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Heading for decline? The significance of disturbances in strategic management process

Abstract

This article will address problems in strategic management process from the perspective of
organizational decline. It will review the literature on early warning signals of decline and contribute
to an understanding of their role in organizational development. To facilitate more advanced
theorizing about early warning signals, the article will draw from cultural-historical activity theory
suggesting that early warnings should be conceptualized in terms of organizational disturbances that
act as visible evidence of developmental contradictions. By combining activity theory with strategy
process research, the article will open up an avenue for organizational analysis to better understand
the nature of weak signs of decline and provide a better basis for their resolution. The
conceptualization will be illustrated by referring to a case example of a firm operating in service

production.
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1 Introduction

Early warning signals can offer a powerful lens for understanding the interconnections between
different elements within and between organizations, and between organizations and their
environments. The weakness of the literature discussing early warning signals stems from its rather
descriptive nature (Williams et al., 2012; Mellahi, 2005; Scherrer, 2003; Milenkovi¢, 2000; Mitroff,
1988; Lorange and Nelson, 1987) and the fact that it does not foster theoretical understanding of the
role of such signals in organizational decline. Because of this, we will combine cultural-historical
activity theory (Engestrém, 2014) with strategy process research (Goshal et al., 2013; Vaara &
Whittington, 2012; Sminia, 2009; Furrer et al., 2008; Johnson et al., 2008; Shanley & Peteraf, 2006;
Pettigrew, 1992; Mintzberg & Quinn, 1991) to develop a theoretically sound basis for their further
understanding from a dialectical perspective (Langley et al., 2013; Sminia, 2009; Van de Ven &
Poole, 2005). We will first review research on organizational strategy process and early warning
signals of decline and, after that, suggest a theoretical way to analyze early warnings in terms of
developmental contradictions that take place in local activity systems (Engestréom, 2014; cf.
Mocciaro Li Destri & Dagnino, 2012), such as firms. We will then demonstrate the usefulness of the
activity theoretical conceptuality with reference to an illustrative case example that comes from a
company operating in the field of service production. Our main contribution is to combine strategy
process research and analysis of early warning signals with activity theoretical conceptuality so as to

facilitate a more profound theoretical understanding of the potential organizational decline.

2 Strategy process and early warning signals of decline



Strategic management is a process in which managers form and implement a strategy that can lead to
a durable competitive advantage for a firm (Rothaermel, 2012). It is a process designed to set
organizational objectives, formulate ways of meeting those objectives, implement related actions, and
evaluate the achieved outcomes (Thompson & Martin, 2010; Carroll & Karim, 2011). Of the
available models of the strategic management process (e.g., Rothaermel, 2012; Thompson & Martin,
2010; David, 2011), we regard here the approach defined by Johnson et al. (2008) as representational
with respect to our purposes. According to it, strategic management can be conceptualized in three
main phases: 1) strategic position analysis of the environment, resources, competencies, stakeholder
expectations and organizational purposes; 2) choice of the strategy wherein the firm chooses
directions and methods of development, engages in identification and evaluation of alternatives, and
selects the appropriate strategy; and 3) strategy to action where the focus is on an organization’s
structure and design, resource allocation, control and monitoring, as well as managing the strategic

change itself.

Although seemingly rationalistic, the strategy process does not have to be regarded as a
simple linear succession of phases in time but can be viewed as a complex entity with multiple
interlinked actions and feedback loops (e.g., Sminia, 2009; Ericson, 2014). This is evidenced by the
fact that many external and internal conditions may change, resulting in the revision of the original
strategic plan (Johnson et al., 2008). However, there is not always a need to replace a plan with a new
strategy to meet changed circumstances and start the process all over again, but corrections can be
made based on acquired new information in a strategy revision phase. The key element in strategy
revision is to distil relevant information from the changing environment and internal activities of a
company. The need for revision is underlined especially today when the technologies are complex,
environmental change rapid and product markets global (Boynton & Victor, 1991). Based on this
reasoning, we propose the following schematic representation of a firm’s strategic management

process (Figure 1).
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Figure 1. Strategy process (adapted from Johnson et al., 2008).

Management of strategy process is not only about building a firm’s success but also
preventing its slide towards a decline in performance (Maitlis & Lawrence, 2003). Based on a
processual perspective (e.g., Langley et al., 2013), decline can be regarded as taking place in various
phases starting from a blinded state and leading to the final dissolution of the firm through inaction,
faulty action and crisis states (Weitzel & Jonsson, 1989). In this context, the significance of what has

been called early warning signals is evident.

