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This bachelor’s thesis aims to scrutinize the sustainable business practices of VR Group, a state-
owned monopoly in the Finnish railway industry. The study seeks to uncover the intricate
relationship between state ownership, monopoly status, and sustainability within business and the
transportation sector, incorporating insights from the Natural Resource-Based View (NRBV) theory
and the concept of dynamic capabilities.

Utilizing a qualitative content analysis methodology, the research examines textual data obtained
from publicly available internet sources. By discerning information online, the study aims to reveal
how state ownership and monopoly dynamics, in conjunction with NRBV theory, Stakeholder
theory, and dynamic capabilities, shape VR Group's commitment to sustainability.

The content analysis identifies key themes and patterns related to VR Group's sustainable practices,
highlighting the influence of monopoly status on environmental, social, and economic strategies.
Drawing on NRBYV theory, the study analyzes how VR Group's resource portfolio contributes to its
sustainable initiatives. Dynamic capabilities are explored to understand how the company adapts and
evolves in response to external pressures and changing stakeholder expectations.

Interpreting the findings within the context of stakeholder theory, the thesis provides nuanced
perspectives on the complexities associated with companies operating at the intersection of state
ownership and monopoly structures. This qualitative content analysis, integrating multiple theories
contributes valuable considerations for policymakers, industry practitioners, and scholars interested
in sustainable business practices.
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Tamé kandidaatintutkielma tutkii VR Groupin, Suomen valtion omistaman monopolin ja kestdvin
lilketoiminnan kaytdnt6jd raideliikennealalla. Tutkimuksen tavoitteena on ymmértdd valtion
omistuksen, monopoliaseman ja kestdvyyden monimutkainen suhde liiketoiminnassa, huomioiden
nidkokulmia luonnonvarapohjaisesta nikokulmasta (NRBV), sekd dynaamisten kyvykkyyksien
késitteests.

Kaéyttden laadullista siséllonanalyysia tutkimus tarkastelee tekstuaalista tietoa, joka on perdisin
julkisesti saatavilla olevista ldhteistd. Analyysilld tutkimus pyrkii selvittdméén, miten valtion omistus
ja monopoliyhteydet yhdessé NRBV-teorian, sidosryhméteorian ja dynaamisten kyvykkyyksien
kanssa muovaavat kokonaisvaltaisesti VR Groupin sitoutumista kestavyyteen.

Sisdllonanalyysi tunnistaa keskeiset teemat liittyen VR Groupin kestiviin kdytintoihin, korostaen
monopoli-aseman vaikutusta ympéristollisiin, sosiaalisiin ja taloudellisiin strategioihin. NRBV-
teoriaa soveltaen tutkimus analysoi, miten VR Groupin resurssien kirjo vaikuttaa sen kestéviin
aloitteisiin. Dynaamisia kyvykkyyksii tutkitaan ymmartddksemme, miten yritys sopeutuu ja kehittyy
vastatakseen ulkoisiin paineisiin ja muuttuviin sidosryhmien odotuksiin.

Tutkimustuloksia tulkitaan sidosryhméteorian kontekstissa, tarjoten monipuolisia nédkokulmia
yritysten monimutkaisiin haasteisiin toimialalla, jossa yhdistyvét valtion omistus ja monopoli-
rakenteet. Tdmd laadullinen siséllonanalyysi, integroimalla NRBV-teoriaa ja dynaamisia
kyvykkyyksié, tarjoaa arvokkaita nédkdkohtia paittéjille, alan ammattilaisille ja tutkijoille, jotka ovat
kiinnostuneita kestévista liiketoimintakaytdnnoista.
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1. Introduction

The concept of sustainability has its roots in environmental protection, including social and
economic development (OECD, 2020). Corporations and organizations try to limit or enhance
their impacts towards environment, society, and governance through different practices and
policies. These actions, often called as ESG-measures (Environmental, Social, Governmental)

have risen as an important piece of corporate strategy and decision-making.

The drivers for practicing sustainability and implementing ESG-measures in business lie most
often in the strive for creating additional value for the company’s stakeholders and creating
competitional advantage. The growing necessity for ESG-measures, and Corporate Social
Responsibility (CSR) originate from consumer’s expanding awareness regarding sustainability,
affecting consumer behaviour and driving companies’ decision-making. The issue of
considering stakeholder’s interests in corporate decision- making is becoming Currently,
ESG-values and CSR can be considered as a tool to benefit enterprises in the modern business
environment (Khan et. al. 2021). In current business context the concepts of sustainability,
CSR, corporate governance, socio-economical governance, and ESG are used as near

synonyms, and it is expedient to comprehend these topics’ connections and similarities.

VR Group (VR) is a Finnish state-owned logistics company which is operating in the Finnish
road and railroad network. VR Group operated in the Finnish public rail-transportation market
under a contractual monopoly until 2021, when commercial railroad transportation was opened
for competition in Finland. (LVM, 2017). The competitional market environment in the Finnish
public rail transport has remained nearly unaftected, as only one tendering has been done, which

VR Group won holding the position as the sole operator in the Finnish railroad network.

