study identify two stages and seven phases in the gradual historical 
development of IT-related innovations in financial accounting from manual work and paper 
documents towards digital and automate financial accounting. The period studied of half a 
century can be divided into the following two stages in development: the time before and af-
ter the advent of the Internet. The first stage computerization of accounting and auditing from 
1970–1988 (see also Jaatinen, 2009) refers to the time before the advent of the Internet and 
the second stage electronic/digital financial administration is based on the use of the Internet 
from 1989 to the present (see the top of Figure 1). The computerization of accounting describes 
the first stage. It comprises the following phases: Advent of large and minicomputers in the field 
of bookkeeping and auditing in the 1970s and Microcomputers and data transfer innovations in the 
1980s. ADP in general and computerized accounting and auditing, ADP auditing, and comput-
er-aided auditing were primarily discussed during this stage. 

Figure 1. Development of IT innovations in financial accounting in Finland 1970-2020.

The later stage, electronic/digital financial administration, entailed the spread of online con-
nections and computerized data transmissions, paperless accounting, electronic invoicing, 
e-banking, and online tax returns. It was during this stage, and during the past decade in par-
ticular, that the frequency and range of IT innovations in financial accounting escalated. As 
many as five phases describe this period: Internet and electronic data transfer innovations in the 
1990s and early 2000s, net invoicing: a slowly progressing innovation of the 2000s, introduction of 
the Single Euro Payments Area (SEPA) and online tax accounting at the turn of the 2010s, projects 
seeking to develop electronic financial statements and automated financial reporting in the 2010s and 
the Digi leap as an ideological term in the 2010s

Several new concepts were introduced during this latter stage. The misleading concept of 
receipt-free accounting was introduced and used in the 1990s (referring to the use of bank state-

Acc`g Act 1997

Acc`g Act reform
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ments as source documents in bookkeeping). After the mid-1990s, paperless accounting was 
adopted as a key concept (though it was no longer used after the 2010s). At the beginning of 
the 21st century, the e-Accounting concept emerged (partially replacing the concept of paperless 
accounting) as well as electronic (net) invoicing, which has been considered as the core of mod-
ern financial administration. e-Accounting and digital accounting/financial administration and 
also cloud accounting refer to various electronic solutions used in different financial accounting 
tasks undertaken by firms and other organizations.6 The latest concepts are structured book-
keeping, fully integrated and automated, real-time accounting, which will be based on the stand-
ardized reporting code (based on an open-source code as an extension to the international 
XBRL Global Ledger (GL) standard). Consequently, there has been a strong shift towards elec-
tronic and digital applications. The current attempts towards automated, real-time accounting 
would be a digital revolution for accounting practices. The creation of compatible standards 
and reaching an agreement on these has for decades been a delaying obstacle to the progress 
of various IT innovations in practice and indeed also to the digital revolution.

4.2 Legislative reforms
The lower part of Figure 1 indicates the main accounting legislative reforms that established 
limits to or enabled the use of IT innovations in financial accounting. In the beginning of the 
computerizing of financial accounting stage, the use of computers for bookkeeping and other 
financial accounting purposes was constrained by legislation. The Accounting Act of 1973 
made it obligatory to outline a description of the bookkeeping method (‘kirjanpidon me-
netelmäkuvaus’) and restricted the use of microfilm. Only bookkeeping source documentation 
and correspondence could be preserved using microfilm. For the use of microfilm a permission    
from accounting authorities (the Finnish Accounting Board) was needed. 

The 1978 Accounting Act reform widened the possibilities for the usage of computers in ac-
counting; the use of computer output microfilm (COM) was permitted to preserve either source 
documents or bookkeeping entries, but its parallel use was prohibited and permission from the 
Finnish Accounting Board was still also required. In 1990, more specific regulations were de-
veloped with regard to bookkeeping using machinery methods. The parallel use of computers 
for preserving both source documents and accounting books was still prohibited. As such, it 
was stipulated that either the source document or the accounting entry be in readable literal 
form. To sum up, from the beginning of computerization in the 1970s up until the latter half of 
the 1990s, the Finnish accounting legislation imposed limitations on the use of computers for 
accounting purposes i.e. it was restrictive in nature.

Since the 1997 reform of the Accounting Act, the legislation has proved more permissive 
in nature. Possibilities to use electronic methods were extended to all bookkeeping. Both the 
prohibition of parallel use of electronic source documents and accounting books and the ob-
ligation to obtain permission from the authorities were abandoned. Bookkeeping could be 
paperless to the extent that only the financial statements with notes (‘tilinpäätösaineistoon 
kuuluva tasekirja’) had to be preserved in readable literal form. 

As part of the Digi leap, the 2015 Accounting Act reform removed all restrictions concern-
ing the technical methods and geographical preservation of accounting documents. All ac-

6 Although these terms are often used as synonyms, they differ in this context. For example, with regard to the 
electronic method, it is sufficient that the data are in electronic form (e.g., in e-mail receipts or pdf files). Thus, it 
is possible to obtain an electronic invoice by scanning. In contrast, in digital financial administration, data must 
be converted into a digital format (Mäkinen and Vuorio, 2002).
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counting documents could be preserved in electronic form. Therefore, regulations concerning 
the use of computers and electronic systems in financial accounting in Finland were initially 
restrictive but are currently very permissive, but so far mostly voluntary. Today, information 
from limited companies, cooperatives, and other societies to the tax authorities can be sent - as 
a general rule - in electronic form only (Decision 1020/2019 of the Tax Authorities), and since 
2019 the Finnish state administration has only accepted electronic invoices. This is how the 
Finnish government has promoted the realization of the governmental programme of the Digi 
leap through its own actions. EU regulation, (the EU e-Invoicing Directive, 2014/55/EU) and the 
Finnish Electronic Invoicing Act (241/2019), were needed to harmonize e-Invoicing standards 
and implement large-scale e-Invoicing in practice.  

5 Conclusions
The contributions of this study to financial accounting research are both theoretical and 
empirical. Recent studies have predicted that technology-driven changes will become more 
prevalent in society (Bhimani and Willcocks, 2014; Roos, 2015 in Guthrie and Parker, 2016) and 
result in a technological revolution (Arnaboldi et al., 2017). Our results (Figure 1) show that 
considerable changes have occurred within the past 50 years as well. The first contribution of 
this study is to identify two stages and seven main phases in how a wide range of IT innova-
tions were introduced in financial accounting in Finnish firms over five decades. They improve 
understanding of the gradual development of financial accounting from manual work and 
papery accounting books towards real-time and fully automated accounting processes and 
possibly to the use of robots (cf. Lahti & Salminen; 2008; Karika, 2017).  

The second contribution of the study concerns the legislative reforms that both established 
limits to and enabled the use of IT innovations. Initially, from the beginning of the period of 
computerization in the 1970s up until the latter half of the 1990s, Finnish accounting legisla-
tion was restrictive in nature. Since the 1997 reform of the Accounting Act, the legislation has 
proved more permissive in nature. Overall, regulations concerning the adoption of electronic 
systems in Finland have been permissive but it seems that they are gradually becoming coer-
cive. 

The IT innovations of financial accounting identified in this study have affected accounting 
practice. One of the implications concerns the role of accounting professionals in business and 
in society. Bookkeepers, accountants, and auditors have been highly appreciated accounting 
professionals. Today, either computer replaces their work or it has become very different than 
earlier. As computers and IT have gradually become an important part of accounting knowl-
edge, it is essential to remain cognizant of the roles of IT, as well as the possibilities IT provides. 

The data of this study is limited to accounting laws and regulations and professional journal 
articles, the latter ones of which are often utilized as a channel for the dissemination of new ideas 
to the managerial audience (Abrahamson 1991, 1996). While it was possible to identify several 
primary innovations within financial accounting, other accounting-related innovations − such 
as Enterprise Resource Planning systems (Granlund and Malmi, 2002; Hyvönen, 2003; Chapman 
and Kihn, 2009; Lepistö 2015) Internet reporting (Jones and Xiao, 2003 and 2004), ESEF and 
ESMA taxonomy − were rarely or never discussed in our data. Also, this suggests that the articles 
reviewed emphasised IT applications for SMEs rather than those for large companies. Despite the 
aforementioned constraints, the findings of the present study nonetheless provide important 
insights into the historical development and state of the art of IT innovations, particularly as 
Finland has been a leading country in terms of the adoption of IT. 
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Future research may extend the analysis of IT innovations in accounting in several ways. 
First, comparable research regarding IT innovations in accounting may be conducted across 
countries. Second, the key actors diffusing innovations could be analysed. Finally, the historical 
analysis of IT innovations could be extended to management accounting and to large compa-
nies. 
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Abstract
This study is an investigation of the bright and dark sides of entrepreneurship, with a focus on 
well-being experienced by entrepreneurs operating in work communities of various sizes. The 
results show that a central element in the well-being experiences of all entrepreneur groups 
was autonomy. In addition, the solo entrepreneurs derived a positive experience from their 
professional capabilities, while micro and small business entrepreneurs emphasized business 
success. Significant differences in well-being experiences were linked to the entrepreneurs’ 
social support networks and their capacities for health management. Of the entrepreneur 
groups, the micro business entrepreneurs were most stressed, while the small business entre-
preneurs were the only group capable of taking care of both the firm’s business planning and 
their personal well-being. This paper complements the existing literature by examining the 
benefits of entrepreneurship, but it also covers the negative aspects of it, thereby enriching the 
existing theoretical understanding of entrepreneurial well-being. 
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1. Introduction 
Traditionally, entrepreneurship research has focused on the good sides of entrepreneurship, 
such as economic rewards gained from entrepreneurial action or positive societal outcomes 
ensuing from entrepreneurship. While these advantages are certainly real, the scholarly focus 
on the psychological, economic or societal benefits (Ahlstrom, 2010; Nightingale & Coad, 2014; 
Shir, 2015; Carsrud and Brännback, 2011; Stephan, 2018) has created a positivity bias in the en-
trepreneurship literature (Shepherd, 2019; Ziemianski and Golik, 2020). In the present paper, 
we acknowledge the benefits of entrepreneurship but also cover its negative aspects, thereby 
complementing the existing research with studies that address a darker side of entrepreneur-
ial action as well (Kets de Vries, 1985; Baumol, 1990; Akande, 1994; Shepherd and Haynie, 2009; 
Shepherd, 2019; Kibler et al., 2019; Ziemianski and Golik, 2020). Our focus is on the nascent 
topic of entrepreneurial well-being (Wiklund et al., 2019, Stephan, 2018; Shir, 2015), which 
has typically relied on general psychological theories developed and used with the help of 
survey-based quantitative methodologies (Stephan, 2018; Shir, 2015; Sherman et al., 2016; Di-
jkhuizen et al., 2016), while simultaneously paying limited attention to the local operational 
contexts of the individuals being investigated. Because entrepreneurship and well-being are 
context-dependent phenomena (Shepherd, 2011; van Gelderen and Masurel, 2012; Wiklund 
et al., 2019), we have supplemented the previous research with insights from an explorative 
qualitative research approach. We have thus contributed to the entrepreneurship literature by 
addressing the bright and dark sides of entrepreneurship, with a special focus on positive and 
negative well-being experiences expressed by owner-managers of micro-sized enterprises. The 
study answers the following question: How do different entrepreneur groups conceptualize 
their well-being experiences and what are the main similarities and differences between these 
well-being views?

2. Bright and dark sides of entrepreneurship 
Traditionally, research has underlined the positive outcomes of entrepreneurship, including 
creativity and innovation (Ballor and Claar, 2019), job creation (Block et al., 2018), knowledge 
spillover (Acs et al., 2013; Audretsch et al., 2020), and economic growth at local, regional and 
national levels (Stam and van Stel, 2009; Fritsch, 2011). When it comes to individual entrepre-
neurs, this research has also indicated that advantages ensue from an individual’s becoming 
engaged in entrepreneurial activities. In addition to the monetary rewards (Akande, 1994), 
such outcomes include feelings of being socially included and related (Shir et al., 2019), being 
able to satisfy one’s need for autonomy (Akande, 1994; Stephan and Roesler, 2010; Wood et 
al., 2016; Stephan, 2018; Shir et al., 2019) and competence (Shir et al., 2019; Shepherd and Pat-
zelt, 2017) as well as enjoy distinction and self-esteem (Shepherd and Haynie, 2009). Previous 
research has thus substantiated the claim that entrepreneurship maintains the psychologi-
cal well-being of individuals (Jamal, 1997; Stephan, 2018; Wiklund et al., 2019) even among 
self-employed entrepreneurs (Nikolova, 2019).

Recently, this literature on the bright side of entrepreneurship has been supplemented by 
studies that address the negative aspects of entrepreneurial action. Shepherd (2019), for in-
stance, has identified three harmful consequences: an actor’s negative psychological reactions 
from entrepreneurship; his or her loss of financial capital; and harmful impacts of entrepre-
neurship on the wider society (see also Baumol, 1990). When it comes to the negative psycho-
logical and emotional effects of entrepreneurship, this line of research  – called the dark side of 
entrepreneurship (Shepherd, 2019)  – has paid attention to increased levels of stress especially 
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in self-employed and other small business owners resulting from their loneliness, work de-
mands, social conflicts and financial uncertainties (Akande, 1994; Jamal, 1997; Kollman et al., 
2019; Bhuiyan and Ivlevs, 2019), i.e. effects that are also observable at the level of an individual’s 
physiological responses, such as heart rate and blood pressure (Patel et al., 2019).