According to Cameron et al. (1987, p.224, cf. D’ Aveni, 1989), decline is “a condition in
which a substantial, absolute decrease in an organization’s resource base occurs over a specified
period of time”. McKinley et al. (2014, p.90) further specified it as “a successive, year-after-year
decrease in an organization’s resource base that lasts for at least two years”. In this article, we will
base our understanding of the concept in Robbins and Pearce (1992), Barker and Mone (1994),
Weitzel and Johnson (1989) as well as Williams et al. (2012), and define decline as a sustained
process where the actual value of a company deviates from its targeted value thereby indicating

underperformance of a firm’s strategy. The conception is thus different from organizational



downsizing, turbulence, crisis, stagnation and environmental jolts (see McKinley et al., 2014;
D’Aveni, 1989) as well as early warnings of ethnic conflicts (Foot, 2002). In our view, decline is a
rough opposite of successful organizational performance, as Heine and Rindfleisch (2013), McKinley
(1993) and Whetten (1987) have argued. Later on, we will also equate it with the activity theoretical

notion of a disturbance (Engestrém, 2005).

Concerning the causes of decline, the literature directs attention to both external and internal
reasons. Whetten (1987), for instance, underlined changes in the carrying capacity of a firm’s
operating niche and referred to the so-called “success-breeds-failure” syndrome, which refers to the
overconfidence of managers in the abilities of a firm to dominate markets. Other scholars provide
causes for this, such as the routinization of organizational practices, the lack of innovation and
resistance to change (McKinley, 1993; Weitzel & Jonsson, 1989; Cummings et al., 1983). Whatever
the causes, it is important that managers responsible for a firm’s strategy and operations are able to
detect and understand the possible reasons early enough. That is precisely what research on early

warning signals has emphasized.

In what follows, we will understand early warning signals as weak signs that hint at serious
problems in a firm’s future performance, or, as Williams et al. (2012, p. 38) state, observations that
indicate the existence of some incipient positive or negative issues related to a firm’s future
performance and value. We will maintain that a successful management team should be capable of
detecting and making sense of such signs and prepare the necessary actions to prevent them from
materializing (Mellahi, 2005; Williams et al., 2012; Sheaffer et al., 1998; Milenkovi¢, 2001;
Hambrick & D’aveni, 1988; Lorange & Nelson, 1987; Chong, 2004). As the literature indicates, this
is not, however, always an easy thing to achieve (Mellahi, 2005; Scherrer, 2003; DeVaughn & Leary,

2010).

To advance the management’s capacity to deal with early warning signals, some scholars

have provided lists or categories of them (e.g., Mitroff, 1988; Lorange & Nelson, 1987). Because



organizations and situations differ, such lists do not provide a durable solution to the problem of
interpreting these signs but must be supplemented with a more systematic and rigorous analysis
(Williams et al., 2012; Milenkovi¢, 2000; Mitroff, 1988). Hence, the research on early warnings does
not provide adequate capacity to analyze and interpret the root problems behind the manifest signs of
problems, a fact which makes them as valuable as a doctor knowing a list of symptoms of an
unspecified illness. In a similar way, as the doctor needs to examine the causes behind the symptoms,
management scholars should be able to address fundamental problems behind the apparent weak
signs of decline so that they could be acted upon early enough and in an appropriate manner. To do
so, we will next turn our gaze to the dialectical research tradition (Langley et al., 2013; Sminia, 2009;

Van de Ven & Poole, 2005), namely, the cultural-historical activity theory (Engestrém, 2014).

3 Conceptualizing early warning signals as contradictions in activity systems

As noted, the goal of the notion of early warning signals is to understand possible signs of corporate
decline. The problem, however, remains that the literature does not provide capacity on the basis of
which fundamental problems behind such weak signs could be theoretically understood. A
methodological perspective, which can be applied to further understand the signs, is thus needed. For
such a perspective, we will use ideas and concepts adopted from cultural-historical activity theory
(Leontjev, 1978; Vygotsky, 1978; Engestrom et al., 1999; Engestrém, 2014), an approach extensively
used in analyzing organizational change and management (e.g., Blackler et al., 2000; Adler, 2006;
Engestrom, 2008a; Terds, 2007; Kajamaa, 2015; Kerosuo et al., 2010). In so doing, we aim to
illustrate an approach with which apparent problems that engender decline can be re-conceptualized

S0 as to provide an avenue for their early recognition and resolution.