VR’s ownership and the ties to governmental structures as well as the monopolistic market
stance is an unconventional basis for business. This thesis focuses to build a conception about
the motives, performance and issues about conducting sustainable business in a monopolistic

status in the case of VR.



1.1 Background

Sustainability has become a critical issue in the transportation industry due to its large
contribution to global greenhouse gas emissions. Transportation, including all kinds of freight,
public and private modes, is one of the most significant contributors to global greenhouse gas
emissions. The trend of growing emissions in the transportation industry is expected to grow,
increasing by 60% by 2050. The challenge has driven the industry to innovate practices and
policies to support sustainable development and ensuring to reach climate goals and sustainable

future. (International Energy Agency, 2020., International Transport Forum, 2015).

Sustainable transportation covers a range of practices and technologies that can reduce the
negative impacts on environment, in addition of meeting the social and economic needs of the
society. Several studies have explored sustainable transportation practices and their potential
impact on reducing emissions. Jacobson et al. (2020) assessed the potential for 100% renewable
energy-powered ground transportation in the United States and found that this transition could
reduce greenhouse gas emissions by 80%. Additionally, sustainable transportation has the

potential of having economic and social benefits.

The past studies upon the issue of ESG performance are highly fragmented. Earlier research
have revealed the fact that ESG performance is influenced by a variety of factors, including firm
size, auditing, strategy, board composition, stock exchange innovation, investors, and industry.
As mentioned earlier, the topic of ESG is connected to CSR, for which it is appropriate to
include CSR in the preliminary search. The literature around this topic is also fragmented.
Responsible business actions can be attributable to ethical leadership, economic conditions,

media coverage, and level of sustainability professionalism. (Daugaard, Ding, 2022)

Previous studies have also found that company’s commitment to sustainability and CSR reduce
business risks and can create business advantages, for example through lower cost of capital.
On the contrary, lack of actions in the field of sustainability can increase risks through penalties,
fines and even forced shutdown of operations (Bassen et al. 2006). Irresponsibility can lead
organizations to suffer reputational loss and reduce loyalty and trust between stakeholders. One
of the most significant stakeholder groups reacting to corporate behaviour are the customers.

Insufficient sustainability performance can create boycotts with huge negative impacts to the



company’s financial performance.

There is no certain evidence on the topic of monopolies’ level of sustainability compared to
companies in competitive markets. The issue of sustainability in this context is complex and
depends upon variety of factors (Sustainable Development Solutions Network, 2020).
Monopolies’ market position creates them both possibilities and challenges in regards of acting
responsibly and sustainably. The additional market power creates capability to manipulate It is
necessary to evaluate company’s operations more thoroughly to gain sufficient perspective
from its sustainability actions, rather than making assumptions based on its market position.

(Gawer & Cusumano, 2019, Poguts, Shepherd, 2015)

The case company’s intricate business environment as a state-owned company operating as a
natural monopoly reflects to the stakeholder structure of the organization. The highest
governing body of the company is the Finnish Government’s ownership steering ministry,
which acts as the owner of the company. The nature of the state’s full ownership of the
company has publicly notified strategic importance for the Finnish nation. The state-ownership
and the strategical importance for its owner creates possibilities for political leveraging affecting

the companys actions in favor of the Finnish Government.

The lack of conclusive literature regarding direct reasons for ESG and CSR performance
creates challenges for simple analysis about company’s sustainable business motivations. As
the literature is broad and universal, qualitative analysis and case-comparative approach to
research single organization’s sustainability actions is an efficient way to gain further

knowledge regarding the topic.



2. Aim of the study and research questions

The aim of the study is to gain conception about VR’s sustainability actions in the complex
stakeholder structures of the case organization. The research also considers the company’s
actions especially in the context of monopoly and state-ownership. The study aims to build a
coherent view of the most important stakeholders of VR and gaining a thorough view on
different motives and practices behind sustainability actions at the company. The aim is to
grasp the topic of sustainability in the context of the case company through the sustainability
oriented theories presented is this thesis. The research is continuously perceiving the topic of

sustainability from the case company specific themes of monopoly and state-ownership.

The main question of this research is:

How is sustainability built into the case company’s value creation for its stakeholders?

The sub questions of the study are:
What are the main sustainability practises for VR?

What are the main motives for VR’s sustainability practices?

2.1 Limitations of the study

This study exploring VR Group's sustainable business faces several limitations. These include
challenges in generalizing findings to other industries, the influence of context-specific factors
unique to VR Group, potential restrictions due to reliance on publicly available data, concerns
about the validity of information, temporal limitations that may overlook changes beyond the
study period, subjectivity introduced by the content analysis approach, potential oversight of
external influences, incomplete representation of stakeholder perspectives. These limitations

collectively impact the study's scope and applicability.



