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a b s t r a c t

In this article changes in the electricity industries of four different countries are analyzed
in terms of the incumbent utilities’ growth strategies. The economic activities are analyzed
as socially embedded as we analyze how the social context influences these strategies. A
typology for analyzing growth strategies based on the relative strength of social ties and
focus on markets is presented. Qualitative case studies of the three largest incumbent
utilities in Denmark, Germany, Finland and Spain were analyzed. Our findings show that
incumbent utilities with relatively strong social relations can influence the energy policies,
and their growth strategies tend to be more focused on domestic markets. In the opposite
case, the growth strategies are more likely to be based on diversification and interna-
tionalization. We conclude that an incomplete unbundling of interests appears to slow
down changes in the incumbent utilities’ growth strategies. Thus, we propose that a
complete unbundling of interests is needed.

� 2014 Elsevier Ltd. All rights reserved.

1. Introduction

The changes in the electricity industries of many Euro-
pean countries have been rathermodest and slow in the past.
Fossil fuels and conventional energy technologies dominate
electricity generation [28]. Competition in the electricity in-
dustry is still rather low and barriers to entry remain high
(see, e.g., Ref. [12]). This article analyzes changes in the
electricity industry by analyzing incumbent utilities’ growth
strategies. Incumbent utilities own large portions of the en-
ergy generation infrastructure [37] and they are in a key po-
sition to influencehowthis industrywill change in the future.

Electricity supply is the main business area of the
incumbent utilities, in which many of the largest European
utilities have chosen to remain. Several utilities have opted
for domestic and international mergers and acquisitions in
order to grow [5,61,62]. A few incumbents have chosen to

diversify into new energy technology businesses, mainly
after substantial changes in government policies and the
introduction of incentives to use renewable energy [39,58].

There are several reasons why many incumbents have
not changed their strategies. For example, companies
without previous experience or relevant capabilities in
distributed renewable electricity generation are less likely
to integrate these technologies into their operations than
those with some experience (Markard and Truffer, 2006)
[58]. There is also evidence that some incumbent utilities
are powerful enough to influence national energy policies
and even to slow down changes in the market [44,47].
Another reason could be that companies often have rather
limited abilities to identify and exploit newmarkets as they
tend to rely more on beliefs than facts when analyzing
changes in markets [26]. Or, as Storbacka et al. (2009) [59]
pointed out, companies often perceive “the rules of the
market” as being given and unchangeable. Therefore, a key
to market change is to gain a better understanding of the
factors that influence incumbent utilities’ strategies.
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Clifton et al. (2010) [4] found that the responses of the
incumbents to changes in the markets do not seem to
follow a universal logic, but a country and firm logic would
be more applicable. Hence, our main research focus is to
analyze how the social context influences incumbent util-
ities’ growth strategies. These strategies are analyzed as
socially embedded [21,23]. We are particularly interested in
how the contextual factors influence the kind of strategies
that the utilities consider appropriate and for what reason
[70]. In other words, our focus is on the strategies that the
incumbents have chosen and the context in which these
choices were made.

Empirical examples are drawn from the electricity in-
dustry, in particularly incumbent utilities, which are well
suited for analyzing strategies as socially embedded as the
electricity industry is deeply rooted in the context it exists,
such as fuel choices, energy need, climatic conditions and
other contextual peculiarities that have influenced the
development of this industry. Finally, regardless of the
growing number of international climate conventions and
agreements related to energy, the electricity industries still
also remain under the jurisdiction of national governments,
highlighting the importance of analyzing utilities’ strate-
gies in the country context.

In the next section we propose a typology for analyzing
incumbents’ growth strategies. This is followed by an
overview of the main changes in electricity industries and
generation technologies. Then the research method used in
the analyses is presented. The analysis section is based on
the strategies of the three largest incumbent utilities from
four EU countries. The paper ends with a summary of
findings and conclusions.

2. Incumbent utilities’ growth strategies

The starting premise here is that countries, along with
their electricity industries, are contextual and dynamic
social constellations of competing groups of actors whose
rationalities are socially constructed [21–23]. To analyze
utilities’ growth strategies in a specific context and the
unique dynamism between the utilities and other actors in
and around the electricity industry, we chose to base our
typology on the systemic approach to strategy (as pre-
sented in Ref. [70]). Thus, this approach focuses on the
country and company logics that influence why the
particular growth strategies are chosen [70].

The more commonly known and used strategic ap-
proaches have a more universal view of strategy and the
influence of the country context is secondary. For example,
Porter (1980) [49] emphasizes the importance of having
the right positioning in the market in relation to competi-
tors; Ansoff (1965) [2] emphasizes having planning sys-
tems for strategy, and Hamel and Prahalad (1994) [25]
emphasize having a vision. A more modern approach,
strategy-as-practice, focuses on strategy as something that
is done and which can be studied by analyzing social ac-
tions around strategies [64]. This is an approach which is
probably better suited to analyzing the internal organiza-
tional processes of a firm.

A systemic approach was chosen because the intention
here is to analyze and compare the strategies of utilities

from four countries. Such an approach is also well suited to
analyzing the slow technological changes that are typical of
electricity infrastructures, where several contextual factors
influence the historical development, for example, the
available domestic fuel sources: in Norway most of the
electricity is generated by hydro power, in Iceland by
geothermal power and in the United Kingdom and Ger-
many by coal (Eurostat, 2011). The nature of the industrial
infrastructure also has a bearing on the electricity industry
and economic perceptions on energy; energy-intensive
industries have very different energy needs and interests
in energy from, for example, the service sector.

According to the systemic approach, growth strategies
can be based on innovation, diversification or internation-
alization. Which particular strategy a firm chooses depends
on the time, context and firm [70]. Innovation is the growth
strategy which refers to creating new businesses, for
example, new services or products within the existing
business. This includes, for example, improving the effi-
ciency of existing technologies and investments in large-
scale wind or biofuel-based generation technology.
Although these are improvements to the existing energy
system, they still keep the business, i.e., the generation and
supply of electricity, unchanged. Diversification refers to
venturing into new businesses, for example, the new en-
ergy technologies business. And finally, internationaliza-
tion refers to venturing into new geographical areas.

We base our typology on two classification criteria: a
focus on the markets and the relative strength of social
relations. Following Whittington (1993) [70], the focus on
the markets is based on analyzing the geographical loca-
tions of a firm’s businesses. Although Whittington dis-
cusses the reasons why a firm chooses to internationalize,
the emphasis here is on how utilities have international-
ized. The relative strength of social relations was chosen
because it has been noted that the stronger the links are
between the incumbent utilities and the government, the
more able and likely the incumbents are to slow down
changes in the industry [44,47] and vice versa [39].

We illustrate the approach in Fig. 1. The focus on the
markets is the y-axis and the relative strength of social
relations is the x-axis. The scale of the focus on the markets
runs from domestic to international markets and the
relative strength of social relations runs from strong to
weak relations. On the basis of these two dimensions, four
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Fig. 1. Incumbent utilities’ growth strategies.
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