In activity theory, organizations are typically conceptualized as object-oriented collective
work activities. As discussed by Miettinen (2005), object-orientedness is a constitutive feature of
human conduct as it denotes the collective societal motive of local activity, i.e., answers to the
question of why a certain group of actors pursues what it does. In activity theoretical conceptuality,
local activities are composed of an agent or a group of people (a subject, such as firm managers or
service producers) who are working towards achieving a shared purpose, which represents their
object of activity (e.g., a product or service) and the outcome which results from the construction of
such an object (e.g., targeted value). The work by the subjects is mediated by material and conceptual
instruments that act as means of achieving the given purpose in collaboration with other members of
the community (e.g., digital production systems). The activity is also tied to its societal and cultural
base, including rules (e.g., managerial directives, strategies and business models), community of
employees and a division of labour among actors (Engestrém, 2014). This basic structure of an

activity system will be represented in Figure 2.
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Figure 2. Activity system (adapted from Engestrém, 2014).



The activity system is a systemic entity, meaning that when a change occurs in one
component—e.g., a new business concept is introduced into a firm in the form of a rule—it affects all
the other components in a dynamic manner. During such processes, elements of the activity system
may develop asynchronously, leading to a situation where individual components of the activity are
of “different pairs”. In activity theory, such tensions produce disturbances (i.e., deviations from
normal scripted or sought-after courses of events) that manifest themselves in practical actions of
those people involved in the activity in question. In this paper, we will regard early warning signals
to be one type of such disturbances. Theoretically, disturbances are called contradictions (Engestrom,
2000), i.e., systemic imbalances between the elements of a firm’s activity system. The idea is in line
with dialectic process theory (Sminia, 2009; Van de Ven & Poole, 2005) where a company is
analyzed in terms of contradictory elements or colliding forces. When these forces are in balance, the
organization is stable: everything proceeds smoothly and as anticipated. Change occurs as soon as the
balance is upset. The challenge then remains how to analyze the imbalance and how to make

necessary corrective actions so as to re-stabilize the activity system again.

In this conception, early warning signals are considered deviations from the planned courses
of events in the materialization of the company’s targeted value (object) and can thus be interpreted
as disturbances within the firm’s activity system. Theoretically, they are signs of deeper fundamental
imbalances taking place among the elements of an activity system. Early warning signals are thus
methodological devices that may be used to understand underlying causes of decline, i.e., persistent
“resident pathogens” (Reason, 1990) or “weak points in activity” (Rogalski, 1996) in the firm’s
activity. Contradictions, in turn, are theoretical interpretations of these warning signs and their

successful resolution opens up a way to corporate renewal and recovery.

These activity theoretical ideas can be combined with the strategic management process
model presented earlier. When integrated with Figure 1, an altered model of the strategic

management process will be attained (see Figure 3).
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Figure 3. Disturbances and contradictions in the strategic management process.

In Figure 3, we show a situation where the actual value of a company deviates remarkably
from its targeted value. This indicates strategy underperformance, i.e., decline of the firm.
Disturbances represent early warning signals that may, if noticed, hint to the management about
possible underlying problems in the firm’s activity. These are conceptualized as contradictions that
call for a solution so as to prevent the decline from happening. Most often such disturbances and the
related contradictions become evident when one moves from one phase of the strategic management
process to another, e.g., when a firm starts to implement a revised strategy. The implementation may
prove difficult, however, if the new strategy does not meet real-life conditions (Carroll & Karim,
2011). In cases like these, the ensuing problems have to be solved, because if they are left
unattended, they may escalate and create a crisis. When addressing such problems, we suggest the
model of the activity system to be used as a tool to understand where corrective actions should be

targeted, i.e., what are the elements of the given activity that are in imbalance thereby creating signs

of decline.
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Given that most modern organizations are large and complex entities, and consist of multiple
relatively autonomous units, they can be analyzed as interconnected activity systems rather than as
single activities. We illustrate this approach in Figure 4 below. In it, one activity system, such as that
of management, sets rules for others, such as work units, to follow. When it comes to the relations
with external actors (clients, partners), collaboration is formed around a shared object of work that
both organizations want to achieve. Contradictions can therefore exist either between different
activity systems of a single firm (e.g., between the management group and work unit) or between
networked organizations (Engestrom, 2014). Also issues ensuing from the external environment of an
activity system (e.g., in the form of rules being set) may cause contradictions in another activity, as
will be illustrated by our case example. The basic idea about the network of activity systems is

pictured in Figure 4 below.
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Figure 4. Network of activity systems (Engestrom, 2008b).