3. Methodology

This qualitative research is conducted as a case study by deductive content analysis. Case study
is a qualitative research method that examines in-depth features of a specific phenomenon. Case
study is usually advantageous to use due to the ability it allows to provide a rich and nuanced
understanding of the research subject. (Yin, 2018; Flyvberg, 2006). Among other research
implications, such examining branding or marketing strategies, case studies are widely used to
explore business ethics and CSR (Crane et. al. 2019). The empirical data is mainly gathered
from the VR Groups Annual Report from 2023.

3.1 Description of the data

The data utilized in a content analysis is discretionary sample of the study’s theme, which can be
analyzed to further understand the researched phenomena. The Data chosen for this thesis is the
annual report from 2022 of VR Group. The report consists of several distinct sections, but this
analysis has its focus on the sustainability report which has been conducted following the
Global Reporting initiative Standard. Other utilized sections of the report incldue Corporate
Governance Statement, Opertating Environment Report and Stakeholder Report. GRI is the
most used sustainability reporting standard in the field of business sustainabilitity (GRI, 2023).
The annual report of VR Group includes critical information aimed for the company’s

stakeholders. The report covers the whole VR Group across all business areas.

3.2 Content analysis as an analysis method.

Content analysis is a research method that aims to systematically analyze and interpret the
charasteristics and meaning of recorded communication. The analysis consists of different
procedures that start from the data identification and collection, continue with the data coding
and theming and finish with processed data to be concluded. Content analysis provides better
understanding for a particular phenomenon and aids to give new insight regarding the topic.
Content analysis is not necessarily restricted to analyzing text, but any given type of
communication. The research method is widely used in analyzing corporate communication
such as press releases and annual reports In which the efficiency of gaining insight of

company’s strategy, goals and performance. (Miles et. al. 2014; Kirppendorf, 2019).



According to Kirppendorf (2019) Three distinct definitions to content analysis have been

provided by scholars:

1. Definition that take content to be contained in a text
2. Definitions that take content to be a property of the source of a text

3. Definitions that take content to emerge in the process of a researcher analyzing a text

relative to a particular context

The analysis process can be divided to two further approaches. Based on the purpose of the
study the approach can be inductive, meaning reliant and initially rooting from the data itself,
or deductive, meaning theory-based. This qualitative content analysis is conducted deductively,

and the analysis process is based on the presented theoretical framework. (Kirppendord, 2019)



4. Case Description

VR Group is a Finnish State-owned company operating in the rail and road transportation and
logistics sector. VR Group consists of three business areas, which are VR Long-distance
Traffic, VR City Traffic and VR Transpoint. This case is focused on the Long-distance rail
traffic division, which enjoys a status of a natural monopoly, as it is the only provider of
passenger rail services in the Country. Even though the passenger rail transport operates in a
natural monopoly, VR Group faces competition from other transportation companies in
Finland, including road transport, air transport, and maritime transport companies. Also, private
transportation modes should be considered as the company’s competitors. These different
industries affect the company’s pricing strategy and the needed efforts to remain relevant in the

market.

As a state-owned company the regulatory environment differs from a privately owned
company. The Governmental regulatory framework is designed to ensure that the company
operates in a safe, fair and sustainable manner. Finland’s ownership control unit In 2022 VR’s

customer travelled 194.2 million journeys. (Finnish State Counsil, 2019)

VR Group is fully state-owned operating under the state’s ownership control unit, aiming to
secure the interests as the state as the owner. VR serves a financial interest as well as a strategic
interest for its owner. This strategic importance is the main reason for complete state
ownership, to assure the company’s purpose to maintain beneficial for the country as well as
its customers. The ownership control unit uses its power through votes in the company’s
general meetings, participates in the selection process of board members and uses other
administrative measures to attain good governance. The governmental structure creates
bureaucratic challenges as political changes can indirectly affect the companies’ performance.
The state’s objective is to improve the business actions and the ownership value of the
companies it owns, but aspects such as corporate social responsibility are included in the

operative goals of the ownership control unit. (Finnish State Council, 2019).

The regulatory-organizational structure of VR is designed to ensure that the company operates
accordingly to national and international laws. As Finnish government is committed to various
international contracts and objectives, the organizational structure creates possibilities to ....

VR has areputation of high level of sustainability. The company has been awarded and approved



with numerous certifications and recognitions regarding sustainability. All of VR’s routes are
powered by green electricity or being emission compensated. The company has ambitious

sustainability goals regarding energy consumption and



4.1 VR’s Stakeholders

VR’s public stakeholders consists from the state as owner, national and industrial
decionmakers, the ministry of Transport snd Communications and various authorities, from
which the most influencial are the Finnish Transport Infrastrucutre Agency and the Finnish
Transport and Communications Agency Traficom. Regions and Cities are also significant
shareholders who VR actively is in dialogue with. The public railway transportation is strictly
regulated in the European Union level as well as at national level. The regulative environment

is highly dynamic affecting the business environment to continuous change.

VR aims in dialogue with the personnel organizations of their employees. Collective agreement
activities by several personnel unions is affecting the internal environment of the company.

Non Governmental Organisations (NGOs) to develop the company’s activities.