To take advantage of this twofold character of research addressing advantageous and dis-
advantageous dimensions of entrepreneurial well-being, this article follows the comprehen-
sive definition of well-being and defines it as the overall quality of a person’s experience at 
work (cf. Grant et al., 2007, p. 52). Thus, in addition to physical health, the concept of well-being 
we have used here comprises ‘the whole person’ (Danna and Griffin, 1999, p. 364; Burke, 2017; 
Taris and Schaufeli, 2014; Tausig, 2013), including his or her physical health, psychological ex-
periences as well as social relations with other people (Guest, 2017, p. 27; Ryan and Deci, 2008, 
p. 655). To further conceptualize this holistic understanding, in this article we have discussed 
one of the more elaborated approaches in the research on well-being, i.e., self-determination 
theory (SDT), as it has developed a clear idea of what the central well-being dimensions are and 
how they are connected to one another. This theoretical choice is justified by the fact that al-
though SDT continues to be based on psychology, its application in entrepreneurship research 
is sprouting with promising empirical results concerning entrepreneurial well-being (Uy et al., 
2013; Shir, 2015; Shir et al., 2019; Bhuiyan and Ivlevs, 2019; Kibler et al., 2019).

3. Multidimensionality of entrepreneurial well-being
In SDT, good life and the well-being of entrepreneurs and others are considered to follow from 
pursuing intrinsic, biologically-constituted and objective needs of competence, autonomy and 
relatedness (Deci et al., 2017; Ryan et al., 2008; Deci and Ryan, 2008; Ryan and Deci, 2000; 2001; 
2008; Licht and Siegel, 2008; for criticism, see Van den Broeck et al., 2016). These three intrinsic 
and universal needs are considered necessary and essential not only for social and psycholog-
ical growth and the integration of an individual but also for their personal well-being (Ryan 
and Deci 2000, p. 68).

The need for competence refers to ‘the sense of efficacy one has with respect to both inter-
nal and external environments’ (Ryan et al., 2008, p. 153), meaning the ability to manipulate 
and control external operational contexts (Ryff 1989, p. 1071) as well as the experience that 
one is achieving valuable outcomes, including high-quality performance in work. Autonomy, 
which means ‘self-governing’ (Ryan et al., 2008, p. 157), then ascribes to volition and choice, i.e., 
a person’s need and capacity to reflectively self-organize his or her behavior according to an 
integrated understanding of the self (Deci and Ryan, 2000; Ryff 1989, p. 1071). It thus refers to 
individual perception and behavior, and the consistency of these in a person’s self-understand-
ing. Autonomy supports organizational commitment (Gagné and Deci 2005, p. 346) and the 
adaptation of people to different domains (Deci and Ryan, 2000, p. 254). In entrepreneurship, 
the autonomy of self-employed people is often regarded as being responsible for their job sat-
isfaction (Licht and Siegel, 2008, pp. 514-515; Stephan, 2018).

Finally, relatedness concerns experience and the feeling of being socially connected to other 
people, especially in terms of harmonious interaction, warm, trusting relations as well as empa-
thy, friendship, and love in the workplace and life in general (Ryan et al., 2008, p. 153; Ryff, 1989, 
p. 1071). Although potentially in conflict with the propensity to act autonomously, the need for 
relatedness is functional for human well-being in that it supports the internalization of external 
social values and regulations thus fostering the adaptation of individuals into the social com-
munities wherein they live and work (Deci and Ryan, 2000, p. 253; Gagné and Deci, 2005, p. 355).
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The perspective provided by SDT is valuable as it provides an integrative theoretical ap-
proach that can help us to connect the general psychological dimensions of well-being, i.e., 
competence, autonomy, and relatedness, with external, environmental conditions and social 
contexts of entrepreneurship (Shir et al., 2019) thereby making it possible to understand both 
the bright and dark sides of entrepreneurship. The theory’s novelty and usefulness has been 
acknowledged resulting in a clear increase in its usage, especially in quantitative research de-
signs directed at understanding entrepreneurs’ personal well-being (Hahn et al., 2011; Uy et al., 
2013; Shir, 2015; Bhuyian and Ivlevs, 2019; Shir et al., 2019).

Based on the discussion above, in this study, entrepreneurial well-being is understood as a 
multidimensional concept involving both the bright and dark sides of entrepreneurship and 
being composed of distinct but intertwined physical, psychological and social dimensions. 
When it comes to the physical aspect, the focus will be on the entrepreneurs’ attempts to 
manage their physical and mental health (Stephan and Roesler, 2010) while being engaged 
in entrepreneurial tasks. Concerning the psychological dimension, the study will emphasize 
the issues raised by SDT, i.e., autonomy and competence (Deci and Ryan, 2000; 2008; Carsrud 
and Brännback, 2011) that are the dimensions entrepreneurial activities are often supposed 
to support (Shir et al., 2019; Shepherd and Patzelt, 2017, pp. 214-216). Finally, in relation to the 
social dimension, in this research, we have looked at social relations that support entrepre-
neurs’ life and work activities (Stam et al., 2014; Licht and Siegel, 2008), and thereby affect their 
well-being experiences (Shepherd and Patzelt, 2017, pp. 216-217). In addition to these aspects of 
well-being articulated in the existing literature, attention has been paid to those issues that do 
not neatly fit into any of these dimensions but combine them instead.

3. Data and methods 

3.1 Data
The data used in this article were collected by interviewing entrepreneurs in Finland. When 
selecting the interviewees, attention was paid to recruiting entrepreneurs with as varied back-
grounds as possible. The interviewees represented a range of fields of industry, both rural and 
urban areas, and male and female genders. Thirty-two entrepreneurs were interviewed, 14 of 
whom were solo entrepreneurs, nine micro business entrepreneurs, and nine small business 
entrepreneurs. Eighteen of the interviewees were men and 14 women; 18 lived and worked in 
urban areas and 14 worked in the rural areas. The duration of the interviews varied from 30 to 
70 minutes. Table 1 summarizes the key background information of the interviewees.
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Table 1. Background information on the interviewees.

INTER-
VIEW

PERSONS 
IN FIRM

FIELD OF INDUSTRY AGE OF
ENTREPRENEUR

YEARS AS AN 
ENTREPRENEUR

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32

1
1
1
1
1
1
1
1
1
1
1
1
1
1
2
2
2
3
5
5
6
7
8
10
17
≈ 20
≈ 30
≈ 30
≈ 30
≈ 40
≈ 40
≈ 100*

housing agency
freelancer
freelancer - photographing, marketing
consulting - safety
consulting - data systems
consulting - mindfulness & coaching
accounting & farm counseling
psychiatrist
construction
cleaning
horse riding
massage
barber-hairdresser
bed & breakfast lodging
welfare & rehabilitation for the disabled
furniture rental
shoe store
store (rings & clothes)
hotel & restaurant
usability design
movie theatre
cleaning
restaurant
shoe store
construction (water damage prevention)
software development
high-tech equipment
storekeeper
construction
transportation
high-tech equipment
cleaning

38
48
37
48
44
49
53
56
30
53
42
44
53
68
49
62
44
45
32
41
31
40
39
39
56
50
53
54
47
33
51
50

3
8
10
14
6
10
15
20
1
4
8
8
8
35
8
15
10
18
8
2
5
15
4
14
28
9
15
19
17
7
14
23

In this article, a solo entrepreneur is a person who is engaged in business alone, a micro busi-
ness entrepreneur employs up to nine people in his or her firm and a small business entrepre-
neur has between 10 and 50 employees. The number of the firm’s employees was chosen as 
the key criterion because it is the single most important issue that characterizes the immedi-
ate social environment in which the focal entrepreneur works: the solo entrepreneur has no 
co-workers or associates; the micro business entrepreneur has a few of them, and the small 
business entrepreneur has a large number of people that he or she can discuss business with.

The principles of semi-structured thematic interviewing were followed in this study. The 
interview questions were formulated to encourage the interviewees to talk broadly about the 
various aspects of their work-related well-being, and they were free to take up those issues 
that they experienced as important. Following the principles of constructivist grounded theory 
methodology (Charmaz, 2006; 2008), the researchers did not define the term ‘well-being at 
work’ for the interviewees, nor did they use any theoretical concepts to guide the conceptual-
izations of the interviewees but let the research participants express their well-being views by 
using their own words (Cresswell 2002, p. 449). Table 2 lists the interview topics and questions 
that were used to encourage the interviewees to talk about their well-being experiences. The 
interview questions enabled the interviewees to cover both the bright and dark sides of en-
trepreneurship in their speech as well as to describe their well-being experiences in terms of 
multiple dimensions as was discussed in the theoretical section of this paper.
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Table 2. Interview topics and questions.

Experiencing the job as an 
entrepreneur

What things make your job meaningful to you?
What things reduce the meaningfulness of your job?
How do you manage the uncertainty associated with entrepreneurship?
What makes your job challenging?
What are the best and worst aspects about being an entrepreneur?

Entrepreneur’s well-being at 
work

What factors affect your well-being at work the most?
How do you take care of your personal well-being?
What objectives do you have regarding your well-being?
What means or tools would you need for improving your work-related well-
being?

Personal relationships at work

How do the people you work with affect your work-related well-being?
Are there any rules of interaction between you and the people you work 
with?
What well-being related support networks do you have?

External factors affecting 
well-being

What factors outside your work affect your well-being?
How do you manage or use these external factors?
What factors are likely to become more important for your work-related 
well-being in the future?

3.2 Analytical methods
The analysis was carried out by following the constructivist grounded theory methodology 
(Charmaz, 2006; 2008), and it was based on relativist ontology and subjectivist epistemol-
ogy (Annells, 1997; Hallberg, 2006). The process was data-driven without direct application 
of the pre-determined theoretical categories. Throughout the analysis that was oriented to-
wards conceptualizing the well-being of entrepreneurs, the researchers wrote detailed memos, 
i.e., ideas, assumed associations, and theoretical reflections related to each of the categories 
emerging from the data. During this elaborate procedure, quality criteria for the achieved re-
sults were simultaneously formed (Elliott and Lazenbatt, 2005). A hierarchical coding process 
including open, selective, and axial coding, as well as theoretical sampling, was used to specify 
relationships between emerging categories and their properties (Hallberg, 2006, pp. 143-144; 
Cresswell, 2002).

In line with the philosophy of grounded theory, there was a continuous interplay between 
data collection and phases of analysis. The interviewees were recruited gradually, and the initial 
results achieved during a preceding analysis phase affected the recruitment of the interviewees 
for the following phase. Similarly, interesting empirical observations ensuing from a preceding 
phase affected the evolution of the research focus during the following phases of the data collec-
tion and analysis. In this sense, the research process followed the integrative and emergence-ori-
ented qualitative research strategy used in grounded theory (see, Charmaz, 2008) and deviated 
from what is typical of quantitative testing of hypotheses. With the help of such methodology, 
this study was able to open up the diversity of entrepreneurs’ well-being experiences that is often 
left unacknowledged by the theory-driven quantitative research (e.g., Stephan, 2018; Van den 
Broeck et al., 2016; Shir, 2015; Ryan and Deci, 2008; cf. Dijkhuizen et al., 2016).

The study started with interviews of a heterogeneous sample of solo entrepreneurs. Solo 
entrepreneurs, i.e., entrepreneurs who run their businesses alone, are very common and there-
fore have significant potential for economic development in many regions. However, instead 
of concentrating on hard economic aspects, this study focused on the well-being experiences 
expressed by the entrepreneurs themselves. The initial results from this first phase of research 
proved interesting and to some extent even surprising. The solo entrepreneurs seemed to have 
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developed a functional solution to handle their daily activities and their personal well-being 
challenges. However, their solution seemed to deviate from what the researchers had earlier 
learned from entrepreneurs in general. In addition, the descriptions that interviewed solo en-
trepreneurs gave, were not in line with the general perception of entrepreneurs as mainly ra-
tional business leaders. These initial observations gave the researchers the motivation to study 
in more detail whether the idiosyncratic social context in one-person enterprises could be an 
explanation for these somewhat surprising initial results.

It is noteworthy that the interviewed solo entrepreneurs included almost equal numbers 
of men and women, as well as entrepreneurs operating and living in both rural areas and in 
larger towns. In addition, the set of interviewees included entrepreneurs from several fields 
of business. However, these background differences did not lead to significant differences in 
their well-being descriptions, but the interviewees seemed to tell a relatively similar story. Ob-
viously, every individual spoke slightly differently, but the researchers were not able to recog-
nize a pattern in which a certain background would result in a certain solution in relation to 
the problems present in the interviewees’ well-being.

To clarify whether these results were due to the unique social context solo entrepreneurs 
were operating in, theoretical sampling including a new set of entrepreneurs, this time small 
business entrepreneurs, was conducted. The initial observations from this second round of 
interviews differed considerably from the first round. The significant differences found from 
interviewing solo and small business entrepreneurs indicated that the size of the working 
community might affect how the entrepreneurs experienced their well-being and what their 
solutions were for coping with the uncertainties encountered in the job. Therefore, a third 
round of data collection was conducted among micro business entrepreneurs to deepen the 
understanding of the studied phenomenon.

Because the earlier research on entrepreneurial well-being usually treats entrepreneurs as 
a relatively homogenous group of people, and because the current analysis began to reveal 
interesting differences between the entrepreneur groups, the findings were not merged into a 
single overarching theory of entrepreneurial well-being, but into three closely related concep-
tualizations. Later in this article, these conceptualizations are discussed in the logical size order 
solo-micro-small, even though the research process progressed in the order solo-small-micro 
as explained above. This decision is based on the idea that the size order will help the reader 
to consider the potential implications of the interesting results, for instance, from the firm 
growth perspective.

Finally, the analytical results were discursively validated with external experts and various 
kinds of entrepreneurs. The well-being conceptualizations for solo, micro, and small business 
entrepreneurs were presented in two different seminars to local, regional, and national rep-
resentatives of The Federation of Finnish Enterprises, and the obtained feedback was used in 
further fine-tuning the conceptualizations. The purpose of these meetings was to confirm the 
relevance and credibility of the findings.

