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Prefece

The following report by the Industrial Imstitute for Economic
and Social Resecarch is mede along the lines presented in the August 36,
1950 memoranium from the institute.

We here have summarised fimdings from different studies made
as parts of the EPA-project and also of some other Swedish stuiies
which are of relevamce for that project.

Some of the studies that we bhave reported on are not yet
completed, and in some cases it will teke guite a lomg time before
the material has been thoroughly analysed. Mrs Norstedt thus expects
to work the whole of 1960 on an econometric comparison between actual
ani plamned investmeants in Swedish industry.

We have not made a special report on the findings of prof.lLund-
berg as his main ideas have been presented in the December issue of
the Economic Journal of 19858.

Stockholm February 15, 1960
Jan Wellander
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Part 1

SOME STUDIES OF INVESTMERT
BEHAVIOUR 1IN OSWEDEN



Part lis

THE FIKANCING OF INDUSTRY
IN THE 1950°

Erik Dahmén



In the first section of this study an account is given of the
results of an investigation into the financing conditions in a number
of selected industrial firms during the first half of the 19507s.
Particular attention is paid to the degree of self financing. This
account is followed by an exposition showing the raising of capital on
the long-term market by the industry as a whole in the years 1945-1957.
Finally, a balance of the capital market for the years 1950-1957 is
drawn up, with a view to incorporating the financing of industry in a

wider concept.

FINANCING CONDITIONS IN A SELECTED NUMBER OF FIRMS 1950-1955

The statistical material

Comprehensive material covering income, investments, saving,
profits, etc., have been available in the form of data collected by
the Central Bureau of Statistics during the 1950°s. This material has

(1)

Calculated according to the number of wage-earners, the selected group

been studied and analysed in respect of a number of selected firms.

covers about 30 per cent of the industry. The small firms are under-
represented and firms newly established during the period under review
have not been included.

The informetion obtained from the firms, by the Central Bureau
of Statistics, which has been used in this study, refers to gross invest-
ments - henceforth described as "investment" - and gross saving -~

henceforth described as "saving'.

(1) Permission to utilize this primary material was given by the Central
Bureau of Statistics and the private firms on the understanding that

the results would not be divulged in such a way that the private [irms
could be identified.



By "investment' is implied:

Newly purchased and old fixed assets
+ newly procured fixed assets of own manufacture
-~ booked value of fixed assets sold
+ variations in the booked value of inventories

Costs for repairs and maintenance are not included in the amounts.
By "saving'' is implied:
Depreciation of fixed assets
+ allocations to ewn pension and personnel foundations
+ profit recorded including allocations to own funds, but with
deduction for taxation purposes

- amount allocated for payment to the shareholders as dividend.

By making an analytic comparison of this primary material with
the balance sheets of the firms a better conception of the industrial
financing in the period 1950-1955 has been obtained than what could
be derived from the balance sheets alone. For each firm it has thus
been possible to compare annual investments in fixed assets and inven-
tories with saving, variations in sundry financial assets, new issues
of bonds and shares and variations in other liability items. Even such
a comparison has, however, involved a number of partly unsolvable problems.
The analysis cannot therefore make any pretence to precision in this case
either. There are principally three types of problems which have arisen.
First, the definitions of "investment" and "saving", which had to
be chosen with regard to the statistical material, have not been the most
satisfactory from an analytic point of view. The limitation of the value
of the study which this implies has been unavoidable. Fortunately, however,
one can be convinced that the source of error in question affects the
result in a definite direction, viz., both investment and saving are some-
what underestimated. Secondly, varying principles have been employed by
the firms in drawing up the balance sheets. In most cases these were
probably discovered and could be rectified. Thirdly, the information
provided in the balance sheets were occasionally so difficult to penetrate
and in some cases so unreliable that it is necessary to reckon with some

margins of error. This implies that the results of the analysis must not
be critically examined in detail.



What is meant by "self financing"?

"Self financing" can be said to be an unmistakeable conception,
inasmuch as it always denotes net saving by the firm. Every increase of
the own capital, which has not been brought about by external raising

of capital, is an expression for self financing of the entire business.

A statistical conception of self financing in this meaning can be ob-
tained by adding up the saving figures of all the firms. Should it be
desired to have a more differentiated picture of the financial conditions
in general, it is possible to give a separate account of, partly,variations
in financial assets, liabilities and share capital and, partly, the total
volume of investments.

If it is asked to what extent the investments have been self
financed the question becomes more problematic. A reply to this quest-
ion necessitates at first a regrouping "in the scope” of the statistical
primary material. A firm’s deficit in saving in relation to investments
must not be balanced against a surplus of saving over investments in
another firm. If a firm has utilized a volume of saving not only for
investments but also for increasing financial assets, the excess amount
must not be included. If a firm has raised capital externally to increase
the financial assets, this rise in indeptsdness, increase of the share
capital or respective increase of the financial assets, must not be in-
cluded. If a firm has spent current saving or financial assets for
other purposes than investments, e.g., for the repayment of debts, the
amount must be excluded.

If it is desired to have a reply to the question as to what
extent investments have been self financed, it is then also necessary
to determine into which periods of time the statistical material should
be grouped. The length of the period studied should be included in the
definition of "self financing". If a period of several years is regarded
as a unit, self financing tends, according to the abovementioned meaning,
to be greater than if only a year at a time is studied. As the choice
of period is in no way self-evident, but can be adjusted according to
the different ends desired to be attained by the analysis, it is most
expedient in this connection not to be tied to such a definite choice.

The statistical material should instead be grouped into many different
periods.



A primary study of the material can thus appropriately indicate
to what extent the annual investments have been financed by saving derived
during the same year, by the utilization of financial assets which were
available at the beginning of the year, or by external raising of capital
during the course of the year. If a firm has borrowed every other year
for an investment, repaid the loan every other year, investments would
appear as entirely self financed when making such a study. Nor would in
sucl1;3".alcsaﬁszr§3 for a period of several years, e.g., 1950-1955, reveal how
large a volume of the investments in the period was financed by saving
which was accomplished during the same period, regarded as a unit. The
sum for the period reveals instead how large a volume of the total in-
vestments were financed by saving derived during the cource of the in-
vestment year, by financial assets, by borrowing, etc., during the period
in question. '

By another method of research, which combines a number of years
into one period, it is possible to show how large a volume of invest-
ments made during the longer periods was financed by saving derived
during the respective periods by the utilization of financial assets
which were available at the beginning of the periods and increased in-
debtedness or newly issued shares from the beginning to the end of the
periods. If, for example, the whole six-year period 1950-1955 is regarded
as a unit and the recently mentioned example is conceived, e.g., that a
firm has bSorrowed every other year for its investments and rapid the
loan in question every other year by profits, the investments would
appear as being entirely self financed.

In the present study three alternative groupings have been made.
Thus, the analysis aims at six one-year periods, two three-year periods,

and one six-year period.



The statistical representation

An illustrative exposition of the result of the investigation
is given in the Tables 1—30(1) A1l the tables refer to the investigated
firms in their entirety. A separate exposition of Tables 1 and 3 for
certain big branches is given in the appendix,which also contains the

names of the branches included in the selection of the firms.

(1) The difference in Tables 2 and 3 between, on the one hand, "invest-

ments"™ and, on the other hand, the sum total of the different financing
methods is due to sources of error of the type which have been referred

to in the foregoing. Other differences are, however, a consequence
of the way the questions were put and the errors are only seemingly
apparent. To begin with, it is quite natural that "saving', according
to the three tables, does not show the same amount. In Table 1 total
saving is included, whereas in the other two tables it is included
only in so far it has been utilized for financing investments during
the period saving took place. The same applies to the other financial
items. For principally the same reason there is no agreement in Table
3 between the sum total of the figures for the periods 1950-1952 and
1953+1955, respectively, and the sum total for the whole six-year
period. For example, saving in the first-mentioned period, which has
not been utilized for financing investments during the same period,
but may have resulted in financial assets which have been utilized for
investments in the next period, is not included under "saving" for the
period 1950-1952, but appropriately under "saving' for the period
1950-1955. For the period 1953-1955 the amount is recorded as fi-
nancing by means of financial assets. However, in Table 2 - as
obviously in Table 1 - the figure for the period 1950-1955 always
tallies with the sum total of the figures for the respective years.
In Table 2 is recorded, during the respective years, how the actually
accomplished investments have been financed by saving during the
corresponding year, etc., and the sum total for the years 1950-1955
reveals how large a volume of the total investments in the separate
years have been financed by saving derived during the respective
years, etc. Another example of only seemingly apparent errors is

to be found in a comparison between "investments" according to Tables
1, 2 and 3. 1In Table 1, but not in Tables 2 and 3, negative invest-~
ments have been treated as minus items. In the two last-mentioned
tables only financing of actually accomplished investments will be
shown. Consequently, negative investments have not been included.