VR is a member of significant associations, the Confederation of Finnish Industries (EK) and
the Finland Chamber of Commerce. The Finnish Business & Society (FIBS) network focuses
on attaining responsible business, as Climate Leadership Coalition gathers climate aware
companies to mitigate climate change. Through these organizations VR has joined the UN

Global Compact network and has become the leader in renewable energy usage in rail traffic.

Internationally VR is attached three major organizations; Community of European Railway and
Infrastructure Companies (CER) which aims to promote the interests of the railway sector in
the EU, the International Union of Railways (UIC), a international association for the industry,
and the International Rail Transport Committee (CIT), which administrates the practical

implementation of international rail conventions.

Ministeries Government Infrastructure authoroties Transpor‘Fation planni‘ng Local publie tr.ansport
and steering authoroties authoroties
Political decisionmakers Other authoroites
VR
Media Investors
Staff associations NGOs Customers Business partners Competitors

Figure 1. VR’s Stakeholders, Adapted (VR, 2023)
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5.Theoretical Framework

Sustainability in business is complex topic, which needs to be viewed from many perspectives
to gain an adequate and coherent notion of the topic. In this chapter the concept of sustainability
is firstly presented as an independent topic in business, followed by a review of four different

theories related to sustainability in business.

5.1 Sustainability in business

There are many definitions of sustainable business, and the term has its roots the conception of
sustainable development. One widely accepted definition is provided is showcased in a report
published by United Nations’ (UN) Bruntland Comission. This Bruntland report suggests that
“Sustainable development is development that meets the needs of the present without
compromising the ability of future generations to meet their own needs” (UN, 1987). The
International Organization for Standarzation (ISO) defines sustainability as the company’s
ability to continue its operations, simultaneously satisfying its stakeholders by creating and
maintaining value without compromising the ability of future generation’s ability to meet their

own needs (ISO, 2019)

In business, Environmental, Social and Governance refer to the three key factors when
evaluating a company’s sustainability. Investors and stakeholders increasingly consider ESG
factors when assessing a company’s long-term value and ethical impact. (lonnaou & Serafeim,
2019). Environmental factors refer to a company’s influence and effect on nature and
environment, often in the context of carbon emissions and resource usage. social factors refer
to a company’s relationship with its employees, customers and communities, while governance

factors commit to company’s leadership, transparency and accountability. (Ruggie, 2013)

The three ESG perspectives can be divided into deeper factors. The UN’s Sustainable
Development Goals (SDGs) consist of 17 goals, distributed unders the three main themes of
ESG. SDGs were adopted by the United Nations in 2015. Companies are using the SDGs widely
to define and implement their sustainable business goals and actions. The SDGs provide
companies a globally recognized set of sustainability oriented targets. SDGs can be helpful to
further understand the three aspects (Environmental, Social, governmental) independently, as

well as identifying the actions that are applicable for a certain company. (UN, 2015)



SDG
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(Governance

1. No Poverty

2. Zero Hunger

3. Good Health and Well-being

4. Quality Education

5. Gender Equality

6. Clean Water and Sanitation

7. Affordable and Clean Energy

8. Decent Work and Economic Growth

9. Industry, Innovation and Infrastructure

10. Reduced Inequalities

11. Sustainable Cities and Communities

12. Responsible Consumption and Production

13. Climate Action

14. Life Below Water

15. Life on Land

16. Peace, Justice and Strong Institutions

17. Partnerships for the Goals

q <« K ] <

<

<

<

Table 1. SDGs scopes (UN, 2015)
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5.2 Natural Resource-Based View and Resource Based Theory

Natural-resource-based view (NRBV) is a concept based on the Resource based theory (RBT).
To comprehend the concept of NRBV it is meaningful to understand the basics dependencies
of the resource-based theory. RBT’s key element is the focus on the company’s internal factors
that lead to competitive advantage. The theory suggests that for the company to gain sustained
competitive advantage, a resource must be significant, inimitable and supported by skills and
organizational processes. The resource is valuable if it lowers customer’s cost or increases their
willingness to pay (WTP). RBT also suggests that the resource’s rarity can give the company
significant business advantages through individualization of services and products, thus
avoiding a perfectly competitive market. (Barney, 1991, Hart, 1995). The spectrum of possible
resources cannot be strictly defined as the types of resources that could help companies to gain

competitional advantages can vary by industry, and even within similar businesses.

Hart (1995) identified that RBT had almost complete logic which explains competitive
advantage more comprehensively than prior academic efforts but neglects the interaction
between organizations and their natural environment. The significance of natural resources and
their impacts towards economic growth are well noticed and today it is certain that
organization’s natural environment can constrain the attempts and possibilities to create
sustainable competitional advantages. Hart’s (1995) NRBV consists of three key strategic
capabilities; pollution prevention, product stewardship and sustainable development. Later of
the conception of NRBV has further developed and the sustainable development strategy has
separated to two independent areas: BoP (Base of the Pyramid) and clean technology. (Hart,
1997, 2007, Prahalad & Hart, 2002).