Figure 1 helps to understand this study by dividing the analysis process into two major 
phases. In the first phase, entrepreneur-group-specific conceptualizations of well-being ex-
periences were formed for solo, micro, and small business entrepreneurs. During the second 
phase, the three entrepreneur-group-specific conceptualizations were compared to identify 
their main similarities and differences.
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Figure 1. Analysis process 
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In the first phase of analysis, all the interview transcripts were read by the researchers and ana-
lyzed thematically. The analysis began by identifying all the meaningful expressions related 
to well-being at work. All the expressions identified representing an entrepreneur group were 
then combined into a single document that was distributed to all the researchers. Based on the 
document, the interview transcripts, and the written detailed memos, each researcher inde-
pendently grouped expressions with similar content into thematic categories. Once this had 
been completed, the categories that were identified were further aggregated into a small num-
ber of even larger well-being dimensions. As we assumed this phase to be critical for the pres-
ent study, three more researchers joined the authors to ensure a broader spectrum of views. All 
the researchers then met and discussed their individual findings to form a consensus. Tables 
3-5 in the Results section summarize the coding process in detail, proceeding from meaningful 
expressions, represented by interview excerpts, to thematic categories and finally to well-being 
dimensions. The process described here was performed separately for each entrepreneur group 
resulting in the three distinct well-being conceptualizations.

During the second phase of analysis, the well-being views for solo, micro, and small busi-
ness entrepreneurs were compared with each other, to identify the main similarities and dif-
ferences between the entrepreneur-group-specific conceptualizations. For instance, the factors 
improving the entrepreneurs’ motivation to continue as entrepreneurs proved to form a key 
well-being dimension for all three groups; however, the themes within this dimension varied 
according to the size of the firm. Table 6 in the Discussion section will summarize the findings 
by juxtaposing the same or similar dimensions of solo, micro, and small business entrepre-
neurs’ well-being. 

The results are presented in a step-by-step manner so that the main characteristics of each 
entrepreneur group’s well-being will be first described, followed by a cross-group comparison. 
Finally, in the discussion, the most important similarities and differences between entrepre-
neur group-specific well-being conceptualizations will be discussed in relation to the multiple 
dimensions of entrepreneurial well-being described in the theory section.
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4. Results

4.1 Solo entrepreneurs’ well-being at work
The interviewed solo entrepreneurs perceived their well-being at work in terms of the follow-
ing dimensions: motivation, social relations, and resilience at work. Table 3 is a summary of this 
conceptualization of well-being. When it comes to the first dimension, motivation, the solo en-
trepreneurs repeatedly raised the following three categories as central factors improving their 
motivation to continue as entrepreneurs: autonomy, professional know-how, and the meaning-
fulness of their work that they experienced.1 Practically all of the interviewees highlighted the 
bright side of entrepreneurship in terms of their autonomy, freedom to plan and execute one’s 
work without an obligation to report to anyone, and the freedom to choose one’s customers. 
Furthermore, professional skills and capabilities proved important for the solo entrepreneurs 
and they reported that they were striving to improve their professional know-how, and even 
enjoyed challenging the limits of their skills and capabilities. The interviewees were proud of 
their profession and felt that their job was important and meaningful. It is noteworthy that 
this strong emphasis on skills linked to a profession appeared to be an important motivational 
factor for solo entrepreneurs only.

The interview data showed that solo entrepreneurs build social contacts with the stake-
holder groups closest to them and that these networks were vital for their well-being. Social re-
lations, the second dimension of well-being, appeared to include customers, family and friends, 
other entrepreneurs, and authorities. Of these, customers were central, and they played a sur-
prisingly important role in the well-being of solo entrepreneurs. The interviewees reported 
that they also discussed non-business issues with their customers. It is noteworthy that the 
inclusion of customers in the inner personal well-being network proved to be idiosyncratic 
to solo entrepreneurs. Family and friends were of great importance for the interviewees, and 
the role of the spouse was particularly emphasized as the primary supporter and discussion 
partner. In addition, the interviewees considered other entrepreneurs to contribute to their 
well-being. Some of the interviewees also mentioned entrepreneur organizations and authori-
ties as part of their support networks.

The solo entrepreneurs have realized that the success of a one-person business depends 
on the physical and psychological health of the entrepreneur. Interestingly, they combined 
some business management aspects and health issues to form the third dimension of their 
well-being, resilience at work. The dominant categories that the interviewees raised here in-
cluded health, prioritization, balancing work and free time, and financial situation. The inter-
viewees appeared to understand the importance of physical exercise, social contacts, and early 
realization of one’s own stress symptoms to combat the possible dark side of their profession. 
They considered the improved prioritization of work as one of the more useful ways to bal-
ance the requirements of business and personal well-being. They also struggled to disengage 
themselves at least temporarily from their work to also allocate time to other important areas 
of their lives. For the interviewees, the financial situation seemed to have strong and direct 
implications on their mental and even physical well-being. Table 3 summarizes the discussion 
about solo entrepreneurs’ well-being by showing representative interview excerpts, the corre-
sponding categories that these excerpts fall into, and, finally, the well-being dimensions.

1 The themes are represented here (and elsewhere in the article) in the order of occurrence frequency and how 
strongly they were emphasized by the interviewees.



NJB Vol. 70 , No. 2 (Summer 2021) Pekka Belt and Juha Tuunainen

118

Table 3. Solo entrepreneurs’ well-being.

EXAMPLES OF EXPRESSIONS FROM THE DATA THEMATIC 
CATEGORY

WELL-BEING 
DIMENSION

“I like my freedom; I can do what I choose to do.” 

“Learning new things and continuous development of 
the skills critical in my profession are very important.” 
“My work is meaningful when I can experience succes-
ses.” 

Autonomy

Professional know-how

Experienced meaning-
fulness

Motivation

“Nice customers make my work meaningful.” 

“The situation at home affects my work and vice versa.” 

 “Other entrepreneurs give me important support as 
they give advice, help when there is a need and also 
give business tips.” 

Customers

Family and friends

Other 
entrepreneurs

Social
relations

“It’s important for your physical and mental health to 
reserve time for physical exercise.”

“Time management and prioritization of work tasks are 
important for a solo entrepreneur’s well-being.”

“A healthy balance between work and free-time activi-
ties is very important.” 

“There are significant seasonal economic fluctuations in 
my business causing some headaches. I try to build an 
economic buffer through savings.”

Health

Prioritization

Balancing work and 
free-time

Financial
situation

Resilience at work

4.2 Micro business entrepreneurs’ well-being at work
Micro business entrepreneurs’ well-being can be condensed into the dimensions of motivation, 
social relations, health management, and activity management. Motivation appeared to include 
two categories, autonomy, and experienced success. For micro business entrepreneurs, auton-
omy meant the freedom to run the business according to one’s own will without reporting 
obligations. Another important factor of the bright side of entrepreneurship was those occa-
sions when one experiences success. Continuous demand for the products or services of the 
company enhanced the entrepreneurs’ confidence in the future. Contrary to the solo entre-
preneurs, the micro business entrepreneurs did not bring forward any of their personal skills 
related to the profession as well-being factors.

Social relations, the second dimension of micro business entrepreneurs’ well-being con-
sisted of employees, other entrepreneurs, family and friends, and authorities. For micro busi-
ness entrepreneurs, the employees were simultaneously a crucial resource base for business 
activity and an arena for social interaction. The interaction within the work community was 
regarded as lively, even though the entrepreneurs could not discuss all the issues with their 
employees. Family and friends were significant support sources for micro business entrepre-
neurs as they often helped with everyday duties and acted as reliable discussion partners. 
Other entrepreneurs were also important for micro business entrepreneurs, both as business 
collaborators and as discussion partners. Finally, authorities were considered to be useful but 
also harmful for business sometimes. From the social relations viewpoint, the biggest differ-
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ence between solo and micro business entrepreneurs’ well-being seemed to be the roles of 
customers and employees. The solo entrepreneurs included their customers in the inner circle 
of their personal well-being network, which proved not to be the case for micro business en-
trepreneurs. Interestingly, micro business entrepreneurs seemed to include their employees in 
a similar role.

Micro business entrepreneurs’ third dimension of well-being, health management, appeared 
to include the following categories: stress management, balancing work, and free time and 
health. The micro business entrepreneurs typically participated in the practical everyday work 
of the company with their employees, and they also took responsibility for managerial duties, 
planning, and finances. The interviewees, however, also reported dark sides of entrepreneur-
ship: they often felt exhausted due to long working days and their dual role as an operative 
worker and a boss.

The micro business entrepreneurs highlighted the importance of stress management. They 
aimed to alleviate stress through the appropriate planning of their work and work environ-
ment as well as through physical exercise and hobbies. Besides coping with stress, physical 
exercise and hobbies were viewed as important for keeping oneself physically and mentally 
fit. The interviewees also considered adequate rest and sleep, a healthy diet and ergonomics as 
the central means to improve their health. The interviewed entrepreneurs, however, reported 
chronic feelings of being overly busy and they struggled to balance their time between work, 
hobbies, rest, and sleep.

Micro business entrepreneurs’ fourth dimension of well-being, activity management, con-
sisted of the categories concerning managerial rules of thumb, social skills, and time manage-
ment. Proper functioning of the work community was a critical concern for micro business 
entrepreneurs and it strongly affected their personal well-being. For a micro business entre-
preneur, managing the business meant balancing between the roles of a worker and a boss, 
such as pondering whether they should do things by themselves or delegate. Both when lead-
ing employees and managing their businesses, micro business entrepreneurs typically based 
their actions on simple rules of thumb.

Micro business entrepreneurs were aware of the importance of successful recruitment and 
development of business activities. They highlighted social skills both when dealing with cus-
tomers and within the work community. They valued trust, appropriate discussion and listen-
ing skills, and the ability to handle criticism. Examples for social interaction-related rules of 
thumb included issues such as it is OK to say I cannot, asking for help when one needs it, handle 
one’s bad moods without disturbing customers, and setting a good example. The interview-
ees also emphasized time management. When it comes to the dark side of entrepreneurship, 
unfinished tasks frequently bothered the entrepreneurs and they felt it was a challenge to sep-
arate work from free time. The reported means for time management included the thorough 
planning of each working day and prioritizing customers. Table 4 shows how the micro busi-
ness entrepreneurs perceived their well-being.
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Table 4. Micro business entrepreneurs’ well-being.

EXAMPLES OF EXPRESSIONS FROM THE DATA THEMATIC 
CATEGORY

WELL-BEING 
DIMENSION

“I’m responsible only to myself, no obligations to report to anybody 
else.”

 “Regular customers give me a boost because they mean that I 
have succeeded in fulfilling their previous needs.”

Autonomy

Experienced 
success 

Motivation

“The work community is important for the well-being of an entre-
preneur. The work community should be trustworthy and function 
properly.”

 “My two sisters are the most important part of my support 
network.” 

 “The representative of entrepreneurship promotion in our munici-
pality is useful and has become a good friend.”

 “I discuss things with my former colleagues, and I hear how things 
are in their restaurants and hotels.”

Employees 

Family and 
friends

Authorities

Other entrepre-
neurs

Social
relations

“I’m often behind with my work duties and that worries me. In parti-
cular, paperwork stresses me out.” 

“One can’t cope long without breaks, days off and holidays.”

 
“I should think more about my physical condition and do more 
physical exercise.” 

Stress 
Management

Balancing work 
and free-time

Health

Health 
management

“I should benefit more from delegation, be assertive and remember 
the key points.”
 “Everybody should have a clear role.” 

“I should realize that no one makes mistakes on purpose.”
“The best message is my own example that others can follow.” 

“Every working day should have a clear start and finish.”

Rules of thumb

Social skills

Time manage-
ment

Activity 
management

4.3 Small business entrepreneurs’ well-being at work
Small business entrepreneurs’ well-being can be condensed into the following four dimen-
sions: motivation, social relations, health management, and leadership and management. On the 
bright side of entrepreneurship, small business entrepreneurs were motivated by their auton-
omy, the opportunity to run the business as they please. In addition, success enhanced their 
motivation as well as thinking about growth opportunities. Experiencing success proved to be 
important for both micro and small business entrepreneurs; however, experiencing success 
as an important motivational factor was much stronger in the case of small than micro busi-
ness entrepreneurs. Only small business entrepreneurs spontaneously raised thinking about 
growth opportunities as a crucial factor enhancing their motivation.

Social relations, the second dimension for small business entrepreneurs’ well-being, cov-
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ered three groups of actors: other entrepreneurs, family and friends, and entrepreneurs’ organ-
izations. Other entrepreneurs proved to be an important source of support from the perspec-
tive of business development, obtaining beneficial tips, finding collaboration partners but also 
from the perspective of social relations. Family and friends, in turn, provided mental support, 
stimulation, and counterbalance to the pressures of daily work. In addition, the interviewees 
used entrepreneurs’ organizations to gain information and support.

Small business entrepreneurs’ third dimension of well-being, health management, included 
the categories of balancing work and free time, health, and stress management. The small busi-
ness entrepreneurs had realized that to prevent the dark side of entrepreneurship from getting 
stronger they needed to allocate time for leisure activities and to take care of their physical 
and mental health. In addition, they reported the importance of managing stress, which was 
regarded as an unavoidable concern of a job as an entrepreneur.