Table 1. Investments and financial conditions of industry

Total number of selected firms

F :

1950 1951 . 1952 1953 1954 1955

I - 1950-55
Million kronor
INVESTMENT S 783 (1318 1293 491 1048 1517 = 6 450
of which in fixed assets i 747 940« 945 895 ;999 {1 085 5 611
inventories 36 378 348 - 404 49 = 432 839
SAVING 875 1003 935 1012 1130 108l . 6 036
VARIATIONS IN: : : ;
Financial assets 581 1109 - 151 585 | 232 417 : 2 773
Of which cash in hand and | ? ; ; 5
at banks 149 335 - 183 ; 455 i - 32 i~ 310 414
other . 432 774 32, 130 264 727 = 2 359
NEW ISSUES OF: ; |
Shares 38 147 44 © 68 56 166 519
Bonds and mertgace loans 45 76 51 E 124 | - 40 i - 29 227
VARTATIONS IN: |
Other debts than bonds and :
mortgase loans 417 1 239 271 ; = 45 175 ¢ 723 2 780
Table 2. The annual financing of industrial investments
Total number of selected firms
- 1950 ? 1951 | 1952 1953 = 1954 § 1955  1950-55
Million kronor
INVESTMENTS 821 1321 1339 730 1107 1545 6 863
. Of which in fixed assets 734 934 | 924 813 966 1079 | 5 450
inventories 87 387 . 415 -83 . 141 466 = 1 413
INVESTMENTS FINANCED BY: | i ?
Saving 572 772 676 ¢ 494 | 766 . 909 | 4 189
Utilization of financial | %
assets 47 87 233 79 126 @ 149 . 721
axternal capital borrowing 205 170 449 171 | 229 497 2 025




Table 3. Financing industrial investments in periods of several vzarg

Total number of selected firms

| 1050-52  1953-55 1950-55

Million kronor

INVESTMENTS 3 407 i 3 169 6 508

Of which in fixed assets 2639 2935 5 595
inventories 768 234 913

INVESTMENTS FINANCED BY:

Saving 2361 2439 5 083
Utilization of financial : ‘

assets 87 i 119 55
External capital borrowing 953 % 532 1 375

Table 1 shows that the aggregate saving by the {irms has been
approximately as large as the total gross investment activity, excluding
maintenance and repairs. New issues of shares have been on a mederate
scale, rise in indebtedness, particularly long-term cebts, has been
moderate and liquidity appears to have developed favourably. This im-
pression of the financing conditions is strengthened when examining
those various subitems, which could not be accounted for, and ths prima-
ry material. As the volume of the investments in relatioan to the alrsady
existing fixed assets and inventories is not apparent from the tablec,
it is indeed not possible to say anything absolutely definite about the
economic implications of the large volwie of saving, the inconsiderable
rise in indebtedness and the increased liquidity. For example, a high
degree of self financing does not say very much in those cases when the
entire business activity has been restricted. Everything indicates,
however, that investment activity on the whole has been lively. Tor
this reason it is justified to say that the financial conditicns de-

.

J

veloped very satisfactorily. This conclusion appeairs to bz especial
definite when it is recollected that the volume of investment and raving
would seem to be underestimated.

The division into some big branches, which ie given in the

appendix, permits the emergence of a more diversified picture. Scme



of the branches have experienced a marked favourable development and
others a remarkably weak development. Investments have undoubtedly
been very large in relation to older plants in the iron and steel in-
dustry, combined enterprises, and the timber industry and the rate of
expansion has on the whole been rapid whilst, at the same time, business
saving has been very large and external financing fairly small. On the
other hand, investments have undoubtedly been rather inconsiderable and
production restricted in the textile and footwear industries, but,
nevertheless, indebtedness has risen and liquidity detcricrated. Nor has
self finencing been high in the foodstuffs industry, but the activity
in this industry would seem to have been comparatively more expansive.

The Tables 2 and 3 with the sub-tables in the appendix and the
primary material show, however, the most important picture. It thus
appears that many firms reveal a very high degree of self financing
of a lively investment activity whilst, at the same time, many other
firms have made large investments but without being able to finance
more than a small volume of these investments with current saving.
Furthermore, considerable saving without simultaneous investment activity
on a major scale has occurred, although this occurrence has been less
frequent. What is most remarkable in this emergent picture is, of course
not the fact tkat the self financing possibilities have been different
in sundry branches and firms. The differences are, however, remarkably
large and not infrequently lasting for many years. This general con-
clusion, which is of interest from, inter alia, the point of view of
monetary policy, cannot conceivably be disarranged by the sources of
error alluded to in the foregoing.

In the total number of selected firms at least 60 per cent of
total gross investments, excluding maintenance and repairs, have been
self financed year by year, at least two-thirds over the three-year
periods, and probably four-fifths over the whole six-year period. The
iron and steel industry, combined enterprises, and the forest industry
are the industries which are principally self financing. Investments
in fixed assets are particularly well covered by current saving in
these industries. This applies not only to the long periods, but also
to year by year. In these and other expanding branches and firms the
small volume of indebtedness in connection with investments, if carried

out, have thus not been of a long duration. Furthermore, financial
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assets spent have been replenished rapidly. In other cases, especially

in those branches where, according to Table 1, the financial conditions
already appear to be fairly weak, but also in engineering works and the
iron and metal manufactures industry, there are many firms who have
borrowed heavily for their investments. Not infrequently has there
been a low degree of self financing, even over the six-year period,
principally in the textile and footwear industries.

By making a closer study of events year by year, characteristic
features of some interest are found. In 1950 and 1951 large amounts
were invested in fixed assets as well as inventories. Funds for defraying
these investments were in the majority of cases drawn from large profits.
The forest industry, which also sharply increased its liquidity, holds
a unique position in this respect. At the same time heavy borrowing,
principally from the banks, were made by a number of branches. For
example, the engineering works made use of external financing to a
large extent. After 1951, when the investment boom culminated, en-
deavours were generally made in many branches for a few years after
this year to replace the liquid funds spent during the boom period of
the preceding years. In this connection it should be noted that, inter
alia, the considerably higher price and wage level ruling now made claim
on larger amounts of liquid funds. The large addition in liquidity
during the preceding years was utilized in strikingly many other cases
for the purpose of bringing down debts in connection with investments
being restricted and inventories reduced. The temporary tightening of
the money market in the beginning of 1952 did probably contribute to
the start of the process which has been intimated here. When the mone-
tary policy became expansive again, the liquidity improvement of the
firms was facilitated and in the beginning of 1954 a high degree of
liquidity had been attained in most branches. The liquid funds came
in very handy when the firms began to invest again on a large scale
not only by using these liquid funds and current, often satisfactory
profits, but also by money borrowed and raised by the issue of shares.
The deteriorated financial conditions in 1955, already apparent in
Table 1, were probably due to a fairly general decline in profits whilst,
at the same time, investments continued to be large in many branches.

In this connection it should be recollected that the investment levy,

which was withdrawn in 1954, was reintroduced in 1955.
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CAPITAL MARKET FINANCING 1945-1957 AND CAPITAL

MARKET BALANCE 1950-1957

The external raising of capital

The investigation accounted for in the foregoing shows that
the long-term capital market, henceforth described as only the '"capital
market” or the "long-term market', has only to a fairly small extent
been utilized by the big and medium-sized industries. It has been
desirable, however, to obtain a more complete picture of the raising
of capital by the industry as a whole.

For the industry in its entirety - not only considering the
firms selected for the investigation in the foregoing - the picture
of the capital market financing has an appearance similar to that which
is evident in Table 4. - An account of the statistical sources and
the calculating methods is given immediately after the table.

During the first post-war years the demands made on the long-
term market were not appreciably large. In this connection it should
be noted that the rewly issued shares were to a large extent paid by
so-called "apport", principally when converting a private firm into a
limited liability company. - As already intimated by the above account
of the investigation, the reason for the inconsiderable borrowing on
the capital market is to be found in the fact that on the whole the
firms were liquid and, moreover, had no difficulty in borrowing on the
bank credit market also for really long-term purposes. Their self
financing by means of current profits was also high., During the sub-
sequent years up to the outbreak of the Korean war the industry would
seem to have turned to the capital market to an increasing extent.
Profits became smaller and the bank credit market had been somewhat
tightened. Furthermore, rising interest rates were anticipated and
many firms hastened therefore with new issues. The control over new

issues of bonds and mortgage loans, introduced in the beginning of the

(1) It has been necessary also to include the trade sector under the
luiormation given about bonds and mortgage loans.