The Capability of pollution prevention focuses to prevent waste and emissions, rather than
cleaning or compensating the negative environmental effects. Pollution prevention can increase
efficiency by reducing the required inputs, streamlining processes, and reducing compliance
and liability costs. Product stewardship includes the whole value chain to create competitional
advantage, it aims to engage stakeholders more into product design and development, which
can benefit the company through strategic preemption and constituting advantageous standards
for the focal company. Sustainable development strategy differs significantly from pollution
prevention and product stewardship strategies. Firstly, the sustainable development strategy is
not restricted to purely environmental values, but also focuses on the social and economic

impacts of the business. The strategy also does not restrict itself to act to decrease the
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environmental impacts, but to sustain the business actions in a manner that can be maintained

to the future. (Hart, 1997)

As mentioned earlier sustainable development has been later separated to two distinct sections.
Clean technology been a common term in business for a long period of time but has been referred
to various different activities. In the context of NRBV clean technology refers to the actions
regarding new technologies and solutions which create competitive advantage as industries
evolve. Clean technology leads to positive environmental impacts through reduced material and
energy consumption, without affecting the planets environmental resources negatively. (Hart
et. al., 2010) To gain best possible value of clean technology it is necessary to understand which
resources are easily and effectively possible to associate with commercialization. Clean
technology commercializing faces two major challenges. It requires strong focus on innovation
and long-term strategical abilities, as the value for the company might not be created instantly.
Clean technology business solutions are also often operating in volatile and uncertain business
environments, with high level of competition. Firms operating in such industries need to protect
their own disruptive clean technologies, it is reasonable to question the difficulty of maintaining
competitive advantage in such business environment without negatively affecting businesses

other operations.

BoP refers to the extent that international corporations and organizations commit and act to the
liability of building and enhancing markets in developing countries, and simultaneously
reducing the environmental negative impacts in the area. The greatest interest regarding BoP lies
in the perspective what resources companies need to profit from the opportunities at the BoP.
Current literature (Dowell et. al, 2010) suggests that companies develop interest in BoP from
the pressure formed by competition and institutions rather than internal motivations. Dowell et.
al. also notice how acts of BoP can occur in cases of lacking proactive environmental business

strategies.

In the both resource-based theories, it is recognized that single resources might not create
noticeable competitive advantage. The bundles and combinations of resources have the
potential to create noticeable competitive edges. As these bundles are created the importance of
effective organizational structures rises, as the difficulity of managing more complex
organizational structures rises and the needed level of competence in the organization grows to
sustain the competitiveness. (Grant, 1996; Hoskisson et al., 1999, Christmann, 2000). Hart
(2010) Describes how committing to only pollution prevention itself might not create profits,

but along with other innovative capabilities and competencies attained competitive advantages
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might be gained. In the assessment of the competitional advantage from the perspective it is
necessary to value the sustainability oriented actions as a whole rather than focusing to the

performance in one particular capability.

Strategic capability Social driving force Key resource Competitive advantage

. . Minimize emissions and . .
Pollution prevention aste Continuous improvement Lower costs
Wi

L if 1 . . R i
ower product ife cycle Stakeholder integration eputation and

Product stewardship ..
costs legitimacy

Make quantumleap

. Disruptive change Future position
improvements

Clean technologies

Base of the pyramid Meet the needs O.f the Embedded innovation Long-term growth
poorest population

Table 2. Natural-Resource-Based View, Adapted from Hart (2010)

5.3 Dynamic Capabilities

In addition to RBT and NRBYV, the perspective of dynamic capabilities (DC) has further
complemented the two resource-based theories to explain firms’ capabilities to adjust in rapidly
changing markets. Firms need to emphasize the integration, construction and reconfiguration
of internal and external competencies to address the issue of rapidly changing and volatile
environments. Markets are shifting in discontinuously which is causing vulnerability to their
competitive advantages and resources (Teece et. al., 1997). Dynamic capabilities are defined
by Teece (2007) as “The ability of a firm to integrate, build and reconfigure internal and

external competencies to address rapidly changing environments”.

The framework of Dynamic capabilities is built on the concept of RBT by emphasizing the
earlier mentioned importance of capability to adapt to discontinuous business environments.

Teece (2007) recognizes three main components of dynamic capabilities. Firstly, sensing and
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shaping opportunities involves identifying possible opportunities as well as developing
capabilities to exploit them. Secondly, to seize the found opportunities companies need to
allocate their resources effectively and structure strategic action plan. Lastly, to maintain the
competitive edge of these gained dynamic capabilities, it is important to continue improvement

by refining and upgrading the capabilities responsively to changes in the business environment.

The competitive environment itself creates differences in regards of the need of dynamic
capabilities as well as their net benefits. Stable business environments not only make the
dynamic capabilities less important, but the investments might not be profitable as the cost of

maintenance can outweigh the benefits. (Winter, 2003).