Next, we will demonstrate the use of the proposed theoretical approach by presenting an
illustrative case example where early warning signals act as hints about strategy underperformance in

the strategy to action phase. With the help of the case, we will demonstrate how top management first
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blames supervisors for unsuccessful performance and when the supervisory remedies prove
insufficient, puts the blame on business processes and customer service personnel. Because the
management thus is incapable of analyzing the fundamental contradictions behind the visible
warning signs, the company falls into decline and finally ends up in a crisis. The case example will
then show how activity theoretical conceptualization could have helped to make better sense of the

problems behind the apparent early warning signals.

4 Data and methods

4.1 Data

Our case example comes from a study of a service company which will be called, hereafter, Service
Company, applying a growth strategy. The data consists of eight theme interviews, four of which
represented the members of the firm’s management group, two team leaders of service production
and two accountants producing services for customers. The length of the interviews was roughly an
hour. We interviewed our informants in a semi-structured manner focusing attention on the firm’s
growth strategy and problems encountered in its materialization. The interviews were based on an
outline prepared before the discussion, but we allowed the interviewees to shape the course of the
conversation and to take up any issues they considered important from their perspectives. The variety
of informants interviewed provided what we consider a multifaceted and rich understanding of the
problems encountered by the employees of the firm, thereby providing an apt opportunity to analyze
early warning signals of the company’s decline. We will summarize the data in the following Table

1.
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Interviewee Length Most important issues/disturbances mentioned during
(minutes) interview

Management group 48 Inadequate operation of compensation policy in service
member 1 production
Management group 41 Inadequate operation of compensation policy in service
member 2 production
Management group 40 Inadequate operation of compensation policy in service
member 3 production
Management group 58 Inadequate operation of compensation policy in service
member 4 production
Team leader in service 51 Lack of coherent work processes
production 1
Team leader in service 61 Lack of bottom-up communication between experts and
production 2 management
Accountant 1 63 Tight time schedules
Accountant 2 58 Tight time schedules

Table 1. Data of this study.

4.2 Methods

After the interviews, we transcribed the data, analyzed its content according to procedures of
qualitative content analysis (Saldafa, 2012; Krippendorf, 2013) and interpreted the results of the
analysis with the help of activity theoretical concepts. The content analysis proceeded through four
phases depicted in Figure 5 below. First, we produced initial disturbance categories by inductively
coding the interview transcripts. At this stage, we paid attention to the descriptions of problems
encountered by the interviewees in the service production. Second, we aggregated these inductive
categories into broader classes of disturbances. In the third phase, we proceeded to the activity
theoretical interpretation of the results of the content analysis. Here, we interpreted the disturbance
classes in terms of contradictions and placed these into the service producers’ activity system. In the
fourth phase of analysis, we considered how these contradictions were present in the management

group’s activity system. Next, we will describe these phases in more detail.
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Phase 1: identification of Phase 2: aggregation of Phase 3: conceptualizing disturbances Phase 4: identification of
Initial disturbance categories disturbance categories as contradictions in the service contradictions 1-3 in the
producers’ activity system
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Figure 5. A schematic representation of data analysis and interpretation.

In the first phase of analysis, we identified all the data segments that could be regarded as
descriptions of disturbances in service production, named these according to their empirical content

and collected them into a table. A short example of such tabulated list of coded data is represented in

Table 2 below.
Nr. Data Excerpt Coding
5 In an ideal situation, we would have coherent work practices, that is, what if | Lack of coherent work
the project had been started earlier. Could that have been possible? processes

Afterwards, one can make up whatever, but in a decision situation one makes
the decision which seems to be the best at that point in time.

6 The top management has brought about that most of us have got other Lack of time
countries and firms to manage. Gosh, what time? It has been discussed in the
management group, that is, | told them that | am not going to do it. I’ll let
someone else take care of that.

7 The management problem: the level and quality. Former experts have been | Experts are not the best
[working] in a group of five, now they should manage 25 former workmates. | managers
It’s not easy. It makes no sense to make experts manage others. In this field,
very few dream about being a manager. [Managers] must be hired from
outside. There have not been hired enough [managers].

Table 2. An example of data coding.

In this phase, we also identified those disturbances that were most frequently mentioned by

the interviewees. These types of disturbances included, e.g., tight time schedules, lack of
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communication, lack of coherent work processes, lack of expertise, non-anticipation of labour

resources and performance-related pay system.

In the second phase of analysis, we organized the coded data segments systematically into
broader analytical classes, named these according to their contents and arranged them again in tabular
form. At this stage, those disturbances that were mentioned repeatedly by multiple interviewees were
considered problems that were strongly and widely experienced within the firm. We constructed
three main disturbance categories in this phase of analysis: 1) Lack of communication across
organizational layers (33 disturbance descriptions), 2) errors in work processes (50 disturbance
descriptions), and 3) the inadequate operation of the compensation policy (33 disturbance

descriptions).