For small business entrepreneurs, business management meant leading the personnel, 
taking care of communication, and managing uncertainty. The functioning of the work com-
munity had a direct impact on the well-being of the interviewees. The small business entrepre-
neurs also emphasized the importance of competent personnel, mutual trust, and social skills. 
It is noteworthy that the interviewees talked about the functioning of the work community 
even though the overall topic of the interview was the personal well-being of the entrepre-
neur. Small business entrepreneurs seemed to be able to disengage their thoughts from the 
daily routines and act as business managers. In this sense, they significantly differed from their 
solo and micro counterparts. Table 5 shows how small business entrepreneurs perceived their 
well-being at work.
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Table 5. Small business entrepreneurs’ well-being.

EXAMPLES OF EXPRESSIONS FROM THE DATA THEMATIC 
CATEGORY

WELL-BEING 
DIMENSION

“Freedom and independence are the best 
things in entrepreneurship.” 

 “It is motivating to see the results of your work. 
The feeling that you have succeeded in something.” 

 “Business growth is an inspiring thought.”

Autonomy

Experienced success 

Growth opportunities

Motivation

“My entrepreneur colleagues offer me useful peer support.” 

“My parents and other relatives help me.” 

 “I get support from entrepreneurs’ organizations.”

Other entrepreneurs 

Family and friends

Entrepreneurs’ orga-
nizations

Social
relations

“It’s important to have time for rest and recovery.”

“I haven’t had enough time for physical exercise, 
but I should exercise more.” 

“Being practically busy all of the time causes stress.” 

Balancing work and 
free time

Health

Stress 
management

Health 
management

“My success as an entrepreneur can be condensed into two 
simple things: economic success and success in leading the 
personnel.” 

 “The key point for the well-being of an entrepreneur is com-
petent and trustworthy personnel who can run the company 
activities so that I can arrange some free time for myself.” 

“I try to organize the company so that we have people who 
can handle the shop so that I can be somewhere else.” 

“It’s very sad if a competent staff member leaves, especially 
if I realize afterwards that I could have done something better 
to keep them.” 

“Mutual trust and respect for the capabilities of others are of 
paramount importance.” 

HR management 

HR management; 
employees’ compe-
tences

Employees’ compe-
tences

HR management

Social skills & trust

Leadership and 
management

5. Discussion 
Based on grounded theory methodology, this study conceptualized well-being experiences of 
solo, micro, and small business entrepreneurs revealing interesting differences between the 
entrepreneur groups. These observations contribute to the nascent research on entrepreneur-
ial well-being that often considers entrepreneurial firms as though they are a homogeneous 
group without paying attention to the fact that the people who run such companies often work 
in quite different contexts and may, therefore, have significant differences in their well-being 
(Stephan, 2018; Shir, 2015, pp. 16, 93; Gherhes et al., 2016).
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Table 6 summarizes the main contents of solo, micro, and small business entrepreneurs’ 
well-being conceptualizations. The themes in each table cell are listed in prioritized order accord-
ing to how often they were mentioned or how strongly they were emphasized by the interviewees. 
The right-most column of the table illustrates the main similarities and differences between the 
three entrepreneur groups’ well-being. These interesting observations summarize the answer to the 
article’s research question, and they will be discussed below in relation to the three dimensions of 
SDT, i.e., autonomy, competence, and relatedness.

Table 6. Summary of solo, micro and small business entrepreneurs’ well-being conceptualizations. 

DIMENSION SOLO 
ENTREPRENEURS

MICRO 
ENTREPRENEURS

SMALL 
ENTREPRENEURS

KEY SIMILARITIES 
& DIFFERENCES

Motivation
 

Autonomy

Professional know-
how
Experienced mea-
ningfulness of work

Autonomy

Experienced business 
success

Autonomy

Experienced business 
success
Growth opportunities

Autonomy important 
for all the groups 
Different sources for 
success experiences

Social 
relations

Customers
Family & friends
Other entrepreneurs
Authorities

Employees
Other entrepreneurs
Family & friends
Authorities

Other entrepreneurs
Family & friends
Entrepreneurs’ orga-
nizations

Significant diffe-
rences in support 
networks: solos 
include customers, 
micros employees 
and smalls neither 
of those

Health mana-
ge-ment Resilience at work 

(health & business 
management mixed)
Health
Prioritization of duties
Balancing work & 
free time
Financial situation

Stress management
Balancing work & 
free time
Health

Balancing work & free 
time
Health
Stress management

Solos mix business 
management issues 
of prioritization & 
finances with health, 
micros & smalls 
don’t. 
Micros are more 
stressed than solos 
& smalls 

Business 
manage-ment 
and leader-
ship
 

Rules of thumb (busi-
ness & people)
Social skills
Time management

HR management & 
communications
Social skills & trust 
Employees’ compe-
tences

5.1 Motivation 
The motivation dimension consists of aspects discussed by SDT in terms of autonomy and com-
petence as well as the related experiences of business success and overall meaningfulness of work 
(Ryan et al., 2008; Deci and Ryan, 2000; Ryff, 1989). According to this study, autonomy, defined as 
an actor’s independence to self-organize their behavior at the highest level of reflection (Deci and 
Ryan, 2008, pp. 6-7; cf. Shir, 2015, pp. 155-156; Ryff, 1989; Stephan and Roesler, 2010) is important for 
all three entrepreneur groups, motivating them to continue as an entrepreneur, thereby supporting 
SDT’s emphasis on self-governance in human behavior. As discussed by several authors (Stephan, 
2018; Dijkhuizen et al., 2016; Binder and Coad, 2013; Benz and Frey, 2008), it gives entrepreneurs a 
pleasant feeling and excitement thereby contributing to the bright side of entrepreneurship, i.e., 
the entrepreneurs’ job satisfaction and business performance. Because autonomy in our analysis 
belongs to a broader dimension of work motivation, it seems to be an important mediator between 
entrepreneurial intention and action in the entrepreneurs’ well-being experience (also Carsrud and 
Brännback, 2011; Deci and Ryan, 2000; 2008; Ryff, 1989).

Another central but less studied theme (Carsrud and Brännback, 2011; Shir, 2015) within the di-
mension of motivation shared by all entrepreneur groups was the experience of success, which sig-
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nificantly contributed to the bright side of the entrepreneurs’ well-being. However, indicating the 
relevance of the broader work context from the point of view of the entrepreneurs’ well-being, the 
solo entrepreneurs differed from micro and small business entrepreneurs with regards to what was 
typically considered as the source for success. For the solo entrepreneurs, success meant superior 
professional skills that they personally had and the obtained positive feedback that they received at 
work. A typical solo entrepreneur had become a skillful and efficient master of a profession, and a po-
sition as a respected top performer gave satisfaction and a boost to further develop their know-how.

Conversely, micro and small business entrepreneurs did not highlight the importance of their 
skills in their well-being but considered success as business prosperity at the company level. Micro 
business entrepreneurs got their motivation primarily from business success, not from personal 
professional skills. On the other hand, micro business entrepreneurs’ double roles as operational 
workers and bosses seem to result in stress. Micro business entrepreneurs’ relationship with their 
employees was contradictory, as the employees were simultaneously a part of their network for 
personal well-being and a work community that needed to be managed. Optimization of busi-
ness interests and growth were thus compromised if the management of the business and work 
community was not professional. Thinking about business growth opportunities proved to be a 
central motivation aspect only for the small business entrepreneurs, and the micro business entre-
preneurs mentioned growth only when specifically asked about them. Despite these differences, 
the results of this study generally support the claim by SDT that achieving valuable outcomes is 
important for a person’s well-being.

5.2 Social relations 
The second dimension of the entrepreneur groups’ well-being was social relations. In contrast to the 
concept of relatedness, defined by SDT (Deci and Ryan, 2000, p. 231) as a ‘desire to feel connected 
to others – to love and care and to be loved and cared for’, social relations in this study refer to 
pleasurable interactions with other people but were also closely tied to the practical support of 
business activities either by family members, employees, colleagues, customers or representatives 
of public authorities. Resembling the thesis about the social embeddedness of economic action 
(Granovetter, 1985), the importance of social relations evoked by the studied entrepreneurs thus 
combines elements of experienced social support and trust as well as partners’ contribution to 
the economic action thereby enriching SDT’s concept of relatedness and intermingling it with the 
need for collaboratively enhanced competence.

All the entrepreneur groups included family and friends, and other entrepreneurs in the re-
lations dimension of their well-being, as was noted by Stephan (2018; also Greve and Salaff, 2003; 
Renzulli et al., 2000). However, there were significant differences in other aspects of social relations, 
a fact which again underlines the constitutive role of the characteristics of the work context from 
the point of view of the entrepreneurs’ well-being. An idiosyncratic feature of solo entrepreneurs’ 
relations was the emphasized role of customers who were considered important for the well-being 
of this entrepreneur group. Micro business entrepreneurs, in turn, did not include customers in 
their personal support networks; however, company employees were included. Finally, the small 
business entrepreneurs took a more professional approach to their work as they neither included 
their customers nor employees in their well-being networks but emphasized their family, friends, 
and professional colleagues instead.

The solo entrepreneurs included their customers as a central element in their social relations, 
and the fulfillment of the social needs seem to override their aspirations of business development 
(cf. Marion et al., 2015; Deci and Ryan, 2000). A logical explanation for this could be the shortage 
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of opportunities for social interactions during solo entrepreneurs’ working days. Running their 
businesses alone created a strong need for social interactions in a manner emphasized by SDT 
(Ryan et al., 2008; Ryff, 1989). The solo entrepreneurs also reported that they often discussed 
non-business issues with their customers. Chatting with nice customers seemed to contribute to 
the bright side of entrepreneurship by brightening the day and giving energy to the interview-
ees. The difference between the solo and micro business entrepreneurs proved significant as the 
micro business entrepreneurs did not include their customers in their close networks; however, 
their employees played a similar role, and they emphasized the importance of trust and a good 
atmosphere within the work community.

In terms of the bright side of entrepreneurship, the small business entrepreneurs reported 
that potential business growth was a tempting and encouraging objective and an important 
source for motivation. Based on all the interviews, it seems that when the number of employees 
was high enough, entrepreneurs were able to delegate many of their routine tasks to their em-
ployees thereby giving them more opportunities to think about different business options and 
plan company activities on a longer perspective. As the daily operations of small business entre-
preneurs’ companies were handled by their employees, the entrepreneurs could get their need 
for social interaction (cf. Deci and Ryan, 2000) fulfilled without their customers and employees. 
The small business entrepreneurs had internalized their roles as leaders and managers much 
better than their solo and micro counterparts.

5.3 Health management
An important but less studied dimension of the entrepreneurs’ well-being is health manage-
ment, which in the case of the groups analyzed here, intermingles with their business manage-
ment skills and capacities to cope with stress, thereby providing a hybrid dimension involving 
physical and psychological health and practical management issues and adding the aspect of 
health into the eudaimonic perspective of SDT. According to Stephan and Roesler (2010; also 
Stephan, 2018), high control of one’s work duties, that is, autonomy, is beneficial for one’s health 
and well-being, especially in the case of a highly demanding job. The results of this study sup-
port this viewpoint in general but also reveal the contextually embedded differences among the 
studied three entrepreneur groups. In particular, the solo entrepreneurs differed from the micro 
and small business entrepreneurs.

The concept of resilience at work best describes how the solo entrepreneurs perceived their 
health management. The interviewees interweaved the business-related issues of the prioriti-
zation of work duties and financial situation of the firm into their health management. The solo 
entrepreneurs’ experience was that economic risks and financial fluctuations had an impact on 
their personal health. In addition, in relation to the dark side of entrepreneurship, the chronic 
feeling of being overloaded and busy was viewed as a serious health issue, and prioritization of 
tasks was considered to be the key means for their time management.

Contrary to solo entrepreneurs, the micro and small business entrepreneurs only included 
issues directly related to health in their health management. Micro and small business entre-
preneurs’ health management was thus mostly similar. However,  the dark side of entrepre-
neurship was more pronounced among micro business entrepreneurs who appeared to be 
particularly stressed, while the small business entrepreneurs had developed ways to manage 
their stress. Based on the interviews, it seems that the micro business entrepreneurs’ stress expe-
riences might be because they have not been able to find a functional solution to their double 
positions as operative workers and bosses.
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5.4 Business management 
The last dimension emerging from the analysis was business management, which mostly 
parallels the dimension of competence as discussed by SDT (Ryan et al., 2008; Ryff, 1989) but 
sometimes is intermingled with issues related to health. When viewed from the business man-
agement perspective, there were significant differences between the entrepreneur groups in 
how they perceived their well-being. For solo entrepreneurs, business management did not 
form a dimension of its own but was intertwined with health-related issues into the dimen-
sion we call resilience at work. Conversely, for micro and small business entrepreneurs, business 
management was viewed separately from the perspectives of motivation, relations, and health. 
However, micro business entrepreneurs’ business management was not systematic and that is 
why it is described as activity management in this research.

The micro business entrepreneurs reported simple rules of thumb that they had internalized 
to improve different activities in their companies. There were rules of thumb for managing the 
entire business, for separate functions as well as for human relations. A large part of the work 
time went to handling operational everyday activities with employees. The micro business en-
trepreneurs seemed to run their businesses and lead their personnel partly on a case-by-case 
basis and partly in a half-systematic manner. It is noteworthy that the micro business entrepre-
neurs included their employees as a part of their personal well-being support networks.

The small business entrepreneurs differed from the micro business entrepreneurs in how 
they perceived the role of business management as a part of their well-being. They seemed to 
be able to take a much more professional and systematic approach to both business manage-
ment and leadership. They did not view their employees as a part of their personal support 
networks, but rather as a unit of its own that needed to be managed. The critical aspects in a 
work community were reported to be professional skills of the employees, mutual trust, and 
social skills.