5.4 Stakeholder Theory

Stakeholder theory (ST) is one of the most commonly used frameworks used in sustainability
oriented decision-making. Firstly, the definition of stakeholder is crucial to define. One general
definition of stakeholders is provided by Freeman (1984, p. 25;) who describes them as “those
groups and individuals who can affect or be affected” by the actions in the value chain. Nisi
(1995) Narrows this definition to “the individuals and groups who are depending on the firm
in order to achieve their personal goals and on whom the firm is depending for its existence.
Clarkson (1995) suggests that stakeholders can be categorized to three groups, including
“tertiary stakeholders” such as environmental groups or activists and human rights

organizations, who have a moral or ethical interest in the business.

In Stakeholder theory a company is considered as sum of relationships. These stakeholders
provide resources, gain financial benefits from the company, modify the business environment

and influence its impacts and efficiency.

In applications of sustainability, Stakeholder theory suggests that the concerns and interests
should be communicated, and the concerns of interest through the stakeholder network should
be transparently forwarded between parties affecting the concern. The company may engage
with stakeholders to identify and act on different issues to solve these problems. The

communication may develop into sustainability related strategies or initiaves to

To identify the crucial stakeholders and to understand the decision-making processes in
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organizations, Mitchell et. al. (1997) presented a theory of stakeholder identification and
salience and emphasized the importance of accurate judgment in in the identification and
salience process to gain best benefit for all stakeholders. Salience refers to the degree to

which the company prioritizes to compete

stakeholder’s claims, which is highly affected by the ability and decisions of responsible
managers in the company. Salience is determined by three attributes; Power as the extent that
the stakeholder is able to influence the businesses, Legitimacy as the validation that the
stakeholder is enjoying, and urgency as the time sensitivity of the stakeholders claim. (Mitchell

et. al., 1997)

5.5 Monopoly

Characteristics of a monopoly were first defined by Joan Robinson (1933). According to
Robinson, the main characteristics of a monopoly include a high degree of market power, which
allow to the monopolist’s ability to price its services or products to a higher level than the
marginal cost of production. Traditionally monopolies lead to deadweight losses, meaning
decreasing efficiency of the market as the monopolist produces less output than a competitive

market would.

A state-owned monopoly is a market structure, in which a government-owned company is the
sole provider of a product or a service. (Aharoni & Nachum). State owned monopolies are
usually formed naturally or legally. As all monopolies, state-owned monopolies are less
affected by competitive pressure, thus being vulnerable to inefficiencies and reduced

innovation. (Megginson & Netter, 2001)

State-owned monopolies are usually formed to provide important public goods or services,
which might not be efficiently enough produced by the private sector. State-owned companies
are also a subject for easier and greater regulation which can help to control the negative effects
of monopoly power. State-owned monopolies are difficult to bracket as their operations and
impacts vary drastically depending on the market and political context. (Megginson & Netter,

2001, Rodrik 2000).

Natural monopolies are formed when a single firm can produce the entire output of the market

at a lower cost that the other firms in the market. Natural monopolies arise when economies of
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scale’s significance rises to a level which lead to decreasing average costs over a large range
of output, increasing the market power significantly for the company which can attain this

market. (Basenko et. al., 2010).

From a sustainability perspective, monopolies are not facing similar pressure to operate as
responsibly as companies operating in perfectly competitive markets. On the contrary
monopolies still have an incentive to engage sustainability in order to maintain their reputation
and social agreeability. Regardless of the strong market power, monopolies are still affected by
customer preferences. Consumers are able to guide their purchasing power to alternative
options in close substitutes of the monopoly. As innovation and sustainability in the industry
or within the company’s possible substitutes increases, monopolies are pressured to engage
similar or competing practices to keep their competitional advantage. Additionally, state-
owned monopolies are affected by governmental policies, regulations and strategies, which
further adds the factors affecting the monopoly’s sustainability actions. (Tirole, 2017,
McGahan & Silverman, 2019, Besanko et. al., 2018)

5.6 Interplay of the theories

Many business model frameworks mostly emphasize the concrete value created for financial
stakeholders, such as investors. The business models presented in sustainability-oriented
literature strive to highlight other types of values, such as environmental value through
sustainable usage of natural resources. In this study, the interplay between Dynamic
Capabilities, Stakeholder Theory, and Natural Resource-Based View (NRBV) within a
monopoly environment unveils a complex web of influences on organizational strategies.
Teece's framework on Dynamic Capabilities (1997) emphasizes the adaptive nature of
organizations, especially crucial in monopolies facing distinct regulatory challenges. Freeman's
Stakeholder Theory (1984) contributes insights into managing power dynamics and sustaining
stakeholder relationships amid intensified scrutiny. Meanwhile, Barney's NRBV (1991)
underscores the strategic importance of resource management, aligning with stakeholder theory

in recognizing the critical role of relationships in resource sustainability.

The seamless integration of these theories calls for a holistic approach in implementing
organizational strategies within a monopoly. As dynamic capabilities drive adaptation,
stakeholder relationships become pivotal in sustaining key resources under heightened

scrutiny. This synergistic relationship emphasizes the necessity of aligning strategies with
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stakeholder interests for resource-based advantages (Hitt et al., 2007). Thus, understanding the
overlaps and interactions between these theories becomes critical in crafting effective and

sustainable business practices within the confines of a monopoly.