In the third phase, we interpreted the results achieved in the content analysis with the help of
activity theoretical concepts. The goal of this procedure was to move from the inductive data analysis
to its activity theoretical interpretation, which we achieved by conceptualizing the three aggregated
disturbance categories in terms of contradictions existing between various elements of the service

producers’ activity system.

In the fourth phase of analysis, we continued with the activity theoretical interpretation of
the disturbances by looking at how the contradictions experienced by the service producers were
visible in the management group’s activity system. The idea behind locating the contradictions in
these two activity systems was to make visible the different perspectives of the service production
and top management in terms of the roots of the warning signals experienced initially by the service

producers and recognized only later by the managers.

In what follows, we will provide a short introduction to the history of the studied firm in
order to facilitate understanding of the empirical context of the analysis, i.e. the implementation of
the new strategy. After that, we will present our results as organized according to 1) the disturbance

categories found in the data, and 2) the contradictions present in the two activity systems.



15

5 Disturbances and contradictions in Service Company

5.1 Implementation of new strategy in Service Company

At the time of the study, Service Company was in the middle of a growth strategy implementation
with a turnover of up to EUR 90 million and over 1,000 members of personnel. Five years earlier, it
had made its first big acquisition. The growth strategy was to be continued by acquiring small
business units and by increasing the number of customers. The new organization structure consisted
of five management layers instead of the previous two. The purpose of the structure was to facilitate
the service production by centralizing power and developing concepts which could efficiently be
utilized in service production. The top management did not believe in frontline competence to
perceive the overall picture and develop work processes. The prevailing management methods were
focused on streamlined implementation of the strategy. The formation of a team organization was one
significant development project. The new team managers did continue to serve customers but 30 per
cent of their time was supposed to be devoted to supervisory duties with five to eight subordinates.
The purpose of the team structure was to improve the quality of leadership and increase

organizational learning.

New work practices were implemented by professional work groups by dropping the new
concept down from one hierarchical level to another together with a detailed implementation plan.
Stratifying the work processes and measuring the efficiency of the work modules was the focus. The
work descriptions and instruments were standardized. The business concept was largely based on the
development of digital production systems causing a significant change in the division of labour

among service providers (the accountants). Earlier, each person was responsible for the entire service
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process for one customer. Now, there was a team consisting of several accountants and each team
member performed some module of the entire production process. This enabled less competent and
cheaper employees to accomplish a big part of the service. The number of competent personnel in
relation to turnover was reduced because the new division of labour and clear work process
handbooks enabled the recruitment of less competent and cheaper employees. However, one
experienced person was named as the person responsible for a particular customer relationship
despite the fact that (s)he did not necessarily perform even a part of the actual service production.
The work developers considered that this kind of division of labour would increase job satisfaction

among experienced employees as they no longer had to work with routine tasks.

The rewarding structure used a balanced-scorecard-based profit card (Kaplan and Norton,
1996) derived from strategic objectives. The metrics consisted of personnel satisfaction, turnover
growth, customer satisfaction and different efficiency and profit targets. The fixed part of the salary
was targeted to be as low as possible and the flexible part based on individual, team and company
performance. One goal of the renewed compensation policy was to ensure that employees who

performed well would not have to subsidize those who performed badly.

5.2 Disturbances in strategy implementation phase

The problems of service production encountered by the interviewees were organized into three major
disturbance categories: 1) lack of communication across organizational layers, 2) errors in work
processes caused by the new team structure, and 3) inadequate operation of the compensation policy
due to differing goals of the employees vis-a-vis those of the management. Next, each of these will be

summarized, respectively.

5.2.1 Disturbance category 1: lack of communication
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The first disturbance category, the lack of communication across the organizational hierarchy,
originated from the new organizational structure, which changed the roles of middle managers
leading to a situation where department managers lost their power to upper level managers; each
middle manager was “just one team leader among many”, representing the lowest management layer

of the five in total. A service producer described:

We are having terribly many managers nowadays. | feel like we are having extremely many bosses. I don’t
understand, but I have thought that I don’t have to. I don’t even know how many management layers there are.