6. Conclusions
We began this study by referring to the bright and dark sides of entrepreneurship analyzed 
and discussed in the existing research literature. The traditional focus of research in entrepre-
neurship has been on the good sides, meaning psychological, economic, or societal benefits 
(Ahlstrom, 2010; Nightingale & Coad, 2014; Shir, 2015; Carsrud and Brännback, 2011; Stephan, 
2018) gained from entrepreneurial action. To balance this “positivity bias” (Ziemianski and 
Golik, 2020; also Shepherd, 2019), we acknowledged the benefits of entrepreneurship but also 
addressed the negative aspects of it, thereby complementing the traditional research with 
literature that investigates the dark side of entrepreneurship (Akande, 1994; Shepherd and 
Haynie, 2009; Shepherd, 2019; Kibler et al., 2019; Ziemianski and Golik, 2020). More precisely, 
we focused on entrepreneurial well-being and understood it as a multidimensional phenom-
enon involving both bright and dark sides, and being composed of intertwined physical, psy-
chological and social dimensions.

Most of the entrepreneurial firms are micro-enterprises employing just a few people (Acht-
enhagen et al., 2017). In contexts like these, deficiencies in the well-being of an entrepreneur 
easily become a factor that harms business development and productivity as well as prevents 
the firm from entering in a stable growth path (Shir, 2015; Van De Voorde et al., 2012). We, 
therefore, focused our research on the well-being experiences of solo, micro, and small busi-
ness entrepreneurs. This focus was substantiated as a firm will not prosper if the entrepreneur 
in charge is not well-motivated, is hampered by physical illness or psychological stress, or does 
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not enjoy substantial levels of social support from professional and personal networks.
A central element in the well-being of all the entrepreneur groups was autonomy, while 

more differences were found in the other aspects of motivation: the positive feedback that the 
solo entrepreneurs received originated from their professional skills while the micro and small 
business entrepreneurs emphasized the success of their businesses as a source of positive ex-
perience (cf. Gray, 2002). Significant differences were detected in the well-being supporting 
networks between the entrepreneur groups, and a logical explanation for this is the size of the 
work communities: The smaller the firm is, the more the entrepreneur is needed for running its 
daily activities. In contrast to their solo and micro counterparts, small business entrepreneurs’ 
work communities are large enough to allow them to delegate a significant part of their work 
time to employees and to find the time to take care of their well-being. Solos and micros, in 
turn, were forced to emphasize their personal well-being in a manner that limited their op-
portunities to pursue businesses in an economically rational way. It was thus only the small 
business entrepreneurs who were able to operate as rational business managers capable of 
organizing their work effectively and taking care of both the firm’s strategic business planning 
and their personal well-being in a mutually supporting way.

In contrast to much of the quantitative research on entrepreneurial well-being (e.g., 
Stephan, 2018; Van den Broeck et al., 2016; Shir, 2015; Ryan and Deci, 2008; cf. Dijkhuizen et 
al., 2016), this study opened up the diversity of the entrepreneur groups’ well-being experi-
ences. Moreover, by forming links between the literature on entrepreneurial well-being and 
the bright and dark sides of entrepreneurship the study drew attention to the need for a more 
nuanced understanding of the effects of changing social contexts on the well-being experi-
ences by different entrepreneur groups. The paper thus contributes to the theoretical under-
standing of entrepreneurial well-being by pointing out that, in different social contexts, the 
well-being dimensions of SDT, i.e. autonomy, relatedness, and competence, tend to vary and 
intermingle as well as become inextricably combined with the other aspects of entrepreneurial 
activity, such as health, firm leadership and management, as well as issues underlined in the 
existing literature on the dark side of entrepreneurship (e.g., Shepherd, 2019; Ziemianski and 
Golik, 2020), such as an actor’s negative psychological reactions from entrepreneurship. This 
paper thus substantiates the call for more qualitative, data-driven studies on entrepreneur-
ial well-being to understand the diverse ways in which the local contexts of work affect the 
well-being of entrepreneurs operating in companies of different sizes and how the distinct 
well-being experiences by various entrepreneur groups contribute to the broader society, in-
cluding both the dark and bright side of entrepreneurship. When pursuing research along 
these lines future researchers may use the novel findings reported in this article as empirically 
grounded hypotheses that can be further tested and verified with new data using either quan-
titative or qualitative methodology. 
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Abstract
This paper examines the relationship between ownership concentration and firm performance 
within the Nordic corporate governance model. Using data on Finnish publicly listed com-
panies (PLCs) during a period of economic growth and stability, we find that the ownership 
share of the largest owner is negatively related to Tobin’s Q. We posit that certain blockholders 
may exchange their active monitoring and control function of the management for the pri-
vate benefits of control, which is an inherent risk of the Nordic Corporate Governance (NCG) 
model. We find that state ownership is negatively associated with Tobin’s Q, suggesting that 
government owners might promote politically desirable goals rather than create long-term 
value for all shareholders. It is plausible that certain domestic blockholders render PLCs with a 
concentrated ownership structure less attractive to foreign investors.
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1. Introduction
According to the Nordic Corporate Governance (hereinafter NCG) model, large owners are im-
portant. They control and take long-term responsibility for the company on behalf of the mi-
nority owners, play an active role in company governance, watch over their investment, create 
value for all shareholders, and appoint representatives to the board of directors (BOD), Lekvall 
(2014). Blockholders influence decisions made by the executives, and exercise voting rights at 
the annual general meeting (AGM).1 Empirical evidence shows that substantial ownership in a 
single company incentivises controlling owners to monitor and control the management (e.g. 
Shleifer & Vishny, 1986b; Konijn et al., 2011; Ekholm & Maury, 2014). Moreover, strong owners 
prevent employees from extracting too large part of economic rent from the company (Roe, 
2002).

The prior corporate governance (CG) research has shown that efficient monitoring by the 
owners should, in theory, lead to reduced agency costs (e.g. Coase, 1937; Fama, 1980; Fama & 
Jensen, 1983a), add company value (Maury & Pajuste, 2005), and increase risk when justified 
by higher return expectations (Jensen & Meckling, 1976). In line with this, Ekholm and Maury 
(2014) found a positive relationship between average shareholder portfolio concentration and 
company’s future performance and abnormal stock returns, while Claessens et al. (2002) doc-
ument that company value increases with the largest owner’s cash flow ownership.

However, the risk attached to the NCG model is that large, active owners might extract un-
due private benefits from the company, which may have a negative influence on firm perfor-
mance and valuation (cf. La Porta et al., 1998; Gilson, 2006; Lekvall, 2014). Hence, the purpose 
of this paper is to investigate how high levels of ownership concentration affect firm valuation 
and performance within the Nordic corporate governance model using data on Finnish pub-
licly listed companies (PLCs). Although the data represent the situation in Finland, there are 
many similarities shared with the other Nordic countries. These include rules and norms for 
good governance that closely resemble each other, similar ownership structures for PLCs, and 
a common governance structure (Lekvall, 2018). 

The NCG model differs from the Anglo-American one-tier board model and the German 
two-tier board model. In the Anglo-American model, power lies within the BOD, due to the dis-
persed ownership structure, and the model suffers from chief executive officer (CEO) duality, 
that is, one person holding both the CEO and chair positions (e.g. Rechner & Dalton, 1991). The 
German model comprises the AGM, a supervisory board, and a management board, whereas 
the Anglo-American combines the two latter functions, control and executive, in the BOD (e.g. 
Lekvall, 2014). In the German model, shareholders and the supervisory board have limited 
powers, which entrenches the management board against the AGM and the supervisory board 
(e.g. Ringe, 2016). In the US, there are agency problems between managers and shareholders, 
and in Europe between majority and minority owners (e.g. La Porta et al., 2000b). The typical 
CG control mechanisms are the BOD, shareholder proxy fights, the takeover market (the mar-
ket for corporate control), and shareholders’ legal protection2 (e.g. Gilson & Schwartz, 2013).

1 We use large shareholders, controlling owners, strong owners, majority shareholders, influential sharehold-
ers, and blockholders concomitantly in this paper. We refer to minority shareholders as small owners, minority 
owners, and minority investors. This paper observes outside blockholders (i.e. non-officers) instead of inside 
blockholders (i.e. corporate manager-owners). “Company” and “firm” are used interchangeably in the paper.
2 La Porta et al. (1998) measure investor rights using eight variables: 1. One-share, one-vote. 2. Proxy by mail 
allowed. 3. Shares not blocked before the meeting. 4. Cumulative voting or proportional representation. 5. 
Oppressed minorities mechanism. 6. Pre-emptive rights. 7. Percentage of share capital to call an extraordinary 
shareholders’ meeting. 8. Mandatory dividend. 
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La Porta et al. (2002b) document higher company valuation in countries where minority 
investors are better protected. The impact is stronger amongst companies that have higher 
controlling owner’s cash-flow ownership. Common law (case law) countries have the strong-
est investor protection, while French civil law (codified constitution) countries3 provide the 
weakest, with German4 and Scandinavian civil law countries somewhere in between (La Porta 
et al., 1998). Where minority shareholder protection is strong, even small shareholders can 
challenge the management (La Porta et al., 2000b). Empirical evidence shows a negative rela-
tionship between ownership concentration and investor protection, and that large controlling 
blockholders substitute for poorer protection (La Porta et al., 1998; La Porta et al., 2000a; La 
Porta et al., 2002b). However, this paper claims that the latter is not necessarily the case in Fin-
land, as large owners may have private interests not shared by other shareholders of the com-
pany. Also, large active owners may neglect minimum dividend payments to minority owners, 
particularly during times of negative earnings (e.g. Maury, 2004; Kinkki, 2008).

This paper posits that large state ownership may be associated with a negative effect on 
company valuation (cf. Shleifer, 1998; La Porta et al., 2002a).5 The reasoning is that political 
proxies (governmental representatives) might not take responsibility for economic conse-
quences, but exploit their power to advance social peace (Roe, 2002), or a government’s strate-
gic industrial, political agenda (Putniņš, 2015), which are typical rationales for state ownership 
in welfare economics (Arrow, 1969). As a result, foreign and minority investors who fear ex-ante 
that large domestic investors will promote a private agenda at their expense might eschew in-
vestments in PLCs (e.g. Gilson, 2006). There are negative consequences for the entire economy 
if it becomes difficult for companies to attract foreign capital and minority investors, whose 
investments in the companies contribute to stock liquidity (Coffee, 1991; Zingales, 1994; Maug, 
1998; Becht & Röell, 1999; Edmans et al., 2013). We expect the negative effects of ownership 
concentration to arise from a condition where blockholders’ strong control prevents the man-
agement from freely operating the company. In this paper, large owners (blockholders) are 
defined as investors who own 10 percent or more of a company’s shares outstanding, and mi-
nority owners as shareholders who own less than 10 percent of the shares. 

The main empirical contribution of this paper is to show that ownership concentration in the 
Nordic context may hurt firm performance. The results are in strong contrast with international 
findings that report on positive effects from concentrated ownership (e.g. Baysinger et al., 1991; 
Lemmon & Lins, 2003; Atanassov, 2013; Aghion et al., 2013; Appel et al., 2016b; Becht et al., 2017; 
Gorton et al., 2017). Lekvall (2018) argued that a well-functioning minority investor protection 
system effectively avoids the NCG model risk. The protection of minority investors’ rights also 
renders foreign investors safe in investing in listed companies (cf. Johnson et al., 2000). Although 
Finland has fairly efficient law enforcement and good investor protection (e.g. La Porta et al., 
1998), this paper shows that the inherent risk of the NCG model materialises, and suggests that it 
might strengthen the home bias of foreign investors, as observed by Berglund and Westerholm 
(2010). Home bias refers to a situation where investors underweight foreign shares in their port-
folios (Cooper & Kaplanis, 1994). The results also support the notion that a state owner may have 
harmful effects on listed companies’ valuation (cf. Arrow, 1969; Roe, 2002; Putniņš, 2015).

3 I.e. France, the Benelux countries, Italy, Romania, Spain, and its former colonies.
4 I.e. Germany, Austria, Russia, Switzerland, Estonia, Latvia, Bosnia and Herzegovina, Croatia, Kosovo, 
North Macedonia, Montenegro, Slovenia, Serbia, Greece, Portugal, and its former colonies, Turkey, and East 
Asia countries including Japan, South Korea, and Taiwan (Republic of China).
5 We use ”state” and ”government” interchangeably in this paper with reference to state authority. Large 
ownership defines as 10 percent or more of shares outstanding. 
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The paper is organised as follows. The next section details the relevant theory, a literature 
review, and the hypotheses. In this respect, we discuss a comparison of the leading CG models, 
the NCG model, agency theory and problems, and offer an overview of the ownership-related 
research. Section three presents the methodology and data. Section four delivers the sample 
characteristics. Section five provides the results, and the final section our conclusions.

2. Literature review and hypothesis development

2.1. Differences in Legal Origins and the Corporate Governance models 
Before going into the specifics of the NCG model, we need to shed light on the differences in 
legal origins and CG models between the Nordic countries and some other countries. These 
differences help explicate why large ownership concentrations may yield a less beneficial out-
come in Finland than in, for instance, the US, where minority shareholder protection is the 
strongest (e.g. La Porta et al., 1998; Lekvall, 2018).