For the purpose of this study the theories need to implemented together, in the sense of
understanding their differencies, overlaps and similarities. To asses a companys sustainability
a comprehensice approach is required. As discussed earlier the topic of sustainability is
complex, so multi theoretical apprioach giveThe view of NRBV’s key capabilities form the

foundation for creating the conception of sustainability oriented business actions.

Dynamic Stakeholder
Capabilities Theory

Sustainability

Figure 2. Study’s Theoretical framework
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6.Results

6.1. Sustainability Communication and Corporate Image

VR Group greatly identifies sustainability in its corporate strategy. VR is committed to several
sustainability related initiatives to reduce its environmental impact, promote social
resbonsibility and enhance its governance practices. The company identifies the services it
provides as sustainable and ecological alternatives for private transportation, as well as a
carbon-free way to travel longer distances sub nationally. All of the company’s rail journeys
are conducted carbon-neutrally. Sustainability is built in the companys core values and purpose.
According to VR’s Annual report (2023) The value promise of the company is:

“Getting there for a better world”

Strategy of VR Group has been divided into three goals, which are seen as the contributors to

operate towards their core value: (VR, 2023)

“Happy customers bring growth”
“Efficiency enables profitable future”

“Committed people create success”

VR Group recognizes it impact on the Finnish society as an enabler of sustainable
transportation, the company is aware of its capability of creating less energy-intensive and
environment friendly journeys for the society. The mitigation of climate change and carbon-
neutral mode of travel are key strengths for VR and clearly communicated for the public. VR
aims to transmit its brand as a modern of environmentally friendly enabler of private

transportation.

6.2 VR's Sustainability-Oriented Resources

In accordance with the Natural Resource-Based View (NRBV) theory, VR Group seeks its
competitive advantage from access to valuable resources and its efficient management. The
company's most significant resources include its transportation and railroad infrastructure,
rolling stock, and land. VR Group has proactively implemented various initiatives to enhance
the efficient management of these resources. In addition, the rolling stock and locomotives

exhibit high energy efficiency according to industry standards, with a focus on electric
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locomotives for consumer transportation. To further optimize resource use, VR has introduced
regenerative braking systems, harnessing energy, and invested in solar panels at its facilities to

increase independence from non-renewable energy.

From the perspective of NRBV framework, VR Group excels in sectors related to pollution
prevention and product stewardship. The company actively minimizes waste, emissions, and
additional costs associated with resource life cycles, aligning with principles of sustainability.
VR's commitment to pollution prevention is evident in various measures, including the use of

renewable energy and efforts to achieve carbon-neutral journeys for consumers.

However, it's essential to note that while VR Group effectively manages its natural resources,
certain aspects of the NRBV framework are not fully addressed. As outlined in the theoretical
section, NRBV encompasses four aspects crucial for creating sustainable competitive
advantage. Although VR demonstrates commitment to pollution prevention, comprehensive
adherence to all aspects of the NRBV framework is recommended for a more holistic
sustainability approach. Attaining new innovations or increasing the company’s focus to Base

of the pyramid oriented operations could further develop the company’s

6.3 Dynamic Capabilities of VR

VR Group operates in an environment characterized by constant change, influenced by
megatrends, economic challenges, and global crises. Recognizing its vulnerability to these
dynamics, the company actively adjusts its strategy to remain resilient. The political

environment, marked by volatility, is a key consideration in VR's strategic planning.

Climate change stands out as a paramount megatrend reshaping VR's business environment.
VR Group responds to the imperative for increased electric rail traffic to mitigate the adverse
impacts of the transportation industry. The urgency to innovate and expedite the transition to
sustainable transportation is underscored by climate change considerations. Stakeholder
expectations, notably from consumers, have heightened, driven by increased environmental
awareness. Concurrently, Finnish and European regulations and objectives intensify

stakeholder pressure for VR Group to conduct sustainable business practices.

The COVID-19 pandemic exerted significant influences on VR Group's operations, leading to
decreased passenger volumes and subsequent revenue impacts. Challenges arose from rising

energy prices, inflation, and interest rates. Although long-distance journeys returned to pre-
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pandemic levels by the end of 2022, a notable shift in customer travel emphasis from business

to leisure occurred, coinciding with the surge in remote work.

The Russian War in Ukraine had a substantial impact on VR Group's Corporate Social
Responsibility (CSR) outlook, particularly given the company's business activities in Russia.
Despite these challenges, VR Group has demonstrated a proactive stance in managing
sustainability actions amidst the evolving business landscape. The company continues to
actively seek and implement sustainable practices in rail transportation, engaging extensively

with stakeholders to navigate the challenges posed by the volatile market environment.

6.4 VR Group's Stakeholder Dynamics associated with sustainability

VR Group's stakeholder network diverges significantly from that of a privately owned
company operating in a perfectly competitive market. Owned by the Finnish state, VR's
strategic objectives align closely with the state's interests and broader national goals,
particularly Finland's ambitious environmental targets. As the sole operator in the Finnish
railroad industry, VR's purpose is intricately intertwined with the evolving political landscape

and the overarching sustainability agenda of the country.