(Data excerpt 1, accountant)

Furthermore, the team leaders were not allowed to make decisions that would have been
needed in the middle of the organizational change that was taking place in the firm. Even in critical
situations where the new systems and principles caused serious problems for customers, the
employees did not get their messages through the management; these either stopped at some of the
middle management layers or changed in form and degree of severity. Moreover, the lack of shared
procedures in service production would have necessitated increased levels of communication, which

was lacking, however. The service producers thus felt that they were not listened to:

We are having a lot of mistakes in management, wrong decisions, wrong solutions, without really listening to,
without respecting the experience. (...) Is there anyone who cares about our ideas? It would be good to have
information going from the bottom to the top and from the top to the bottom. Especially from the bottom to the

top. There might be really good ideas there that are worth communicating. (Data excerpt 2, team leader)

5.2.2 Disturbance category 2: errors in work processes

The second disturbance category was errors in work processes. Although the errors were caused by
the new team structure, the top management considered these resulting from leadership problems. In

addition, time management of service producers proved challenging: two different methods—the old
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and the new—were used, causing uneven workloads among the employees. The profit targets were
also so hard that there was no space for upfront recruitment causing overload for employees and
situations where they confronted tasks that were impossible to accomplish. Two team leaders
described the situation:
We should have a front-heavy recruitment process. [Now,] we take in new customers without knowing their
processes, without knowing the customer. (Data excerpt 3, team leader)

Now we are having a kind of fire-fighting approach. When a new customer comes [in we ask], do we have

staff enough, by the way? No. Ok, let’s take it anyway. (Data excerpt 4, management group member)

According to the accountants, serving the customers had to be done simultaneously with
other work duties, including the increased amount of communication, correcting errors and learning
new ways of working. The situation was further aggravated, because the company recruited new
employees but the competent ones did not have time to teach the newcomers. One accountant said:

In my opinion, we should have more time, especially after P [a resigned employee]... We should have some-

one who would look after. Someone should be looking after. Such things have been found that sometimes |

have sweated blood... Uuh. (Data excerpt 5, accountant)

5.2.3 Disturbance category 3: inadequate operation of compensation policy

The third disturbance category was inadequate operation of the compensation policy. This was due to
the fact that the service producers were not used to intensive monitoring and profit follow-up, which
caused the compensation system to function poorly as a motivating factor; the employees were more
interested in making customers satisfied than having higher salaries for greater invoicing levels. The
employees thus applied the old working methods despite the need to adopt the new ones. The
management did not understand, however, that job satisfaction among the service producers arose

from successful customer service and not from higher pay. As the customer work was reduced, and
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they were served poorly, the relationship between the accountants and managers became strained.
Instead of acknowledging the service producers’ perspective, the management group worried about
the lack of unified work practices and organization-wide performance-based salary system, indicating

that it believed these would solve the greatest problems. According to one manager:

The personal differences in the performance level are bigger than differences in salaries, which means that

the best subsidize those who don’t make it. (Data excerpt 6, management group member)

5.3 Interpretation of disturbances by using concepts of contradiction and activity system

To better understand the significance of the disturbances illustrated above, we will next apply the
concepts of contradiction and activity system to further theorize about the disturbances found in
Service Company. Hence, attention will be paid to the relationship between the key components of
the firm’s activity so as to provide a deeper understanding of the causes behind the disturbance, i.e.,

early warning signals, reported above.

The activity system of service production consisted of experienced employees and their
immediate superiors (subjects in the activity system, see Figure 2) who, in collaboration with others,
provided services to customers (object). The tools used in this work included new digital systems by
means of which quality service with a good profit margin and satisfied customers was to be achieved.
The rules that directed the work consisted of legal statutes and management instructions, including
the new business concept. The division of labour was defined primarily by the employees’ expertise.
The top management’s activity system, in turn, can be regarded as one focusing on managing service
production and implementing changes, i.e. the new business concept, production system and team

structure, all of which originated from the altered firm strategy. In the following, the disturbances
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reported above will be interpreted in terms of contradictions present in the service producers’ activity

system (contradictions 1-3) and management group’s activity system (contradiction 4).

5.3.1 Contradiction 1: rules vs. instruments

This first contradiction of the service producers’ activity system was related to the disturbance
categories 1 and 2 and occurred between rules and instruments. The altered business concept
designed by the management, i.e., the new rule according to which the firm was to be operated, did
not facilitate the service producers to do their work effectively and error-free, but was instead
experienced by them as a limiting factor. The highly standardized procedures determined by the
concept were considered time consuming and they did not respond to the customer needs of different
business units. From the service producers’ perspective, the customization of the standardized service
delivery would have been needed but was not allowed, according to the concept. Furthermore,
because work processes determined by the business concept and facilitated by the new digital
production system were modularized, the need for communication and documentation between team
members in service production increased. This took time and the employees were not used to it,
which, as a consequence, caused misunderstandings and errors in work processes. In the new
production system, errors were however easily overlooked and their detection took more time than
earlier. Moreover, because the old and new software and work methods were applied at once, time

management proved difficult.