Researchers commonly find companies have a concentrated ownership structure in coun-
tries where shareholder protection is weak (e.g. Becht & Röell, 1999; La Porta et al., 2002b). 
Ownership structures are dispersed in the United States (US) and United Kingdom (UK), due 
to the more developed capital markets, but more concentrated in the Nordics and Germany (La 
Porta et al., 2000a). Proper minority investor protection improves investor confidence and re-
duces minority and foreign investors’ costs of investment in PLCs (La Porta et al., 1997). Accord-
ing to La Porta et al. (1998), Scandinavian and German civil law origins provide the best law 
enforcement, French civil law systems the worst, and common law countries fall somewhere in 
between. Differences in investor protection explain variance in ownership structures (La Porta 
et al., 1998; Burkart & Panunzi, 2005), encourage companies to list on the stock market (Zin-
gales, 1994; Pagano & Röell, 1998; Gomes, 2000), and relate to safeguarding funding (La Porta 
et al., 1998). If investor protection is weak, accounting standards become important (La Porta 
et al., 2002b).6 As to accounting standards’ quality, the Scandinavian system is first-rate, while 
common law countries are superior to the German civil law countries. 

In the traditional Anglo-American model, the supervisory and executive functions are 
situated in the BOD, which comprises executive and non-executive members (Lekvall, 2018). 
However, the model may suffer from CEO duality (Lekvall, 2014). Independent board members 
and the market for corporate control are merely theoretical improvements, since the executive 
board members are often in conflict with the executive management, and the owners have lit-
tle power to challenge the CEO through the AGM, due to the dispersed shareholder structure7 
(Gilson, 2006). The German dual-board model comprises a controlling supervisory board and 
a management board to which it vests all the executive powers (Lekvall, 2014). In the German 
model, the power of the AGM is, however, reduced to appointing non-employee representatives 
to the supervisory board, which decreases shareholders’ powers over the management. Finally, 
in the NCG model, owners use their power to nominate the board at the AGM, which appoints 
and supervises the CEO. It is possible to regulate several shareholder protection measures in a 
company’s articles of association, which further enhances minority shareholders’ power (e.g. 
Airaksinen, 2018). Because of this, the articles are much shorter in the Nordics than in the US, 

6 La Porta et al. (1998) define “law and order” as 1. Legal system’s efficiency, 2. Rule of law, 3. Corruption, 
4. Expropriation risk, and 5. Contract denial probability by the state.
7 Interestingly enough, dual-class shares and concentrated shareholder structure have recently become more 
popular in the US, particularly among ICT companies (Lekvall, 2018).
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which makes them more understandable to minority investors. Yet, there are some problems 
with minority shareholder protection in the Nordics. As documented by Kinkki (2008), a con-
trolling shareholder increases the tendency for dividend omissions when earnings are nega-
tive, and prevents minority owners from forming co-operative coalitions (Maury, 2004).

2.2. The Nordic Corporate Governance model
CG refers to shareholder interest protection (Tirole, 2001), and is defined as a framework by 
which a company is directed and controlled in the best interests of its owners (Lekvall, 2014). 
CG measures the effectiveness of mechanisms that minimise managerial opportunism (Shleifer 
& Vishny, 1997; Burkart & Panunzi, 2005), and processes by which corporations are being gov-
erned (Macey, 1997). Resemblances in Nordic countries’ CG and norm structures warrant dis-
cussion on common CG, which has helped build top-notch Nordic companies (Lekvall, 2014). 

The NCG model encourages strong owners to take voluntarily responsibility for the com-
pany, and create long-term value for the benefit of all shareholders. The advantage of the 
model is that it provides a strong chain of the organisational power of the AGM, the BOD, and 
top management (cf. Airaksinen et al., 2018). The model has six ex-ante measures to protect 
minority shareholders: 1. equal treatment of shareholders, 2. extensive individual shareholder rights 
to take part in the AGM and take legal action, 3. majority vote requirements, 4. minority powers to take 
action, 5. strict rules for related-party transactions, and 6. high transparency (Lekvall, 2014: p. 18-19).

The NCG model determines a three-norm system: 1. statutory regulation (company law 
and mandatory governmental rules), 2. self-regulation (defined and enforced by the business 
sector), and 3. informal norms and practices (CG in practice). The AGM is the shareholders’ 
highest decision-making body, where shareholders nominate the BOD, which appoints the 
CEO and supervises the activities of the organisation. In the NCG model, the board is strictly 
accountable to all shareholders of the company. Shareholders also appoint an external auditor 
at the AGM, which reviews the work of the board and the management on behalf of the owners. 
Finally, large owners complement company governance in the Nordic model by overseeing the 
management. They may also appoint a representative on the board or become a board member 
themselves.

2.3. Agency theory in the NCG setup
According to Doukas et al. (2002), agency problems limit between minority shareholders 
(principal) and managers (agent) in both the US and the UK, whereas in European CG research, 
agency problems identify between minority shareholders (principal) and controlling share-
holders (agent). Roe (2004) classifies the first instance as vertical governance and the second 
as horizontal governance. This paper takes the horizontal governance view.

Agency theory deals with means of aligning the agent’s interests with those of the principal 
(e.g. Ross, 1973; Jensen & Meckling, 1976; Fama, 1980). Large owners use voice, learning, and exit 
to improve company performance and valuation (Kahn & Winton, 1998; Khanna & Sonti, 2004; 
Edmans, 2009). However, if both parties are aiming to maximise their utility, the agent will not 
always act in the principal’s best interests (Jensen & Meckling, 1976). We expect agency costs 
to be lowest in firms where the entrepreneur owns all the shares, and highest in dispersedly 
owned PLCs (Ang et al., 2000).

The risk of the NCG model is that large owners cannot monitor managerial activities. This 
may separate ownership and control, produce managerial discretion (Stulz, 1990), and lead to 
managers’ opportunistic behaviour (Demsetz, 1983). As the NCG model assumes, large owners 
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should protect the interests of all shareholders in the company and reduce agency costs (cf. 
Fama & Jensen, 1983b). In this respect, the signal to others, possibly foreign investors, is that 
it is secure to invest in a company (Berglund & Westerholm, 2010). Large controlling owners 
may also use their insight and power to promote goals other than company value maximisa-
tion (Claessens et al., 2002). Examples can vary from private rent extraction (Edmans, 2014) to 
advancing political goals (e.g. Hart et al., 1997; Roe, 2002; Putniņš, 2015).

2.4. Agency problems in the NCG setup
There are two potential agency problems in the NCG model that stem from information asym-
metries between the principal and the agent: 1. adverse selection, and 2. moral hazard (see e.g. 
Akerlof, 1970; Dembe & Boden, 2000; Landström, 2017). Adverse selection occurs if foreign 
shareholders eschew investments in listed companies due to a fear of large domestic owners’ 
misbehaviour. This potentially leads to market failure ex-ante (e.g. Bator, 1958; Stiglitz, 1989) 
for foreign investors (Johnson et al., 2000). Moral hazard follows if large domestic investors 
utilise their power/knowledge to benefit themselves at other shareholders’ expense ex-post 
(e.g. Berglund & Westerholm, 2010). To avoid these agency problems, the NCG model has six 
preventive protection measures as mentioned in subsection 2.2.

2.5. Adverse effects of the NCG model
The root of adverse effects of the NCG model is asymmetric information: large investors might 
have private interests not shared with all shareholders (cf. La Porta et al., 2002a; Maury & Pa-
juste, 2005; Lekvall, 2018). In line with Demsetz and Lehn (1985), private benefits can be pecu-
niary (monetary) or non-pecuniary. In state ownership, the benefits might advance political 
goals (Shleifer & Vishny, 1997), e.g. save jobs and produce lower output prices (e.g. Arrow, 
1969). Claessens et al. (2002) found that company value decreases when blockholders’ control 
rights exceed their cash flow rights, which is consistent with the entrenchment effect. Large own-
ers might become entrenched when they have good liaison with the management, and when 
the management is willing or forced, to carry out their agenda (cf. La Porta et al., 1999a).

Large domestic owners also render the company less interesting to prospective foreign 
shareholders when they pursue a private agenda (Johnson et al., 2000). Foreign investors, who 
are disadvantaged compared to domestic blockholders due to asymmetric information, (e.g. 
Lewis, 1999), might fear that large active owners will advance their private interests. For ex-
ample, blockholders might prevent value-increasing takeovers (McConnell and Servaes, 1990). 
This kind of behaviour strengthens the home bias (Berglund & Westerholm, 2010).

Large state shareholders, represented by proxies, might be incapable of monitoring the 
management. This leads in the worst-case scenario to company asset deployment by the ex-
ecutives (cf. Demsetz; 1983; Belkaoui & Pavlik, 1992; Ang et al., 2000; Hartzell & Starks, 2003). 
Shleifer and Vishny (1986b), however, argue that it requires some ownership concentration to 
reward the owners for monitoring and providing proper working conditions for the manage-
ment.

Gilson (2006) asserts that controlling shareholders who lack the market for corporate 
control are less responsive to changes in their economic environment. Hence, there might 
be agency problems in having a controlling blockholder, especially if minority shareholder 
protection in the country is weak (Shleifer & Vishny, 1997). Overall, we posit the following hy-
pothesis:
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Hypothesis 1: Ownership concentration is negatively associated with company valuation 
and performance.

The state as the largest owner might not maximise profits (Arrow, 1969), and may have the ten-
dency to promote political goals (Hart et al., 1997), or advance social peace (Roe, 2002), rather 
than create long-term shareholder value. Following Putniņš (2015), the use of State-Owned 
Enterprises (SOEs) should be limited to market failure circumstances. Notably, state-owned 
companies have had performance improvements ex-post privatisation (e.g. Megginson et al., 
1994). Thus, we hypothesise the following:

Hypothesis 2: There is a negative relationship between state ownership and company val-
uation.
 
3. Methodology

3.1. Data
The data used in the empirical analysis covers the distinct six-year period 2001-2006, and all 
OMX Helsinki listed stocks, leaving 177 unfiltered observations per fiscal year. Following Ek-
holm and Maury (2014), we omit banks and insurance companies from the sample, due to their 
non-comparable valuation ratios. Also, companies with extreme and incomplete data sets have 
been truncated. The final sample comprises a balanced panel with 119 annual and 714 total 
observations. FactSet Europe Ltd. provided the data, except for the ownership data that were 
manually collected from the yearbook Pörssitieto.

3.2. The model and variables
We examine the relationship between ownership concentration and firm performance by esti-
mating the following regression model:

yit =a + b̂1x1it + b̂2x2 it + b̂3x3it + b̂4x4it + b̂5x5it + b̂6 log x6 it + b̂7x7it +uit 	 (1)
 

where yit represents the dependent variable (Tobin’s Q; ROA), i the entity and t the time inter-
val, which is one year. a  is the regression intercept and uit and the error term. The dependent 
variable y=valuation (Tobin’s Q) and performance (ROA) proxies, the independent 
variable x1=ownership concentration measures, and the control variables x2=company beta coeffi-
cient, x3=dividend payout ratio, x4=return volatility, x5=capital turnover, x6=leverage, and x7=size. We 
employ dummies for controlling year, industry, and investor identity effects.

Tobin’s Q is the market proxy for valuation and is used in Morck et al. (1988), Maury and 
Pajuste (2005), Maury (2006), and Ekholm and Maury (2014). Tobin’s Q also avoids the estima-
tion of the rate of return or marginal costs (Lindenberg & Ross, 1981; Salinger, 1984). Because 
of data limitations, we compute Tobin’s Q yearly in this paper by dividing the company’s total 
market value (end of period stock prices multiplied by shares outstanding) by the company’s 
book value of total assets. 

Return on assets (ROA) serves as a proxy for performance and is used in Maury and Pajuste 
(2005), Maury (2006), and Ekholm and Maury (2014). ROA captures the company’s (historical) 
profitability relative to its total assets. We calculate ROA for this paper by dividing the compa-
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ny’s net income by its total averaged assets and expressed in a percentage format.
Ownership of 10 percent provides shareholders in Finland the right to call an extraor-

dinary shareholders’ meeting (5:4§), and demand minimum dividend (13:7§), according to 
the Limited Liability Companies Act (LLCA 624/2006 and section 6). Due to the variation in 
ownership definitions in CG studies (cf. Claessens et al., 2002; La Porta et al., 2002b; Maury & 
Pajuste, 2005; Ekholm & Maury, 2014; Edmans & Holderness, 2016), and for robustness, this 
paper employs four distinctive definitions. First, we employ a discrete ownership dummy to 
observing whether the company has concentrated ownership or not. The dummy is coded as 
0 below 10 percent ownership of the largest owner, and 1 at and above 10 percent. Second, 
we multiply the ownership dummy by the largest owner percentage to capture the ownership 
threshold effect. Third, we use a continuous variable, the percentage of the largest owner of the 
firm, to detecting ownership’s relative effect on firm valuation and performance. Finally, we 
employ traditional company and year-specific Herfindahl index (HFI) to measure ownership 
concentration, which defines as the squared sum of the three largest owners’ ownership share 
(e.g. Herfindahl, 1950). HFI is used in several ownership studies (e.g. Demsetz & Lehn, 1985; Hill 
& Snell, 1989; Denis et al., 1997; Goergen & Renneboog, 2001; Ekholm & Maury, 2014).8

CG studies traditionally control for several variables, such as company age, size, industry, 
leverage, long-term debt, sales, tangibility, and total assets (e.g. Gompers et al., 2003; Maury 
& Pajuste, 2005; Laeven and Levine, 2008; Ekholm & Maury, 2014). This paper utilises the fol-
lowing six control variables. First, the yearly beta coefficient measures individual stock’s level 
of systematic risk, or non-diversifiable risk. Betas in this study are approximated using weekly 
logarithmic stock returns and respective OMX all shares index returns.9 We expect the beta co-
efficient to have a positive effect on valuation and performance, as a higher beta implies higher 
return potential. Second, we employ the percentage of a company’s earnings that is paid out, 
i.e. the dividend payout ratio (e.g. Elton et al., 1983). Dividend cut sends a negative signal to the 
market about the company’s future sales growth (e.g. Lintner, 1956; Lang & Litzenberger, 1989; 
Michaely et al., 1995; La Porta et al., 2000a), and a higher dividend payout ratio associates with 
stronger minority shareholder rights (La Porta et al., 2000b). We expect the dividend payout 
ratio to have a positive effect on performance, as companies with a higher dividend payout 
ratio tend to reproduce sales and be profitable over time. Third, for robustness, we employ 
one-year return volatility as a proxy for company-specific risk. The strong owner’s role becomes 
important in an uncertain environment (Demsetz & Lehn, 1985). We calculate historical return 
volatility as the standard deviation of the company’s daily logarithmic return and standardize 
it for 250 days. We expect volatility to have a positive effect on performance, as higher risk as-
sociates with higher returns. Fourth, capital turnover (CT) measures a company’s ability to turn 
investments into sales. CT computes by dividing the company’s yearly sales by total assets. We 
expect CT to have a negative impact on performance, as it commonly correlates negatively with 
the profit margin. Fifth, we employ leverage, which reduces the free cash flow for managers 
and, thus, limits their capacity to use managerial power (e.g. Myers & Majluf, 1984; Eckbo, 1986; 
Jensen, 1986). Following Maury and Pajuste (2005), leverage is computed by dividing compa-
ny’s long-term liabilities by the total assets. We expect leverage to have a negative effect on 

8 A drawback with the Herfindahl index is that it does not reveal the individual shareholder’s relative power, 
especially where two shareholders out of the three largest can form winning coalitions.
9 Since the betas are ex-post variables, they are estimated three years prior to the ownership data for this 
paper (cf. Bowie & Bradfield, 1998). Notably, the first three-year period, from 1.1.1998 to 31.12.2000, was 
encountered by a heavy stock price increase at the beginning, followed by a sudden decrease and another 
increase towards the end period.
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performance, due to increasing bankruptcy risk. Finally, total assets is employed as the proxy 
for company size. We take a logarithm of total assets to normalizing the variability in the sam-
ple data. Since profits converge over time, we expect company size to have a negative effect on 
performance.