(2) As will be seen from the table, it is only for the year 1957 that it
has been possible to determine the role played by apport properties.
In that year they accounted for one—thirg of the total issue amount.
Furthermore, the new issues of shares represent to a large extent
a transfer of debts owing parent companies to share capital.
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1950°s, subsequently resulted in the issues of shares gradually attaining

more importance and to an extended granting of credits by the insurance
companies.

The fact that the industry has only on a limited scale made use
of the capital market does not necessarily imply that they have made
small demands on this market. The bond and loan market has since 1953
on the whole been closed to the industrial sector as a result of the
Riksbank’s control over new issues and also the possibilities of the
insurance companies to grant industrial loans have been curtailed by
the pressure exercised by the Riksbank. It appears probable, however,
that the actual demands at the current rate of interest level and the
favourable opportunities to borrow on the bank credit market, have not
been greater than what could actually be met. On the other hand, there
is no doubt that the method of borrowing has been affected by the
control exercised over the capital market. If a free market had existed,
the shifting from bonds and mortgage loans to promissory note loans
would in that case not have occured. It is possible that new issues of
shares would also have been less numerous.

Table 4. Capital market financing of industri 1945-1957

1945 1946 1947 1948 1949 1950 1951 1952 1953 1954 1955 1956 1957
Million kronor

Shares +67 +161 +147 +103 +107 +95 +192 +192 +149 +365 +113 +279 +1841)
Bonds -42 - 14 +162 +130 + 82 -21 + 8 + 61 +129 + 43 - 53 + 25 + 66
Mortgage loans 29 - 2+ 95+ 93 - 0+20 +103 + 63 + 1 - 10 + 30 + 25 - 67

Credits from in-
surance companies + 3 + 9 + 53 + 26 + 35 +20 + 50 +195 + 63 + 19 +135 +157 +180

1)0f this amount Kr.54 million were paid by apport properties.

Note: The information about shares covers, for the period 1945-1946, gross amounts

with the ad justments made for cagital repayments by Jénkaﬁingg ch Vulcans Téndsticks:
fabriks AB in the years 1945-1951 and by Svenska Tindsticks ?Swedish Match Company)

in 1955 and 1956. The information for 1957 covers net amounts. As sources have been
used Ekonomiska Meddelanden (Economic Reports) - published by the Swedish Board of
Trade -~ and the annual reports on the activities of the above-mentioned firms.

The information about bonds refers to net amounts and have been taken from
Svensk Obligationsbok (Swedish Stock Exchange Year Book).

The information about mortgage loans refers to net amounts and is based on,
bartly, Svensk Obligationsbok and Ekonomiska Meddelanden and, partly, on the annual
,reports.on the activities of some of the borrowers. In the statistics are included,
inter alia, @ssues and amortization of the following loans raised by Kooperativa For-
E:ndet1(SWed;sh Co-operative Union and Wholesale Society), viz., 1927 Industrial Fund
in%g;mag42 Nitrogen Loan, 1947 Industrial Loan and 1952 Mortgage Loan. Furthermore,
vl nad blo?BlS included about the mortgage 1oans"whlch - starting in 1947 - were.
rointe Yy AB Eol, Hakonbolaget AB, Nordsvenska Kopmanna AB and AB Speceristernas Va-
uinkop, and also about the 1951 Industrial Loan of AB Ica-Industrier.

. The information about credits from insurance companies refers to net amounts
and is based.on Statistics published in Enskilda rorsikringsanstalter (Private In-
S:ragce‘lnstltutlonﬁ) and, for the years 1951 and 1952, on certain capital investment
Statistics of the Forsakringsinspektionen (Insurance Inspectorate) and on a table in

" . F 5 .
i ﬂﬁgorandum regarding lending of the insurance institutions distributed according
0 1ndustry and trade groups® %stenciled)°
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A picture of the development of the capital market as a whole

can be obtained with the aid of a capital market balance. From Table 5

will be seen the supply and demand which, under the existing control

of the market, have resulted in transactions in long-term securities

between investors and borrowers.

capital market balance are expla 1ed below.

account is given of the statistical sources.

Table 5. Capital market balance 1950-1957

The principles for drawing up this

In connection thereto an

1950 1951 1952 1953 1054 1955 & 1956 1957
: Million kronor (in rounded-off figures)
| SUPPLY | | i | |
1. Capital market institutions 1 125 1 125 1 930:1 995 1 845 1 760 1 835 2 130
A. Insurance companies . 500 630 925 1125 950 865 880 975
B. Savings banks 495 300 650 680 730 620 765 & 905
C. Post Office Savings | § |
Bank 130 195 355 190 165 275 . 190 250
2. Agricultural mortgage f | 5 ‘ ?
bank movement 55 30 70 105 100 . 60 70 95
3. Commercial banks 45 255 210 990 495 i 185 ¢ 175 700
0f which bonds - 80 -180 265 960 345 190 195 625
loans granted : ; :
on real estate : : ;
security 125 435 . -55 30 150 -5 -20 75
4. Postal Cheque Account 140 160 175 195 75 -180 @ 80 280
5. Board of Housing 190 295 475 565 655 940 @ 825 840
6. State-owned shares 1o 70 15 20 200 O 5 35
7. Riksbank -280 85 100 20 140 -115 = -285 | -220
8. Private,funds,societies, | : : : f
firms 685  -90 440 -10:1 950 835 = 475 315
9. Foreign 65 50 55 45 220 65 70 1 115
TOTAL 2 035 1980 3470 3 925 5 680 3 550 3 250 i 4 290
DEMAND ;
10. Agriculture . 145 130 140 210 285 180 = 125 240
11. Dwellings 1170 1215 1 450: 1595: 1 950 2 215 2 055 : 2 590
12. Municipalities . 305 470 790 520 50 190 . 505 80
13. The Government . 130 -445 33 800 2 630 480  ~55 1720
14. f%ﬁ?ﬁ i, the industrial, é ; ? '
hipping, scctors,ctel 240 5650 725 2 655 435 = 505 . 545
_ Of which shares U180 305 245 I %3 2 W 3W
13, Foreign 45 45: 45 75 110, 50 = 115 115
. TOTAL 2 035 3470 3 925 5 680 3 550 3 250 i 4 290

1 980,
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ACCOUNTING PRINCIPLES

On the supply side has been included net purchases of securities
of a long-term type during the respective years, when by net purchases
are implied all purchases minus amortizations and redemptions received.
It is mainly a question of such long-term securities which, at least
in principle, are usually subjected to transaction, i.e., such se-
curities which are known as "marketable', Moreover, net increases of
long-term loans during the respective years are included. So far as

the capital market institutions are concerned, the supply means,

reckoned in periods of several years, approximately the same as the
net investment requirement with deductions for the purchase of real .
estate. It is not always, however, that annual data have this purport
because the institutions in question keep variable bank assets and
can raise bank loans for so-called "pre-investments". So far as the

Agriculture mortgage bank movement is concerned, it should be noted

that all lending, in addition to investments in bonds, have been in-
cluded. It has not been possible to differentiate in a satisfactory
manner the volume of investments which should not be included under

the capital market. With regard to the commercial banks it should be

noted that their supply, in principle, comprises all types of invest-
ments in bonds, consequently also short-term bonds, but, on the other
hand, not Treasury bills, and that in any case the short-term bonds
are regarded by the banks themselves to be more in the nature of
secondary liquidity reserve. The supply of the banks comprises, for
the remainder, mortgage loans in dwellings, of such a nature that they
are intended not to be shifted over to the capital market, and mort-
gage loans in forestry and agricultural real estate. Building credits
are not included as these, like most of the lending of the banks in
other respects, are of the nature of short-term credits. The group
Board of Housing comprises loans from the Board of Housing and loans

from the Own-home organizations and the Rural-economy associations

which have been taken over by the Riksbank. State-owned shares refer

to capital paid by the Govermment into joint-stock companies. The
Riksbank refers to, partly, the direct taking over of bonds from the
National Debt Office and, partly, to open market operations. Treasury

bills are not included as these do not fall under the capital market.
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Private, funds, etc., have arisen as a residue item after having

calculated the total sum of the demand side. Foreign comprises sales
abroad of Swedish and foreign bonds and shares.

The demand side gives the advance demands which have been met
and not the actual demands at the current level of bank interest. -
Borrowing by agriculture on the capital market has been calculated
as variations in the total lending of the rural mortgage banks and
the agricultural mortgage bank movement, loans by the savings banks
against mortgages in agricultural real estate, Government-guaranteed
loans to agriculture and loans by the commercial banks and the in-
surance companies against mortgages in forestry and agricultural real
estate, also agricultural loans taken over by the Riksbank.- '""Dwell-
ings" cover all net variations in outstanding housing loans in insurance
companies, savings banks, mortgage banks, the Board of Housing, Post,
Office, the Riksbank and the commercial banks, but not credits. -

Under "Municipalities' falls all municipal long-term net borrowing.