Applying Stakeholder Theory to assess the significance of stakeholders, it becomes clear that
besides customers, the Finnish state emerges as the most crucial stakeholder for VR Group.
While the government does not directly dictate decisions within the company, its influence is
adapted indirectly through board appointments, ensuring that VR's actions align with national
interests and priorities. This alignment creates avenues for the Finnish state to shape

sustainability-oriented initiatives within VR.

The Finnish Government serves not only as a stakeholder but also as a resource provider for
VR. Granting access to critical resources such as infrastructure and technology, the government
plays a pivotal role in supporting VR's operations. The management of essential resources,
including rail infrastructure, under different government authorities underscores the symbiotic

relationship between VR and the state.

Beyond being a stakeholder with a vested interest, the Finnish government assumes a central
role in shaping VR's external business environment. Its influence extends to policies and

regulations related to transport, energy, and the environment, exerting substantial impact on
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VR's sustainability performance. The regulatory environment is not solely influenced by the
Finnish Government; other stakeholders, including various governmental bodies, industry
associations, and work unions, hold sway over VR's sustainability actions through regulatory

and advisory channels.

Secondarily significant stakeholders are governmental and authoritative organizations
controlling crucial infrastructure elements for VR. These entities, distinct from VR, wield
substantial power over resources vital to the company's operations. The interplay of these
stakeholders, especially those overseeing VR's infrastructure, significantly shapes the

regulatory landscape within which VR navigates its sustainability initiatives.

Customers constitute the primary stakeholder group for VR, serving as the company's main
source of revenue. Over time, there has been a notable shift in customers' needs and awareness,
leading to an increased demand for environmentally friendly products and services. This surge
in environmental consciousness among customers positions VR in a competitive advantage.
Notably, one of VR's key strengths lies in offering carbon-free journeys, presenting a
significantly eco-friendly alternative compared to private transportation or flying. This
commitment to environmental sustainability not only aligns with evolving customer

preferences but also serves as a distinctive feature enhancing VR's market positioning.
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7. Conclusions and Discussion

This study brings to the interplay of state ownership, customer needs, and sustainability
initiatives within the monopolistic context of VR Group. As a state-owned entity holding a
monopoly in the Finnish railroad sector, VR's sustainability actions are tied to the imperatives
set by the government, shaping its trajectory in accordance with broader societal objectives.
The monopolistic structure, affording VR exclusive control over rail transportation, adds

distinctive features the dynamics within its business environment.

In addition with state ownership, customer needs emerge as a dynamic and influential force
propelling sustainability initiatives within VR's operational ambit. Customer preferences,
ethical considerations, and market demands act as dynamic catalysts, steering the organization's
sustainability agenda. This resonance with market dynamics underscores VR's adaptive
capacity, particularly noteworthy within the unique framework of monopolistic market

conditions.

Resource efficiency stands out as the strongest theme in VR's sustainability endeavors. This
efficiency not only aligns with sustainability goals but also positions VR with adaptive
capabilities across diverse environments. The monopolistic structure, in this context,
accentuates the importance of resource efficiency as VR operates as the sole provider of rail
transportation services, heightening the impact of resource management on sustainability

within the industry.

The factor of state ownership dominance, customer-driven sustainability, and the monopolistic
context introduces both synergies and potential tensions in VR's stakeholder dynamics. In
navigating dual influences, VR aligns with state initiatives while harmonizing with the
expectations of its customers. This balance requires strategic adaptability, crucial elements for
maintaining its market position and avoiding discord within the monopolistic market structure.
The monopolistic context, by its nature, amplifies the significance of stakeholder dynamics,

making them pivotal in shaping VR's sustainability trajectory.

The set of stakeholders, led by the state and complemented by customer dynamics, necessitates
a strategic composition that acknowledges leadership guidance and customer-driven
considerations. VR's adaptive capacity positions it as a resilient entity capable of adapting

through diverse influences within this monopolistic landscape, ensuring the sustainability to
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continue in an ever-changing environment.

While this study contributes valuable insights, the monopolistic context also introduces unique
challenges and considerations. The result of dualistic foundation to sustainable business
through state-ownership and customer preferences can be seen as rather precitable. As VR is a
resource intensive service provider their investments and ways of working are provenly

valuable resources in responsible business.

The difficulty of reliably assessing company’s motivations for certain business actions without
internal resources is absolute, but this study successfully created a conception of the most
impactful stakeholders behind the actions that VR Group is taking towards sustainability. The
findings in this study reflect the realities within the decisionmaking of the organization, and

create coherent picture behind the driving forces of the organization’s sustainability actions.

As the market structure for the railroad industry in Finland is changning towards open
competition, new points of interest and possible questions for further research can rise in the
field of sustainability. Future research could focus deeper into specific aspects of customer-
driven sustainability, explore nuanced impacts of state ownership within a monopolistic setting,

and assess the long-term sustainability of adaptive strategies in the context of a monopoly.
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