We use owner category dummies10 to control for different owners’ impact on firm perfor-
mance (cf. Nickel et al., 1997; Thomsen & Pedersen, 2000). The Year and industry dummies are 
used to control for the impact of economic cycles and industry-specific effects. Industry divi-
sion is per the OMX Helsinki sector classification.11

4. Descriptive statistics and correlations
Table 1 below provides summary statistics for the variables used in this paper. The table shows 
that the mean Tobin’s Q exceeds unity. This implies, ceteris paribus, that the sample compa-
nies’ market value exceeds, on average, their recorded assets. Tobin’s Q values have steadily 
increased since 2001, which might signal the stock market rise during 2001-2006.

10 Throughout the regressions we use dummy variables as yes=1 and no=0. Indiv equals one if the largest 
investor is an individual investor, family or private investment firm and zero otherwise. Inst equals one if the 
largest investor owns for institutional purposes, is an insurance company, co-operative, pension fund, mutual 
fund or a PLC and zero otherwise. Found equals one if the owner is classified as firm founder, one of the 
founders, founder’s close relative, board member or the firm CEO and zero otherwise. PLC equals one if the 
largest owner is the firm subsidiary or a strategic partner and zero otherwise. Govt equals one if the largest 
owner category is government and zero otherwise. Finally, Endow equals one if the owner is not-for-profit or-
ganisation, association or foundation and zero otherwise; source: FactSet (2007) and the Yearbook Pörssitieto 
(2001 – 2006). Owner categories are not reported in the tables.
11 Throughout the regressions, we used 7 industry classifications. We omitted two groups due to their negligent 
sample size. These were Utilities and Health Care. The industry sectors are 1. Materials, 2. Industrials, 3. 
Consumer Discretionary, 4. Consumer Staples, 5. Financials, 6. Information Technology, and 7. Telecommu-
nication Services.
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Table 1. Summary statistics of variables employed in the estimated regression equation over the period 2001-2006. 
n denotes the number of observations. The main dependent variable is Tobin’s Q. The second dependent variable 
is ROA. ROE and ROTC are employed as supplementary dependent variables for robustness of ROA. Independent 
ownership variables are the percentage of the largest owner and Herfindahl Index. The control variables are: beta 
coefficient, dividend payout ratio, yearly volatility, capital turnover, company leverage, and log of assets, i.e. size, 
respectively.  Variable abbreviations: Tobin’s Q (TobQ), ROA, ROE, ROTC, largest owner dummy: >10% = 1; <10% 
= 0 (OD), largest owner’s percentage ownership (Larg), Herfindahl index (HFI), company beta coefficient (Beta), 
dividend payout ratio (Div), volatility (Vola), capital turnover (CT), leverage (Lev), logarithm of total assets (logs).

SUMMARY STATISTICS

MAIN DEPENDENT VARIABLES Mean Mini-
mum

Median Maxi-
mum

St. dev n

TobQ 1.054 0.071 0.805 6.490 0.836 714

ROA 3.304 -115.308 5.086 43.324 12.743 714

ADDITIONAL PERFORMANCE 
VARIABLES

ROE 5.370 -824.915 10.677 122.340 40.445 714

ROTC 3.804 -733.535 7.041 113.861 33.199 714

OWNERSHIP VARIABLES

Larg 25.109 0.430 22.055 72.000 16.246 714

HFI 1,093.393 0.410 690.334 5,221.610 1,118.443 714

CONTROL VARIABLES

Beta 0.356 -2.697 0.303 1.748 0.374 714

Div 68.382 0.000 47.671 6,642.066 260.929 714

Vola 28.074 0.414 19.930 187.695 28.149 714

CT 1.170 0.013 1.133 3.820 0.615 714

Lev 15.200 0.000 13.557 104.311 13.807 714

Logs 2.267 0.174 2.114 5.315 0.904 714

Return on equity (ROE) exceeds the return on total capital (ROTC, i.e. return on investment, 
ROI), which exceeds ROA. This is because tangible assets bind more capital and generate lower 
value for ROA. ROE exceeds ROI, since bondholders demand higher fixed interest on capital 
than do equity holders. The Herfindahl Index mean value at 1093.4 implies that the largest 
owner’s power contestability is implausible. 

	 The largest owner’s share has remained moderately stable in Finland. The largest 
owner owned, on average, 25.1 percent of the company in 2001-2006, the smallest value being 
0.4 percent (2002), and the maximum 72 percent (2004). The mean sum of the three largest 
shareholders ranged between 38.1 (2005) and 41.4 percent (2002). Shareholdings of the largest 
owners declined steadily in 2001-2006, as e.g. the state had been privatising its shareholdings 
and/or foreign investors had purchased (part of) the shares of founders in some companies. 
Though large shareholdings are common in Finland, the high standard deviation shows that 
the data comprise companies with different ownership structures. Family-owned companies, 
and transportation industry, process industry, entrepreneur-owned, more mature, and state-
owned companies have traditionally had a concentrated ownership structure. In sum, the larg-
est owner share was fairly high and stable during the period 2001-2006. There does not seem 
to be a general tendency for the largest owners to decrease their shareholding, which is also 
consistent with Finnish stock market illiquidity.
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Table 2 shows that valuation and performance (ROA, ROE, ROTC) correlate negatively with 
all ownership definitions. The beta coefficient has a negative, but low, correlation with per-
formance variables. Tobin’s Q is positively correlated with the beta coefficient. The dividend 
payout ratio is per expectations throughout company valuation and performance variables. 
Interestingly, volatility correlated negatively with all accounting multiples but positively with 
Tobin’s Q. CT correlates positively with ROA and Tobin’s Q, but negatively with ROE and ROTC. 
This is probably because ROA has total assets in the denominator, whereas ROE and ROTC do 
not. Given that the total assets are included in the denominator of CT, ROA and CT correlate 
with each other, and ROE and ROTC better capture the effect of CT. There is a negative correla-
tion between leverage and valuation and performance. The logarithm of total assets correlates 
negatively only with Tobin’s Q, which is in line with expectations. However, it correlates posi-
tively with accounting multiples, suggesting that larger companies have higher profitability. 
No severe multicollinearity was detected among the independent variables as their VIF values 
were below 2.

Table 2. Correlations between variables employed in the estimated regression equation over the period 2001-
2006. Variable abbreviations: Tobin’s Q (TobQ), ROA, ROE, ROTC, largest owner dummy: >10% = 1; <10% = 
0 (OD), largest owner’s percentage ownership (Larg), Herfindahl index (HFI), company beta coefficient (Beta), 
dividend payout ratio (Div), volatility (Vola), capital turnover (CT), leverage (Lev), logarithm of total assets (logs). 
Each regression model includes one ownership definition at a time. ROE, ROE, ROTC are also included separa-
tely in the models, not simultaneously.

CORRELATIONS

TobQ ROA ROE ROTC OD Larg Herf Beta Div Vola CT Lev logs
TobQ 1
ROA 0.299 1
ROE 0.118 0.813 1
ROTC 0.124 0.788 0.978 1
OD -0.119 -0.079 -0.067 -0.060 1
Larg -0.154 -0.088 -0.089 -0.096 0.534 1
HFI -0.147 -0.069 -0.073 -0.085 0.407 0.938 1
Beta 0.272 -0.079 -0.073 -0.051 -0.127 -0.105 -0.120 1
Div 0.025 0.047 0.034 0.032 0.023 -0.031 -0.042 -0.062 1
Vola 0.126 -0.048 -0.030 -0.015 -0.055 -0.050 -0.062 0.169 -0.036 1
CT 0.153 0.030 -0.043 -0.027 -0.048 -0.214 -0.219 0.033 0.026 0.111 1
Lev -0.434 -0.102 -0.029 -0.038 0.080 0.133 0.117 -0.114 -0.040 -0.047 -0.303 1
logs -0.216 0.166 0.175 0.151 -0.159 -0.065 -0.067 0.176 0.045 -0.182 -0.186 0.193 1

 
5. Results
We regress Tobin’s Q against all ownership proxies and control variables. We then repeat these 
steps with ROA as the explained variable. One dummy is automatically omitted in the regres-
sions in order to avoid perfect multicollinearity among the independent variables. Stata rou-
tinely omits variables if collinearity is detected and automatically estimates robust standard 
errors as we employ the robust command. While the explanatory variable (ownership) may 
correlate with the error term due to omitted variables, or have reverse causality, we regress 
ROA also against the lagged ownership definitions, following Ekholm and Maury (2014). We 
did not estimate regressions using firm fixed effects to reduce endogeneity problems, as e.g. in 
Fahlenbrach and Stulz (2009), as such models are better suited to a dynamic setting. Since the 
ownership structures change slowly over time, a firm fixed effects regression model would not 
capture the effect properly (see e.g. Edmans, 2014). Also, adding 119 dummy variables would 
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lower the degrees of freedom (df) by 118, which is a problem with the current data set compris-
ing 714 observations.

As shown in Table 3, concentrated ownership has a significant negative relationship with 
Tobin’s Q throughout all regressions except with the Herfindahl index, which is statistically 
insignificant.12 Thus, the result supports hypothesis 1 and there is no evidence to support the 
notion that controlling owners improve company governance and reduce agency costs.13 On 
the contrary, strong owners might take advantage of minority shareholders by extracting un-
due private benefits from the company. Regarding owner identities, state owner is negative 
and statistically significant at the 5% level. It is plausible that foreign investors might eschew 
investments in listed companies that have large domestic shareholders, particularly if the larg-
est owner is state.

Concerning the controls, only the beta coefficient, leverage, and size (log of assets) are sta-
tistically significant. Tobin’s Q and beta coefficient have a positive relationship. Thus, higher 
beta, or stock’s level of systematic risk, is associated with a higher company valuation. Leverage 
is negative and significant at the 1% level, which might signal increasing debt costs. Leverage 
also has positive implications due to its tax-benefits, and debt disciplines managers by limit-
ing free cash flow (FCF) available to them. Notably, Finnish companies have been able to take 
on additional debt, as interest rates have been reasonably low during 2001-2006. The size co-
efficient is negative and significant at the 5% level, indicating that large companies’ relative 
market value is lower compared to smaller firms. Of industry sectors, materials, consumer 
discretionary, information technology and telecoms were positive and statistically significant. 
The R² is approximately 34 percent, which is a good fit. 

 

12 As regressions were run without the controls, the Herfindahl index was significant and negative. Herfindahl 
index provided the most negative coefficient -1.096 and highest significance at the 1% level. Since the aver-
age Herfindahl index value was not very high, collusion was also possible among the three largest owners. 
Herfindahl value of 1800 and above defines a concentrated structure (Herfindahl, 1950). Lower initial values 
result in higher coefficients.
13
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Table 3. Regressions of Tobin’s Q on ownership variables over the period 2001-2006. The dependent variable 
is Tobin’s Q. The independent ownership variables are: concentrated ownership dummy variable (OD), dummy 
variable multiplied by the largest owner percentage (ODxLarg), percentage of the largest owner (Larg), and 
Herfindahl Index (HFI). The control variables are: beta coefficient (Beta), dividend payout ratio (Div), yearly return 
volatility (Vola), capital turnover (CT), company leverage (Lev), and size (Logs). The t-statistics, in parentheses, 
are based on robust standard errors. Year (not reported), industry (not reported) and owner category effects are 
controlled for in the regressions. Regression coefficients are computed utilising independent variables’ decimal 
form (i.e. ownership%, dividend payout%, leverage% divided by 100, Herfindahl index by 10,000). Thus, percen-
tage values change from e.g. 15.3% to 0.153, and Herfindahl index values from e.g. 5,500 to 0.550.