Loans which have implied transition to the housing loan market should,
if this had been possible have been wholly included under '"Dwellings".
This has not been possible because of lack of detailed accounting. -
As demands by the Govermment on the capital market have been counted
net changes in national debt in respect of bond loans, Government se-
curities, savings bonds, national accounts, loans from savings banks,
and long-term loans from the Post Office Savings Bank and the Postal
Cheque Account. - Under the heading "Firms, etc.'. falls all activi-
ties outside agriculture, house building, municipal activities and the
Government activity which is conducted in the form of public corporation
The amounts have been estimated by adding up all new issues of shares
(apport included herein), new issues of bornds and mortgage loans by
industry and trade as well as transport corporations, lending (so far
as these are not included under other headings) by the insurance com-
panies, savings banks and the Post Office Savings Bank and the ship
mortgage institutions as well as net foreign lending.

It is a debatable point whether, as has been done in this case,
it should be considered to be an error to exclude from the capital
market balance such promissory note loans which have not been sold to
institutional investors. In many cases these types of promissory note
loans can, at least formally and also not so infrequently, actually

consist of short-term reserves and should then not fall under the
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capital market. It is clear, however, that some parts of the long-term
market have incorrectly been excluded. Among other things, some parts
of the housing loan market, on which private loans of a long-term du-
ration still exist, have disappeared, although at present on a smaller

scale than previously.

SOURCES

Information about the purchase of securities and lending of

an obviously not short-term nature by the insurance companies (excluding

parish companies) hes been obtained by a comparison of booked values

in SOS: Enskilda Forsikringsanstalter (Government official publications:
Private insurance institutions) for the respective years. The amounts,
which have thus emerged, have been verified with the data given in the
same publication about profits and losses by sales as well as appreci-
ation and depreciation on securities. For the years 1950 and 1951, the
last-mentioned data regarding the life and sickness insurance companies
have been obtained from the annual reports on the activities of the
respective companies.

So far as the savings banks are concerned the publications

Allmin Sparbanksstatistik (General Savings Banks Statistics) for the
years 1949, 1950 and 1955 and Statistisk Tidskrift (Statistical Journal)
have been used. The booked values have been verified with the data
given in the same sources about appreciation and depreciation on bonds,
loans and other assets, as well as profits and losses on drawn or sold

lottery bonds, etc. Information about the Post Office Savings Bank,

the Postal Cheque Account and the Agricultural mortgage bank movement

has been derived from the publications SOS: Postverket, and Jordbruks-
kasserdrelsen (the Government official publications: Post Office and
Agricultural mortgage bank movement) and statistical data obtained from
Svenska Jordbrukskreditkassan (Swedish Agricultural Mortgage Bank).
Here it has also been possible to verify the booked values with the
aid of profit and loss accounts.

On the other hand, the position in respect of the commercial
banks (excluding Inteckningsbanken and Sparbankernas bank) is that the
information about bond purcheses, which are included in the amount
and have been obtained from SOS: Uppgifter om bankerna (Government

official publication: Information about the Banks), refer to booked
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values. Net purchases can therefore be somewhat underestimated, especi-
ally those years when there was a fall in bond prices. In addition to '
bond purchases are included, as already mentioned, housing loans of
such a nature fhat they are not intended to be switched over to the
capital market, as well as mortgage loans in forestry and agricultural
real estate. Building credits in houses under construction as well
as in completed houses are thus not included. Credits in completed
houses could in fact have been included; that the banks hold such
credits is due to the inability to reinvest them on the capital market.
Here it has, however, been chosen to let the non-reinvested credits
fall outside the capital market balance as it is close at hand to re-
gard their existence as a sign of the insufficiency of the capital
market proper. Information about the loans in question has been ob-
tained from the annual investigations made by the Bank- och fondinspek-
tionen (Bank and Stock Exchange Inspectorate), which refer to the
position as at 30th November. No such investigation as at 30th November
1949 is, however, available and for this reason it has been necessary
to make a guess for 1950, The source of error can hardly exceed some
tens of million kronor.

Information about the loans falling under the heading Board
of Housing has been obtained from the Board of Housing and from
Memorandum No. 1 of the Riksbank Bank Committee for the respective
years. Information about State-owned shares has been obtained from

the Year Book of the National Office of Public Accounts and the annual

reports on the activities of the appropriate corporations. The Bikg;
bank covers variations in the booked values of the bond holdings and
the information has been obtained from the Year Book of the Swedish
Riksbank. Exact information about the annual purchases has not been
obtainable. Any other lending by the Riksbank other than that which
can be said to correspond to the holding of bonds has not been included.
For 1953 an item consisting of bonds to the value of kr. 1,000 million
has been excluded as it was a case of direct exchange with the National
Debt Office against Treasury bills. The exchange did not affect the
market and was of no mometary policy significance.

Information regarding Agriculture has been obtained from the
annual report of the activities of Sveriges Allménna Hypoteksbank
(General Mortgage Bank of Sweden), from Jordbrukskasserdrelsen (Agri-

cultural mortgage bank movement), Statistical Uata published by Svenska



Jordbrukskreditkassan (Swedish Agricultural Mortgage Bank), from the

General Savings Banks” Statistics and the Statistical Journal, from
Enskilda Férsikringsanstalter (Private Insurance Institutions) and
certain capital investment statistics from the Forsdkringsinspektio-
nen (Insurance Inspectorate) and from the investigations made by the
Bank and Stock Exchange Inspectorate regarding advances made by the
banks. For 1950 it is, in the latter case, a matter of estimating

(cf. above).~ The estimate of the demand under the heading Dwellings
is based on information, partly, from the appropriate above-mentioned
statistics and, partly, on lending by the Statshypoteksfdreningar
(Government mortgage societies), Bostadskreditfdreningar (Building
Societies) and the mortgage institutions (including Inteckningsbanken
and Sparbankernas Bank) and the lending of the Tomtrittskassor (Site
Leaseholdership Societies) obtained from the annual reports on the
activities of Konungariket Sveriges Stadshypotekskassa (The Kingdom
of Sweden State Mortgage Bank), Svenska Bostadskreditkassan (Swedish
Building Society) the mortgage institutions and the Site Leaseholder-
ship Societies, and, partly, from the lending of the Board of Housing
and the Riksbank. In principle, credits have not been included although
in actual practice this has been partly unavoidable because of the
lack of separate accounting of credits and loans. - The calculations

regarding capital borrowing by the Municipalities are based, partly,

upon the above-mentioned statistics covering the supply of the capital
balance and, partly, on information in respect of the bond loans of
the municipalities obtained from Ekonomiska eddelanden. It should
be noted that alsc municipally-guaranteed loans have been included;
here it is as a rule a question of wholly or semi-owned municipal
corporations. - The demand by the Government has been obtained from
Den svenska statsskulden (The Swedish National Debt), issued monthly
by the National Debt Office.

Information about Firms, etc., has mainly been obtained from
Svensk Obligationsbok and Ekonomiska Meddelanden, so far as shares,
bonds and mortgage loans are concerned. The data about the mortgage
loans of trade and industry have been supplemented in the same way
as the information given in Table 4. A source of error is that some
of the shares have been paid by means of apport and another that issues

made by a number of subsidiary companies were taken up by the parent
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companies as payment for debts. The lending of the capital market
institutions have been obtained from the same statistics as those
used for the supply side. Moreover, the annual reports on the ac-
tivities of the ship mortgage societies and AB Industrikredit (AB

Industrial Credits) have been used.

RESULTS

Most remarkable on the supply side is the marked increase
during 1952 and the subsequent stagnation in the investment require-
ment of the capital market institutions. The vigorous growth of the
administrative and executive staff pension system has been of major
importance in this connection. Thus, it is the firms which together
with mutual salary saving, principally through the media of Svenska
Personal-Pensionkassan SPP (Swedish Office Personnel Pension Society)
have been responsible for the major contributions. Individual in-
surance saving has fallen off owing to less interest in insurance forms
involving personal saving. The transition to pure risk insurance has
begun to affect the capital market. The supply of the savings banks
and the Post Office Savings Bank, which rose sharply in connection
with the upward rise of monetary incomes after the Korea boom period
has, on the other hand, continued to rise in step with the advance
in monetary income. There would seem to have been a shifting towards
short-term so-called "aim saving". The supply of the Board of Housing
shows the heaviest and most regular increase. It is only in some years
that this increase is counter-balanced by Government long-term borrowing
(see the demand side). The transactions of the commercial banks on the
market is closely related to monetary policy measures. The monetary
policy of the Riksbank has in different ways induced them, particularly
in some of the years, to invest money on an abnormally large scale also
on the capital market. The insignificant support of the Riksbank to
the long-term market should be viewed against the background of the
transactions of the commercial banks on this market. There has been
no need for the Riksbank to buy up Govermnment securities because the
commercial banks have instead been obliged to increase their holding
not only of Treasury bills, but also of bonds. The supply under the
heading "Private, etc.", would appear to be dominated by funds and

societies. The own direct supply of private persons has not been large
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except in some of ‘the years, viz., when the bank rate has risen.
Otherwise the interest was concentrated on lottery bond loans and, in
recent years, to some extent, on shares.