5.3.2 Contradiction 2: rules vs. community
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The second contradiction, associated with the disturbance category 2, can be identified as being
between rules and work community: The altered business concept introduced by the management as
a rule into the service providers’ activity system was in conflict with the existing personnel structure
of the activity, one which originally had been well aligned with the goals of the work. As the model
significantly changed the structure of the work community, meeting of the actual goals of service
production became difficult. This was due to the fact that the level of professional skills of the
accountants decreased, causing a situation where too few competent employees were involved in
producing services. The new personnel structure thus did not enable the more extensive use of low-
skilled and cheap employees, as was sought by the management, but increased the competent
employees’ work load instead: There existed a desperate need for experienced employees who would
have been able to solve the unanticipated problems, correct the errors and provide orientation for

new, just-recruited personnel, but these people were too few.

5.3.3 Contradiction 3: rules vs. object

The third contradiction, related to the disturbance category 3, can be identified as being between rules
and object of work, as the principles of the new business concept were also in conflict with the
employees’ motive for work (i.e. customer satisfaction): The employees were interested in serving
the customers, but the customer work was reduced as a consequence of process stratification and the
introduction of team work. Moreover, the employees did not have customers of their own anymore.
The reward from the work did not thus come from customer interaction and feedback, which used to
be the primary motivating factor, but was expected to be derived from the performance assessment
system based on invoicing. In addition, the modularized work processes created situations where the
employees had to trust in the previous process phases accomplished by other persons, perhaps the

ones less-skilled. The competent employees did not shun the routine work as the management had
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assumed and did not feel the need to reorganize the division of labour and transfer the routine tasks to
less-skilled employees. The employees had also lost the power to develop their own work, which

resulted in resistance against the goals of the management.

5.3.4 Contradiction 4: instruments vs. object

The above-mentioned three contradictions (and the related disturbance categories) we identified in
the service production appeared in the top management’s activity system as a contradiction between
the instruments and object of work: It was the management’s purpose to materialize the new strategy
with the help of the altered business concept, which then reformed the service producers’ work
activity. As it did so, the contradiction 4 found in the management’s activity system became
transferred and transformed into three distinct contradictions of the service production thereby
causing severe difficulties in the daily work processes of service production. In other words, the
contradictions experienced by the service producers were rooted in the mismatch between the
instruments used by the management and their object of work, i.e. using a new business model to
manage the service production in order to meet the strategic objectives of increasing productivity by
means of centralizing power and developing new concepts of service production. The four

contradictions and their relationship we described above are represented in Figure 6 below.
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Figure 6. Contradictions in Service Company.

5.4 Relationship between contradictions and firm strategy

All of the contradictions discussed above were in direct connection with the critical success factors of
the firm; they occurred repeatedly, concerned economic performance and customer satisfaction, were
related to the company’s strategy, affected many functions within it, and were widely perceived by
the work community as problems. From the management group’s point of view, the problems were,
however, associated with team leaders’ incapability to manage time in service production, in addition
to which insufficient implementation of unified work principles and compensation systems were

regarded as problems. The management group worked towards solving these difficulties that were
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not really the root of the firm’s decline. The top management claimed that if the middle management
had paid attention to leadership (e.g. organizing the work, motivating the personnel and giving
encouragement), the employees’ resistance would have been minimized and the implementation of
the new business concept with increased productivity would have been successful. Therefore, the

underlying reasons for the decline remained unattended.

The analysis facilitated by activity theoretical conceptualization thus provides a more
foundational and helpful understanding of the causes of decline than can be achieved by focusing
solely on early warning signals (i.e., disturbances). In addition to resonating many of the signals
mentioned by Lorange and Nelson (1987), among others, the approach suggested here is capable of
explaining the systemic causes behind the visible signs, the imbalances between elements of the local
operative context that give rise to visible problems. If the analysis of contradictions is combined with
the phases of strategic management process described in Figure 3, one can see that the original
strategic choice was a phase in which the key framework according to which service production had
to be conducted was defined. This was also the phase where the problems ultimately originated,
instead of the strategy implementation phase, which was singled out by the management as the key
problem. We thus maintain that the logical outcome of this is that the successful solution of the
problems should, likewise, be sought during the strategy revision rather than the implementation

phase.