VARIABLE (1) (2) (3) (4)
OD -0.224***
ODxLarg (-2.91) -0.365*
Larg (-1.83) -0.359*
HFI (-1.66) -0.474

(-1.62)

CONTROLS
Beta 0.415*** 0.426*** 0.427*** 0.427***

(3.79) (3.83) (3.83) (3.81)

Div 0.011 0.010 0.010 0.010

(1.25) (1.21) (1.20) (1.17)

Vola 0.057 0.069 0.072 0.072

(0.55) (0.67) (0.70) (0.70)

CT -0.067 -0.069 -0.067 -0.066

(-1.15) (-1.18) (-1.16) (-1.14)

Lev -2.142*** -2.155*** -2.158*** -2.167***
(-10.20) (-10.28) (-10.28) (-10.31)

Logs -0.102** -0.096** -0.095** -0.093**
(-2.47) (-2.24) (-2.23) (-2.16)

OWNER CATEGORY
Indiv -0.055 -0.045 -0.048 -0.059

(-0.39) (-0.31) (-0.33) (-0.41)

Inst -0.156 -0.126 -0.124 -0.135

(-1.11) (-0.88) (-0.87) (-0.94)

Found -0.007 0.000 -0.006 -0.021

(-0.05) (0.00) (-0.040) (-0.13)

PLC 0.208 0.224 0.219 0.208

(0.62) (0.67) (0.66) (0.63)

Govt -0.362** -0.350** -0.355** -0.380**
(-2.45) (-2.20) (-2.25) (-2.42)

Constant 1.586*** 1.471*** 1.469*** 1.431***
(5.42) (4.87) (4.82) (4.74)

P-value 0.000 0.000 0.000 0.000

R² 34.09% 33.71% 33.64% 33.59%

Number of obs. 714 714 714 714

* denotes statistical significance on the 10% level, ** denotes statistical significance on the 5% level, and *** 
denotes statistical significance on the 1% level. Owner identity Endowment (Endow) has been omitted in the 
regression to avoid perfect multicollinearity. 
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Table 4 provides results for including the interaction term (largest owner percentage multi-
plied by the state dummy) in the full model against Tobin’s Q. As revealed by the table, both 
ownership and the state dummy have a negative and significant relationship with Tobin’s Q. 
However, the interaction term is positive and significant. The immediate interpretation is that 
state’s negative effect becomes less pronounced as its ownership increases. However, a radical 
increase in ownership decreases stock liquidity, which has a tendency to affect firm value neg-
atively.14 The alternative explanation is that the negative effect of the state is so pronounced 
that it is not dependent, per se, on the level of ownership if the state is the largest blockholder.

14 State owned companies’ mean Tobin’s Q value is 0.47 compared to all other companies’ (excluding state 
owned firms) mean Tobin’s Q value 1.11 in the sample. Also, the minimum state ownership is 11,07% and 
maximum 70.74% compared to e.g. endowment 0.45% and 26.38%, respectively, when the state is the larg-
est owner.
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Table 4. Interaction term regressions of Tobin’s Q on ownership variables over the period 2001-2006. The depen-
dent variable is Tobin’s Q. The independent ownership variables are: concentrated ownership dummy multiplied 
by the largest owner percentage (ODxLarg), percentage of the largest owner (Larg), and Herfindahl Index (HFI). 
The interaction term is the largest owner percentage multiplied by the government identity dymmy (Largest x 
Govt). The control variables are: beta coefficient (Beta), dividend payout ratio (Div), yearly return volatility (Vola), 
capital turnover (CT), company leverage (Lev), and size (Logs). The t-statistics, in parentheses, are based on 
robust standard errors. Year (not reported), industry (not reported) and owner category effects are controlled 
for in the regressions. Regression coefficients are computed utilising independent variables’ decimal form (i.e. 
ownership%, dividend payout%, leverage% divided by 100, Herfindahl index by 10,000). Thus, percentage values 
change from e.g. 15.3% to 0.153, and Herfindahl index values from e.g. 5,500 to 0.550.

VARIABLE (1) (2) (3)
ODxLarg -0.434**
Larg (-2.02) -0.440*
HFI (-1.87) -0.589*

(-1.85)
INTERACTION TERM

Largest x Govt 0.776***
(2.59)

0.783**
(2.51)

0.760**
(2.51)

Controls
Beta 0.440*** 0.440*** 0.439***

(3.92) (3.92) (3.90)
Div 0.010 0.010 0.010

(1.23) (1.23) (1.19)
Vola 0.067 0.070 0.070

(0.64) (0.68) (0.68)
CT -0.073 -0.072 -0.071

(-1.25) (-1.23) (-1.21)
Lev -2.144*** -2.145*** -2.158***

(-10.29) (-10.29) (-10.33)
Logs -0.100** -0.099** -0.097**

(-2.35) (-2.34) (-2.26)
OWNER CATEGORY
Indiv -0.036 -0.039 -0.052

(-0.25) (-0.27) (-0.36)
Inst -0.121 -0.118 -0.131

(-0.84) (-0.83) (-0.91)
Found 0. 012 -0.006 -0.010

(0.08) (-0.04) (-0.07)
PLC 0.223 0.229 0.216

(0.70) (0.69) (0.65)
Govt -0.631*** -0.637** -0.658**

(-3.31) (-3.31) (-3.41)

Constant 1.447*** 1.449*** 1.406***
(4.80) (4.76) (4.67)

P-value 0.000 0.000 0.000
R² 33.87% 33.81% 33.74%
Number of obs. 714 714 714

* denotes statistical significance on the 10% level, ** denotes statistical significance on the 5% 
level, and *** denotes statistical significance on the 1% level. Owner identity Endowment (Endow) 
has been omitted in the regression to avoid perfect multicollinearity.
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Table 5 provides regression results for ROA and ownership. As can be seen from the table, all 
ownership definitions are statistically insignificant against ROA. Thus, we do not find evidence 
between concentrated ownership and ROA. The R² of the model is rather low, only 14 percent. 
 
Table 5. Regressions of ROA on ownership variables over the period 2001-2006. The dependent variable is ROA. 
The independent ownership variables are: concentrated ownership dummy variable (OD), dummy variable multiplied 
by the largest owner percentage (ODxLarg), percentage of the largest owner (Larg), and Herfindahl Index (HFI). The 
control variables are: beta coefficient (Beta), dividend payout ratio (Div), yearly return volatility (Vola), capital turnover 
(CT), company leverage (Lev), and size (Logs). The t-statistics, in parentheses, are based on robust standard errors. 
Year (not reported), industry (not reported) and owner category effects are controlled for in the regressions. Regres-
sion coefficients are computed utilising independent variables’ decimal form (i.e. ownership %, dividend payout %, 
leverage % divided by 100, Herfindahl index by 10,000). Thus, percentage values change from e.g. 15.3% to 0.153, 
and Herfindahl index values from e.g. 5,500 to 0.550.

VARIABLE (1) (2) (3) (4)
OD -1.749
ODxLarg (-1.26) -3.905
Larg (-1.15) -4.159
HFI (-1.14) -4.594

(-0.93)
CONTROLS
Beta -5.463** -5.399** -5.402** -5.389**

(-2.36) (-2.32) (-2.31) (-2.31)
Div_payout 0.111 0.103 0.103 0.101

(0.56) (0.53) (0.53) (0.52)
Vola 2.022 2.087 2.113 2.129

(1.03) (1.08) (1.10) (1.11)
Capital_turn 1.054 1.007 1.013 1.045

(0.85) (0.80) (0.80) (0.83)

Leverage -15.647*** -15.686*** -15.700*** -15.824***
(-4.71) (-4.67) (-4.67) (-4.74)

Logsize 4.380*** 4.392*** 4.391*** 4.432***
(4.06) (4.11) (4.10) (4.13)

OWNER CATEGORY
Indiv 2.390 2.593 2.590 2.413

(1.48) (1.59) (1.60) (1.49)
Inst 1.688 2.001 2.039 1.882

(1.35) (1.57) (1.60) (1.48)
Found 2.799 3.029 3.012 2.773

(1.49) (1.60) (1.61) (1.50)
PLC 4.876 5.151* 5.141* 4.948

(1.59) (1.66) (1.66) (1.62)
Govt -1.411 -1.088 -1.076 -1.456

(-0.81) (-0.63) (-0.62) (-0.86)

Constant -9.137* -9.577* -9.474* -10.124*
(-1.80) (-1.85) (-1.81) (-1.95)

P-value 0.000 0.000 0.000 0.000
R² 14.29% 14.28% 14.28% 14.20%
Number of obs. 714 714 714 714

* denotes statistical significance on the 10% level, ** denotes statistical significance on the 5% level, 
and *** denotes statistical significance on the 1% level. Owner identity Endowment (Endow) has been 
omitted in the regression to avoid perfect multicollinearity. 
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6. Conclusions
This paper examines the relationship between ownership concentration and firm performance 
within the Nordic corporate governance model. We employ the NCG model and agency the-
ory as theoretical frameworks in understanding agency problems between large and minority 
shareholders in the Nordic context. Potential benefits of the NCG model are that strong owners 
effectively engage in maximising shareholder value for all shareholders, and take long-term 
responsibility for the company (Lekvall, 2018). The main hypothesis of the paper is that owner-
ship concentration is negatively associated with company valuation and performance.

Our final sample comprises a balanced panel with 119 annual and 714 total observations over 
a period of economic stability. We find that increasing ownership concentration of the single 
largest owner has a negative and significant relationship with Tobin’s Q but our results do not 
support a similar conclusion for ROA.15 We also hypothesised that there is a negative relationship 
between state ownership and Tobin’s Q as government owner may have a tendency to promote 
political goals more than shareholder value (e.g. La Porta et al., 2002a; Putniņš, 2015). Regressions 
with state interaction term suggest that it is not decisive how much government ownership in-
creases, but the fact that government is the largest owner renders the relationship between state 
ownership and Tobin’s Q negative. The results reveal that the inherent risk of the NCG model 
materialises in this paper: blockholders’ private benefits from control dominate shareholder 
value maximisation, and/or blockholders waive their managerial control function. Given our re-
sults and arguments, it is not surprising that state-owned companies demonstrate performance 
improvements ex-post privatisation (e.g. Megginson et al., 1994). In the present context, large 
owners in Finland can omit dividend payments to minority shareholders when company per-
formance is weak (e.g. Maury, 2004; Kinkki, 2008). Overall, it seems that having a certain type of 
blockholder sends a negative signal to the market, which minority owners and foreign investors 
should take into consideration (cf. Berglund & Westerholm, 2010).

This paper could not properly answer the following. First, endogeneity problems may occur 
because ownership structure, investment opportunities, and company value can be jointly deter-
mined (e.g. Demsetz & Villalonga, 2001; Lemmon & Lins, 2003). Second, it could not be ruled out 
that state owner might select to support weak companies rather than cause weak performance 
(cf. Thomsen & Pedersen, 2000). Third, we recognise that there are extreme values inherited in 
the sample since Finnish data is characterized by an illiquid stock market and concentrated own-
ership structure (e.g. Hietala & Keloharju, 1995). Regarding the first issue, we were unable to find 
a proper instrument for ownership concentration, and the data are not sufficiently dynamic for 
the firm fixed effects model. If we assume valuation to cause changes in ownership, stockholders 
should buy shares based on companies’ realised profitability, which supports the efficient mar-
kets hypothesis (see Fama; 1969; 1970; 1991). However, newer research has shown that investor 
attention plays an important role (e.g. Barber & Odean, 2008; Gargano & Rossi, 2018). Regarding 
the extreme values, these are pertinent to the Finnish market and contain valuable information. 
Truncating the outlier values did not alter the results or their significance. The correlations were 
statistically significant throughout all ownership definitions in the regressions. When we re-
gressed ownership and firm performance in reverse fashion, the outcome was not statistically 
significant. In analysing the results, we emphasize the value of descriptive research by relying 
on economic logic and testing alternative hypotheses as suggested by Edmans and Holderness 

15 When we employed lagged ownership variables in the regressions against, we found a negative and 
significant relationship with ownership concentration and ROA. This result is, however, questionable, as we 
assume that ownership is non-dynamic (cf. Edmans, 2014).
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(2016). Accordingly, the results of this paper posit that growing ownership concentration has a 
negative relationship with Tobin’s Q.

We found a negative relationship between state ownership and valuation. However, this ar-
gument needs more data and research. It would also be important to distinguish the nationality 
and age of the largest investor since different tax-schemes influence investor behaviour regard-
ing ownership thresholds and tax benefits (see Fama & French, 1998). Including board charac-
teristics, as control variables, would be informative as, for instance, mandatory gender quotas 
can reduce value even for well-governed companies (Adams & Ferreira, 2009). We also leave it to 
future CG researchers to scrutinise whether certain blockholders are more efficient in monitor-
ing managers than are others, and to run a quadratic ownership model to test, with a larger data 
set, whether ownership has a non-monotonic relationship with firm performance (cf. White & 
Domowitz, 1984; de Miguel et al., 2004). Finally, it would be beneficial to see results from periods 
of economic disruption, and whether they affect the behaviour of the largest owner.

In sum, the findings of this paper are consistent with the assumption that company value is 
a function of the structure of ownership. The results show that ownership concentration has a 
negative relationship with company valuation during a period of economic stability in the Nor-
dic context, which might be bound to a certain owner’s private benefits from control. The paper 
shows that there are avenues for improvement in listed companies in terms of agency problems 
between controlling owners and minority shareholders. Publishing these results may also stimu-
late a fundamental change in management philosophy on how to steer state-controlled PLCs for 
the benefit of all shareholders. The state could consider liquidating its ownership in certain com-
panies and re-invest the assets through ETF funds. This would be a Pareto improvement. Finally, 
we recommend viewing these results in the Nordic context, not universally.
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