On the demand side the vigorously increased loan requirements
for house building purposes are most prominent. In comparison here-
with the taking up of resources by the other sectors is of secondary
importance. It is only in exceptional years that the Govermment has
made claim on considerable amounts. The heavy loan requirements of
the Government have otherwise been covered by the short-term market,
mainly by the sale of Treasury bills and short-~term bonds to the
commercial banks.

By studying the development year by year certain remarkable
circumstances emerge.

In 1951 the consequences of the buying-rush arising out of
the Korea boom could be distinctly discerned. The savings banks were
drained of meney so that the investment requirement became exceptionally
small and, undoubtedly, private persons reduced their holdings of
securities. The fairly large issues of shares could not, however, to
any large extent have been taken over by other investors than private
persons, which means that they must have exchanged bonds for shares.

In 1952 the ample supply of liquid assets for the general public,
firms and banks resulted in a marked easing-off on the capital market.
All the capital market institutions now derived full benefit from the
inflationary rise in monetary income.

In 1953 the commercial banks began to support the capital market
on a large scale by taking over newly issued short—term bonds. This
can be explained, partly, by the heavily rising Government expenditure
beginning to result in a large increase in deposits, and, partly, by
the so-called "liquidity agreement" which released the Riksbank from
intervening directly to support the market and instead forced the
banks to both sell and buy on the capital market. The greatly increased
demands made on the capital market by the Government and the house
building sector was met in this way without any rise in the bank interest
The circumstance that industry and trade, as well as the municipalities,
began from now onwards to be kept back by means of the control over new
issues, and by the pressure exerted on the insurance companies, also
acted in the same direction.
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In 1954 demands continued to rise whilst at the same time the
influx of funds to the capital market institutions stagnated as a
result of the pace in the increase of monetary income being slower.
The situation was now cleared up by -~ in addition to continued
control - the banks to begin with, unburdened the capital market
by retaining credits in completed houses and, furthermore, by the
continued purchase of bonds. An influx of funds this year was, how-
ever, principally obtained by a remarkably large increase in supply
from other sources than the capital market institutions and the com-
mercial banks. The increase in supply from funds, societies, private
persons, etc., is noteworthy. This increase was apparently used to
a large extent for the purchase of bonds and was undoubtedly related
to the rise in the rate of interest. Considerable amounts must have
been transferred from bank deposit accounts to the capital market .

In 1955 it would appear that a further transfer of funds from
the commercial banks to the capital market took place in connection
with the new rise in the bank rate. On the other hand, one of the
sources of supply now disappears entirely, viz., that of the Postal
Cheque Account. This is, however, connected with the fact that part
of the bond holding was owned against "temporary loans' which, in its
turn, implied an unburdening of the capital market. The transport-
ation of the figures in relation to the preceding year is therefore
not of any importance. In 1955 the capital market institutions would
appear to have increased their direct lending to trade and industry.
The difficulties connected with the financing of house building at-
tracted considerable attention. An accumulation of credits in completed
houses and a declaration by the Riksbank at the beginning of the year
to the effect that house building credits no longer need be given
priority did in fact result in a new building crisis in the summer.
New priority instructions were, however, issued subsequently. The
so-called "lending ceiling" was introduced for the commercial banks,
but did not apply to house building credits and housing loans. So
far as house financing was concerned, the position then eased, but,
on the other hand, the rest of the capital market remained strained.
The increase in supply from the capital market institutions was fairly
small and private persons, funds, etc., provided a considerably smaller
contribution than previously. The same tendency marked the year 1956.

A large demand by the Gc¢vernment had to be covered, to prevent a further
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rise in the bank rate, outside the capital market by the sale of
Treasury bills to the commercial banks. The position eased some-
what during 1957 thanks to the increased influx of funds to the savings
banks and the Post Office Savings Bank and, partly, because the com-
mercial banks were now making direct transactions on the capital market
on a large scale by buying up bonds.

48 a whole, an impression is gained of how the increase in
monetary income and the heavy liquidity influx in the beginning of
the 1950°s, (the latter passively accepted by the Riksbank), in various
ways resulted in large additional supplies also to the capital market.
It can then be seen how this tidal wave ebbs away. It is not a ccinci-
dence that the crisis on the capital market became acute as from 1953,
in spite of the industry only making a small claim on these resources.
The situation was then first temporarily remedied by direct "support
purchases" by the banks. After that it was managed to achieve a non-
recurrent transition of funds by means of a rise in the bank rate,
which no doubt had very little to do with an increase in saving. When
this possibility, in its turn, ceases the commercial banks must again
unburden or push money over to the long-term market. It can therefore
be said that, by different methods and in various ways, ''short-term'
money has to help the capital market. This course of events formally
contrasts with what occurred during the first five post-war years, '
when the Riksbank made direct transactions on the capital market on
a very considerable scale. The real purport was identical in both
cases. Heavy liquidity restriction was avoided. A credit expansion
has in different ways put money in the hands of investors, prevented
or restricted the raise in the bank rate and facilitated a large in-

vestment activity in industry as well as in other sectors.

SUMMARY

Neither the special industrial financing investigation nor the
capital market analysis, give an impression that the large industrial
firms have met with any serious difficulties in managing the financing.
Self financing has been considerable and, on the whole, the bank credit
market easily accessible. The explanation of this is to be found,

briefly stated, in the boom period and the monetary policy.
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Long-term borrowing by the industry on the capital market, on
which the building sector has dominated, has been kept within a narrower
limit, than what otherwise have been the case under given conditions,
with the aid of controls. This borrowing has therefore been substi-
tuted by, more or less, short-term promissory note loans. On the vhole,
the insurance companies have, inter alia, increased their industrial
financing against promissory note securities. In additiorn thereto,
the commercial banks have retained loans which, under normal conditions,
would have been shifted over to the capital market. The limited ex-
ternal financing which has taken place has thus been comparatively

expensive and in many instances unsuitably arranged.

Branches included in the investigation into financing of industry

l. Ore mining and ore concentration works

2. Iron and steel works

3. Iron and steel manufactures

4, Other metal industry

5. Other metal manufactures

6. Engineering workshops and foundries

7. Electrical engineering

8. Combined iron and steel and forestry enterprises

9. Other combined enterprises other than combined iron and steel
and forestry enterprises

10. Stone industry also cement and light-concrete factories
11. China, tiles and earthenware industries

12. Glass industry

13. Brick manufacturing industry

14. Other refractory and stone industries

15. Pulp mills

16. Paper mills

17. Combined forestry industry

18. Newspaper printers

19. Book printers and job-printers

20. Other printing industry and paper processing also combined
enterprises

21. Joinery, furniture factories and other timber industries
22, Flour mills
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24,
25.
26.
27,
28.
29.
30.
31.
32.

33.
34.
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Bakery industries

Butchery

Canning industry

Dairy industry

Chocolate and confectionery industry
Woolen industry

Other textile industry

Rubber factories

Footwear industry

Other leather, hair and rubber goods industry and combined
enterprises

Chemical industry

Hydro-electric power stations



Investments and financial conditions of industry

Iron industry

25

16 firms
1950 ; 1951 . 1952 : 1953 @ 1954 | 1955 . 1950-55
Million kronor
INVESTMENTS 103,5 | 113,1 1 134,7  137,8 | 162,8 : 160,5 812,5
Of which in fixed assets 93,1 : 93,0 98,3  133,8 : 163,9 143,0 @ 725,1 .
inventories 10,4 20,1 . 36,4 4,0: -1,1: 17,5 87,4
SAVING 82,7 138,7 1 189,0 : 206,8 | 174,2 : 143,8 = 934,9
VARIATIONS IN: |
Financial assets 26,6 134,9 307,7 38,6 -152,7 @ 95,6 = 424,3
Of which cash in hand and 3 § § s §
at banks ~36,5 76,3 241,1 41,7 -156,9 31,3 | 197,0
other 63,1 58,6 66,6 ~-3,1 -22,2 64,3  227,3
NEW ISSUES OF: 5 3 é
Shares - 1m0 - - - 2,6 13,6
Bonds and mortgage loans f -1,9 % -2,0 é 15,6 ¢ -5,9: -6,1 . -6,4 -6,7
VARIATIONS IN: ‘
Other debts than bonds and ; : :
mortgage loans 48,5 99,0 | 240,8  -17,0 -183,9  117,4 = 304,8