6. Conclusion

In this article, we stressed the need to pay more attention to early warning signals of corporate de-

cline and sought ways for further theorizing these with the help of activity theory. The reason for do-

ing so was our conviction that if the top management of a firm fails to address such signals, the situa-
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tion may turn critical; the further the company enters the stage of decline, the more difficult and ex-
pensive the remedies will become. The adequate and valid managerial analysis of potential signs of
decline is therefore a necessity for a firm to succeed, but has been neglected so far in strategy process
research. To achieve a more fundamental understanding of the early warning signals of decline, we
thus developed an analytical perspective where these were first identified with the activity theoretical
notion of disturbances and then interpreted theoretically as contradictions, i.e., developmental dy-
namical tensions present in local activity systems. These crucial tensions were then discussed in rela-
tion to phases of a strategic management process and, finally, the empirical example of Service Com-

pany was provided to illustrate the use of the analytical perspective so developed.

In our view, the significance of the activity theoretical conceptualization is to prepare a way
to overcome what Weitzel and Jonsson (1989) called the blinded state of decline. In the studied case
example, this occurred especially in relation to the management’s non-awareness of the contradiction
concerning the employees’ real interest for work. This and other contradictions identified in the anal-
ysis then deepened during the strategy to action phase as the management did not react to the prob-
lems that occurred in production. This corresponds to Weitzel and Jonsson’s inaction state of the
company’s decline, where the organization recognizes the need for change but takes no action. Later
on, the leadership was intensified but remained committed to the existing course of managerial ac-
tion. When the situation approached the crisis state, the standards for leadership got more demanding,
which caused a situation where inexperienced superiors who were supposed to lead everyday work
could not solve the prolonged problems in service production. In Weitzel and Jonsson’s terminology,
this can be defined as a faulty action state where the company takes action, which remains inappro-
priate. Over time, warning signals of less than successful performance continued to multiply but the
faulty action did not solve the root problems behind these, therefore leading the company into a seri-

0us Crisis.
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So, although the model of decline presented by Weitzel and Jonsson (1989) provides ade-
quate phases through which decline proceeds, it says very little on how the development could be
turned from decline into recovery. The current paper, in turn, maintains that activity-theoretical per-
spective is useful here. By fostering understanding of the underlying systemic tensions (i.e. contra-
dictions) that lay beneath the more visible warning signals (i.e., disturbances), the theory prepares the
ground for understanding organizational renewal: The concepts of activity system and contradiction
will help to fill gaps in strategy process research and increase sensitivity to serious problems that re-
strain companies in reaching their targeted objectives. A conceptual model of the activity system is
particularly useful if one wants to make sense of systemic factors behind seemingly accidental dis-
turbances and deviations (early warning signals) occurring in the daily practices of organizations, and
start working towards solving them (Engestrom, 2008a). Without appropriate theoretical perspective,
such tensions often remain challenging to detect and difficult to manage. As many analyses already
indicate, the activity theoretical conceptuality has proved useful in organizational analysis (e.qg.,

Kajamaa 2015) and should thus be applied to understanding early warning signals, too.

We have also argued for the need to understand the contradictions in terms of phases in the
strategic management process so as to determine the stage of the firm’s development wherein the
problems originate. Analysing the strategic management process with its various sub-processes ena-
bles more explicit localization of the contradictions and creates the groundwork for their accurate so-
lution efforts. When it comes, for instance, to strategy revision needed in the face of transformed en-
vironmental conditions, it would be crucial for companies to understand if the board really is revising
the strategy to achieve the set targets or if it is just streamlining the implementation of the existing
strategy under the framework of prevailing performance objectives. Therefore, by combining the
analysis of the strategic management process with activity theory, the impact of complex social pro-

cesses in a firm can be better identified.
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When it comes to practical management of a company, the board of directors is the closest
to the resolution of contradictions, i.e., the causes behind early warning signals, as it is responsible
for deciding how the strategy will be executed. Despite the fact that the strategic role played by the
board has already been addressed (Wiersema, 2002; Garrat, 2003; Patton & Baker, 1987; Eisenhardt,
1990; Dalton et al., 1998; Judge & Zeithaml, 1992), its strategic role should in our view receive more
attention, especially from the activity theoretical perspective. Otherwise, one may run the risk of los-
ing crucial information about the top managerial activities that all too often remain treated as “a black
box” without adequately understanding their role in the production of developmental contradictions
of firm development. And, without proper theoretical understanding about interaction between the
board and the employees of a company, it is not possible to draw reliable conclusions about prevail-
ing organization-specific disturbances and contradictions behind these before the company reaches
the point of crisis. The call for in-depth activity theoretical analysis of the early warning signals of

corporate decline therefore continues.
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