Financing industrial investments in periods of several years

Iron industry

16 firms
1950-52 | 1953-55  1950-55
Million kronor
INVESTMENTS 351,3 © 461,1 812, 5
Of which in fixed assets - 284,4 - 440,6  725,0
inventories . 66,9 20,5 - §7,5
INVESTMENTS FINANCED BY ! :
Saving £ 306,6 411,3  719,4
Utilization of financial assets: 3,5 32,6 6,5
External capital borrowing % 41,5 17,0 93,4




Investments and financial conditions of industry

Engineering workshops also iron and metal manufactures
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INVESTMENTS
0f which in fixed assets

inventories
SAVING

VARIATIONS IN:
Fianancial assets

0f which each in hand and
at banks

other

NEW ISSUES OF:
Shares

Bonds and mortgage loans

VARIATIONS IN:

Other delits than bonds
and mortgage loans

127 firms
1950 1951@ 1952 | 1953 = 1954 1955 1950-55
Million kronor
230,5  404,3  381,3 §-21,2 203,8 607,1 1 808,9
198,7 260,1 : 225,9 :193,1 219,6  304,8 1 402,2
31,8 144,2  155,4 ~214,3  -16,6: 302,3 . 406,7
280,6 | 254,8 284,2 308,3 357,9 311,3 1 797,1
208,1  255,7 . 1,5 ' 265,0: 238,3: 110,5 1 075,2
72,8 18,6  -84,7 246,2  65,7-212,4 | 106,2
135,3 237,1 86,2 18,8  172,6: 322,9 973,0
5,9 :109,3 = 14,2 12,4 18,3 75,8 235,.
‘ 22’1 22’7 "0,2 -10’7 —16,6 2,9 20,2
137,4  279,6 168,4 1 -61,3 = 96,7 325,4 | 885,5

Financing industrial investments in periods of several years

Engineering workshops also iron and metal manufactures

127 firms

1950-52 | 1953-55 | 1950-55

Million kronor
INVESTMENTS 1021,7  812,4 1 811,3
0f which in fixed assets 685,0 690,2 1 396,4
inventories 336,7 122.2 414,9
INVESTMENTS FINANCED BY :
Saving 701,6 = 606,5 | 1 432,6
Utilization of financial assets 17,4 9,8 1,9%
External capital borrowing 306,4 200,4 377,8%
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Investments and financial conditions of industry

Combined iron and steel and forestry enterprises and other combined enterprises
19 firms

1950 . 1951 1952 1953 1954 1955 | 1950-55

Million kronor

INVESTMENTS 151,3 : 192,6  238,1 164,9 160,2 181,0 1 088,3

Of which in fixed assets 138,6  154,9 185,4 169,4  147,0  168,3 963,6
inventories 12,7 37,7 52,7 -4,5 13,2 12,7 124,7
SAVING 130,5 159,8 $144,7 140,0 170,2 | 203,4 951,7
VARIATIONS IN: | | 5
Financial assets 62,4 139,9 ~100,8 52,5, 29,5 112,8 296,3
0f which cash in hand and ; f
at banks 41,0 38,9-128,0 31,1 6,1 -7,9: =18,8
other 21,4 101,0 27,2 21,4 23,4 120,7 315,1
NEW ISSUES OF: | |
Shares 12,0 10,1 - - - 44,4 66,5 ‘

Bonds and mortgage loans 14,3 0 18,4 é -1,0 36,3 -2,6 -5,1 60,3

VARIATIONS IN:

Other debts than bonds ‘ 2 :
and mortgage loans ; 59,0 . 144,8 | 6,3E 40,6; 54,3 55,5 308,7

Financing industrial investments in periods of several yvears

Combined iron and steel and forestry enterprises and other
combined enterprises

19 firms

1950~52 | 1953-55: 1950-55

Million kronor

INVESTMENTS 5815 506, 2 1 087,7
Of which in fixed assets 485,5 487,5 973,0
inventories 96,0 18,7 114,7

INVESTMENTS FINANCED BY
Saving 404,2 473,9 903,1
Utilization of financial assets 2,4 5,9 0,4

External capital borrowing 175,3 27,0 187,5




Investments and financial conditions of industry

Forestry industry

_8

108,2 . 52,3

34 firms
11950 1951 1952 @ 1953 = 1954 = 1955 | 1950-55
Million kronor
. INVESTMENTS 70,1 1 205,5 301,4 93,6  228,6 243,01 142,2
. Of which in fixed assets 107,0 - 180,5 179,8 '162,8 191,5 : 190,6 : 1 012,2
inventories -36,9 25,0 121,6 -69,2 37,1 52,4 130,0
| SAVING 182,4 © 279,4 128,1 153,0 202,8 : 199,3 | 1 145,0
- VARTATIONS IN: | |
. Financial assets 175,1 - 520,6 -433,1 i124,6 @ 60,3 351 450,6
0f which cash in hand and : : E
at banks 78,2 207,7 -253,9 | 76,8 42,7 -101,3 50,2
other 96,9 312,9 -179,2 & 47,8 17,6 104,4 . 400,5
 NEW ISSUES OF: :
Shares = -1,7 6,9 | 28,9 4,4 - 38,6
Bonds and mortgage loans < 58,1 - -12,6  -4,4 ' 38,2 -9,0: 6,4 Cy
_ VARIATIONS IN:
~ Other debts than bonds : ;
and mortgage loans 69,8 ' 473,0 -251,1 : 17,0 469,2

Financing industrial investments in periods of several vears

Forestry i
34 fi

 INVESTMENTS
~ Of which in fixed assets

: irventories
iINVESTMENTS FINANCED BY

Saving

Utilization of financial assets

External capital borrowing

ndustry
rms
11950-52 | 1953-55 | 1950-55
~ Million kronor

576,9 565,3 1 142,2
467,2 544,8 | 1 012,0
109,7 20,5 130,2
438,3 449,7 985, 5
24,7 25,8 6,6
119,6 101,1 153,6




Investments and financial conditions of industry

Stone, china, glass and brick industries
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44 irms
1050 1951 | 1952 = 1953 . 1954 | 1955 1950-55
Million kronor

. INVESTMENTS 23,6 54,4 41,0 7,2 49,2 51,3  226,7
 Of which in fixed assets 26,5 41,7 37,1 21,6 46,8 42,8  216,5
inventories -2,9 0 12,7 ¢ 3,9 -14,4 . 2,4 85 10,2
 SAVING 36,5 32,5 34,4 48,3 47,3 40,0  239,9

 VARIATIONS IN: ‘ 7 | ; } ; }
 Financial assets 17,7 16,2 -3,6 42,7 . 49,5 7,1 129,7

Of which cash in hand and g : ; ; § §
other 14,8 14,6 -3,5 15,9 28,3 16,0 86,1

NEW ISSUES OF: | | 3 7
Shares 0,1 - 0,1 - 52 - 5,4
Bonds and mortgage loans L =0,1 ; 14,5 . - | 1,4 é -1,0 | =~1,2 13,6

- VARTATIONS IN:

~ Other debts than bonds : ; : : §

and mortgage loans 4,3 39,2 44,5 2,7 ; 46,0 é 17,9 é 154,6

Financing industrial investments in periods of several years

Stone, china, glass and brick industries

44 firms

1950-52  1953-55  1950-55

Million kronor

é INVESTMENTS

. of which in fixed assets
inventories

: INVESTMENTS FINANCED BY

: Saving

Utilization of financial assets

External capital borrowing

119,0
105,3
13,7

91,5
6,5
21,6

107,9
109,7
-1,8

93,6
0,4
13,9

226,7
216, 4
10,3

193,4
0,5
33,0




Investments and financial conditions of industry

Foodstuffs industry

30

38 firms
11950 1951 | 1952 1953 . 1954 1955 = 1950-55
Million kronor
~ INVESTMENTS 26,0 64,1 24,7 7,6 44,2 26,4 = 193,9
Of which in fixed assets 25,3 28,7 | 24,7 23,5 32,2 26,3 160,8
: inventories § 1,6 é 35,4 . - ;—15,9 é 11,9 ¢ 91 é 33,1
. SAVING 23,8 12,9 22,8 24,6 ' 21,7 22,0  127,8
VARTATIONS IN: | ' | : 5
. Financial assets 24,9 -3,9 25,4 16,2  -9,4 18,6 71,8
0f which cash in hand and : | 7 i | : |
at banks -1,2 . 1,3 | 5,2 10,8  -8,8 1,5 8,8
other 26,1 -5,2 ;20,2 54 -0,6 17,1 63,0
_ NEW ISSUES OF: | 3 1 | , |
~ Shares 6,3 4,6 6,9 7,4 12,4 10,3 47,9
Bonds and mortgage loans ? 5,2 . 0,2 0,2 - 0,8 0,4 § 6,8
- VARIATIONS IN:
Other debts than bonds : § : : }
and mortgage loans 15,8 42,7 21,5 -8,5 0,1 12,3 : 83,9

Financing industrial investments in periods of several vyears

Foodstuffs industry

38 firms

. INVESTMENTS
. 0f which in fixed assets

inventories
INVESTMENTS FINANCED BY

Saving

External capital borrowing

11950-52 . 1953-55 = 1950-55

Million kronor

Utilization of financial assets

115,6
78,6
37,0

58,0
10,1
47,9

84,2
82,1
2,1

55,3
9,7
19,1

199,8
160,7
39,1

122,0
14,6
57,1
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Investments and financial conditions of industry

Textile and footwear industries

31

58 firms
11950 1951 1952 1953 = 1954 = 1955  1950-55
Million kronor

. INVESTMENTS 55,0, 53,0 5,1 11,0 27,0 22,1 173,2
TP Tr—— 32,5 29,4 21,2 15,4 17,8 12,0 - 128,3
inventories : 22,5 | 23,6 %—16,1 S -4,4 9,2 10,1 é 45,0
| SAVING 29,7 20,4 23,5 17,6 16,0 12,4  119,6

. VARIATIONS IN: ‘ | 5 | z
Financial assets 8,2 E 1, : 2,2 ; 3,6 -6,7 0,4§ 8,9

0f which cash in hand and E : : % : :
at banks -1,3 -5,0 10,0 2,1 -7,8 -4,2  -6,2
other L 9,51 61 -7,7 1,5 1,1 4,6 15,1

NEW ISSUES OF: : '
Shares 1,0 . - - - - - 1,0
Bonds and mortgage loans 0,2 2,8 -4,9 2,4 0,1 | 0,5 0,1
. VARTATIONS IN: ' |

 Other debts than bonds and : : § 1 ? ; :

mortgage loans : 31,7 . 29,8 -8,3 —3,1; §;3 & 12,0; 67,4

Financing industrial investments in periods of several vears

Textile and footwear industries

58 firms

. INVESTMENTS

Of which in fixed assets

inventories

- INVESTMENTS FINANCED BY

Saving

Utilization of financial assetsé

External capital borrowing

- 1950-52 :  1953-55  1950-55

Million kronor

113,2 63,6 = 173,2
83,1 40,3 = 128,3
30,1 23,3 44,9
63,0 34,6 ° 108,8
13,0 10,2 14,4
40,0 20,7 54,6
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Abart mavex desline with wis sifveta of wage incresscs
m-um;n_mu;uft.ﬂmmm.mgwa

by Lare MNibseth

This paper will shertcly uamu end give a demdptiw
of an Llovestigation perforued within the Institute for Econond ¢
and Secial Research in Stockhols congerning the effects of wege
incresses on & fire's cheice of preductisn wethods. e in-
'ruuuuen in guestion alzo desls with the effects of wage .I.ncrom
on a fim's price and proluction paiicy but thepe problm will-
wot be discussed iu thia pi,nn <k

The paper i built up i the following way., At first we
shall give a description of the present theary of preduction
from whiich the hypetheses of the uwniuium are taken, Seceandly
we shall give & shert accowrt of the material used for testing
the hypotheses. Them we shall discuss the results which have
Come sut of the inwvestigetion. At last we shall Eai'";-'lr dlscuss
our spinion coucercing the effects of wage tncnuu on d.l!hﬂnt
types of Lnvestmects of & firw. '

The preseut thsory of [reduction is built on the asmsptisa

valid for both the price mud the predustion theory that & firm

tries to combine e use of different factors of production in

}3 such o masiner a3 ve maximige 1té profit. With resard to tho"

L th oy of productisn this weans that the itew amcrg all tho
pessible combinations of factors of production that can produce

,‘ a glven volume of production will alwmys choss will cost

lesst for fts use. When there are on)y 1w factors ef pruduction

_ this theery s aftes presented in s graphical form. The twe

] facters of preduction for instance capital and laber are measured

along the y- md the x-axis respectively  ach given volime of






ary the cheapest to use. whlch velumme the firs will sctually
produss is dependiag not ealy on cest condlitiens whisch we get
frem the theery of production twt alee su desand and oo the
marist situation. The fimal selutien te the problen we geot
acourding to theory fres the different jwica theory wodels.

Owr naxt prebles: s what will happea te a firn’s cholee
of emmbinstion of the twe factars of production If we increase
the priee of one of them? If we Lnorease vages that is in our
model the price of the factor representsd along the x-axis what .
vill happea? Well, the slope of all the stralght limes will fn-
Crease 85 & Sonsequence of the fact that the relation between ¥
the price of the use of one wnit of labor te the price of the
uve of one unit of sapital has inoreased. Our whole aystem
otmu--u-mrumm-uw-mun,
change and all limes will have & larger slope. Bt os -nu-.;-;
1m-mmummdu.-hwwdm
lincs must moan thet the peiat vhare a straight line is tengent
boﬂmtmmmmuwmndlm'
away frea the m-axis than before. mmdmm‘
thit the cembinatien of the twe fasters that is cheapest te
for the firm in srisr to produce a given volime of production
Mﬂuamd&wmﬁf% rertion
dummmmwﬂamm
omnsmdng (w-ommmdng) cemtdnatien thas befere. This result ‘&ﬁ“
is walid for all @ifferent volumes of production. It mast be
peinted out hovever that the increase in price of eac of the
ram'mﬂwinumiueym&«mmmb“
the firm of the sther factor will inervase. mmu

awuu.~mmmeumrwwmu
on the substitution cenditiens between the twe factors. un-lh“
mmm-uxsmmmuﬁmw.m
mmmw.m-w:mmuu
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The comgpenise favertigsted cesgrice sow by sagliesering
firm, coe eteesl company, ow Twwiture fire, ene sw-adl),
oo prale-ail] sod ene textile tempauy. o Firme vere chepan
22 6 te represant differest tQyyes of induwetries for fnstance
capital-goads industsry oconpmption -~ goeds industry, w
indistry home market industry etc. The firms wers Mmﬂ
by thees different sstheds namely 1 isterviews in the firms,
2) stuties of wirten msterial scosssidle withia the firms,
3 Mudumuum(mmtmum{m
prverement bodies, ‘
mmﬂdﬁ#unmamﬂah

umu-mmwummm'] |
changes in production methads, prices m»unm
wmummnmanm
mmwmmuﬂnmmluWW

nmdmﬂmnﬂamdmaMam
develapmnt of pperetien carde, the sacvsal chamges in pn dapction
setheds for sune of the sset cwewe predocts of that fimm. We
mmwammw.mammuu -ﬁufi’l’.‘j
etudy if the wage-increasss had been af sy mmm!wm_
in methodas. '



Mept firme in Swedan give {afeveation each yesr o
diffarent govermsent Jdies adowt thely actnal invertaeats
&uring the ysar sad thelr planed lnvesteests far the par
te cama, They alse gl iafermstien about the diffesrent
types of spleywes that heve been eployed dmring the year,
about vhe different vypes of reaw saterials thet hadse bess
uded acd abeut the velwme of yreducticn of &ifferent goeds that
ha+ besn preduced. All thaee different Ypes of mterial feor
the six firme were used in avder to get an ides of bow the
production setheds had chucged. Martherwere the wmval reperts
of the cempanies were mest helpful as they cestain gquits a
1ot of information abeut different types of lnvestmsats  the
firme, of ratissalisations and se sn, ‘

3. Bamalia al she isvestisatisn

mmm:amw&uuﬁomm
uummmdﬁumma oy
w-—»um—uuu*umu
predurtion methads. h‘mmnaﬂﬁh‘unﬂnm
mmu.mu.nm
mmmmdmmnwmqm
sostly 5o such resctions opuld be found., mmm
reasen for this s naturally the presext rigities in the svais
jreduction metheds. Thers wust be very large changes in ¥
prices Lf it unhfaﬂnu*Wh!-ﬂm

mnnmmummmd*
explanation, mmmmmwh
the tschmical dewslepmect. MWWM
md&ﬁmwu“huﬂﬂnmﬂ
MﬂWMMhﬁMtdﬁ&m_.
theory of production. There heve always been s lot of prefite
ratismalizations te do. The recssn ofy ¢t are not int 3
et once semas t b m.rmmmmummi
its productien methods t quickly. Pesple st pot tine te ads
to now mstheds. Dut whes they ée that theww bre coming new
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4. MMWMW

Frem the results of the investigation we can te seme
extent discuss what vill be the effeet of & wage increase on a i
firm’s investment astivity. Te start with it scems well fitted

te divide a firm’s investment uuvity ints three groups mk
1) isvestments for expansiea, 2) hwumnu for ntiualiuﬁﬁﬂ
and 3) investments for replacement.

If we start wvith dissussing the atﬁeu of a wage mm

s fire’s imvestments for expansion it is quite clear that
under eeteris paribus assusptiens these m:mu oudlt u -
diminish as the profitability ef the tmmt acuu as ;
ve have found hevever that this mere u-m-u”l”" ment
must be mederated te semc ﬂtm.
large wage inorease and if the dnnhpu%t d-nq 3
fire's produets dees not shauge as & mcqm gl‘
inerease the t eretical statemeat ;- B
1t ommes hrg-vqpim thn'_

products that makes lt pomm te m puu -47!0
compensate for the sost increases. VWhen u caes to -.n wage
ingreases this possibility of mﬂu is net att m ”j,l«

sertain, From sur empirical material, however, we hn le d
that investments for expansisn are not made to the .’.

eash year in a firm but that they scem to come rather m-c
You have seme years with very large investments for mm

then you will step this type of investment activity for seme “;5_15--:
time waiting for demand te increase up te your new upndq

depend on eash ether. From that it fellews that fer a fimm Jm

¥y
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meking expension investments & wage increass vill probably mot ea
profitability grewnts disinish these lavestwents, But all the same
A% say have same iafluener en the thng of the invesvwnts in
ueotien. Mshmmmtmmmmmrnunum';
somm U0 be self-flnamoed to a very high degree. Kov a8 & wage in-
eresse vill mean a minishing of & firw’s prefits thon it vill prebably
alse 48 indsh the self-finance pessibilicics of the firm, The vage
mwﬁoﬂtmmmﬂumﬂ-tnm
Mufamu—mmm g

4s %o the effecte of a wage iserease on & firm that is

Mﬂomdﬂh. !u-mnyhmhﬂmﬁllﬁ
M-mmmunamummmf
Mans. As te the profitaldlity motive it is cloar that the wvage
mmmmqu-uum-m

Mt do thom, ‘nmmum‘mm
tlens o some degroe but as vages ofthn acooumt for a rether
mdowomdmlwuumwm
uummuummwmmu
Mununmuwupm‘un
ey effects on the plame of the firm, huﬂml‘thﬁn“ﬁ
umuwwummmnmm;;

mmdmmmuwunmm“
mﬂnﬁ-aﬂm-dmmwmuﬁmd
& fire’s futwre preduction methods vill be very small. |
nhthonmﬁnwmmnﬁ-nm.,_:,
lnvestments of a firs the roasening seems te be more in 1ins vith whet
we dlscussed in pednts 1-3 dn this paper. The ratienalisstien
otmumﬂmwamwhnuhnmmw
Mm.mwn@uy.amm.w.fm.-mm
mmwwwrmmuﬂmmmwrmm.
Hcmmhnmwmmuunm, start a
speeial d@rive in & fimm to ratieonalise more on points vhere l-h«q;rr



use cepecially much lalur. fSsowally Gis sdght bs the case
in firme for instame: where the ‘oage incresses xeans thet the ]
profitabiliey diminishes vory mah., Fros the emgirical material
of the iwwsstigstions ve alse ﬁ'aund that wary firse seas to ba
VoEy Wpeet when tiv coats of & prosct olisd over the price of
the produst. Mrwtwrywnmwmmmm
in spite of costs bedng hdgher than Jrics but at that very ;
Boment whea costs are geteing equal or sbove wies poople in the
fim vill esusider the situstion and wenier LI they can do Wu
aboui it for lustance raticaalize predumetion nothods threngh
lovestacatss In that way & vege Ancrease sdght influssce
ratlenalization {nvestments quite nhthﬁm&unm ‘
proflearging ase vory sall, hthoﬁnrhﬂwmm
forget that a wage m alss means less pud.mtht fI'
self-finance Mhth&tm mdhhhh ummlu-

pe of lnvestment at all. tu-ﬂmﬂ'wdum
htd!hmm. Hmnlnmu-nlthnuu-u
mmm—nmm—nﬁnﬂmum”
you wvoulld 1ike to. ummmlmmm“&u
ﬁmmwmxuhmmww
the eld ene than it had ethervise done. Moatly yeu will net
~Mmmmumhﬂhrm“mm
ﬂhmtwdawlmwmmm
of nov machine. . *
hhwwumwummmmduacrfm-atg'
vmtmmuann'am-mmuq. Owr main gon-
eluasion bedng that those effrcts soem to b father ausll, We
mdnuhum\hm:mmruu&mﬂmm
about swrepdnien ef the fagetors that detaredon the general
level of imvestaunt withis a firm, ‘o think that the twe wadn
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fe 3 LS B ¥ T2 o
§ ‘ B 3

ad 2 i !
in the # L ey 3 “7 & »
sefiprs in vE % 4 . ¥ Thd 8
Covy Lo s B oieh Rewamedh & ' y  BbiD ER S N
ouwr eplnlen as (i Ffirme ary nors , 3 at when gy
R ® ‘,'g.‘ L5 1 g B 1900 wain ) S i sem TR
disninighing. The reazen far this goeass nein) y Ly pivie Lo

&

with the pogeibilizies for ealfl finanwes of lswssrewunze, Fins
in ouwr dayr sems ta rely te & wery Diah dasrwe on swr 1 oadas for
investesnte. If they de pat have e funds they erv mech sose
wardlling te wndertaie the luveaDuenis., Now & Tiw with a
groving deaand 1s meetly o a better profitasilicy siteation
than other firme and ~ac {n thot wiy afferd to naks now Lovest-
meats.  Vhan doing thess the firaw waturelly teke sccomt of the
techaloal develepment. A8 the wde of new Lechnic often peccas 2
lead te further new tochulic it seme alse as If reduical -
dovelopment will be faster iz branches with a grewing dessnd
trend than in esther lranches. The develsprwnt o the oar and
the textile industry sews te lend sgyert o 2his tanclulim.«-
In that way the effects of wage locresprs vill jwobably be msch
smaller in such grewdng iodupiries tham Az sther industriss.

It seema ruther to be the othar way he devalspment ia
these expanding brenches makes wage locres e possible which
will have effects on wages, pricess, lovestmanty and 89 on 4B
stagnating snd declining brenches
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In Sweden information about accomplished investments have been
collected ammually from e sample of manufacturing enterprises since
the autumn of 1938 and the data were expanded as from the autumn of
1942 to comprise the investment plans of enterprises also for the
following year. Since the autumn of 1952 the investment questionnaires
comprise all establishments with more than 50 workers, and a sample of
establishments with 5-50 workers, which is blown up to a totel level.
To begin with, the information was collected only once & year - in
Gctcber,leontain information about investment made during the preceding
year, preliminary information about investments made during the current
year and investment plans for the following year. As from 1955 in-
formation has been collected twice a year - in March and October -
the data supplied in March containing both a still preliminary in-
formation about investment during the immediately preceding year, and
revised information about the investment plans for the current year
(the October questionnaires are set out in the same manner as before).

The investment plans are of interest principally from two points
of view. First, for assessing the economic situation it is of interest
to know what investment is planned by the manufacturing enterprises at
different points of time. Secondly, on basis of these plans it is de-
sirous to be able to estimate, with the aid of the knowledge gained
about the factors influencing the investment plans of the enterprises,
how large the velume of actual investments will be during the relevant
period. In order to achieve tolerable certainty in connection with
the last-mentioned application it is, however, necessary to know some-
thing about the cause of the deviations existing between plans and
actual turn-out. Imperfect knowledge in this respect is particularly
troublesome when expressing more exactly e forecast of total investment,
which the drawing up of mational budgets entails. For this reason, the
National Institute of Economic Research has initiated an investigation
for the purpose of obtaining explanations of the deviations in plans
and actual turn-out of manufacturing investments and thereby to attain
basis for more reliable investment forecasts.
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The first stage in this iuvestigetion has been the comparison
%wg-aﬂgg&g&igg-ﬂngaﬁg
the years 1953-1958, %af%gx-ﬁ% iofeﬂeﬁ.c&

size, $.e., establishments with §-50 workers and more tham 50 workers,
3%3&3”% the same division as used at the regular 38-2.— studies
and comsequently available for ell inguiries. The results of this
ggnﬁﬁg_&& both a.agunuaﬁ (Tables 1 and 2) and
at fixed prices (Table 3). As the existing mumber of establisiments
1s changing constantly, the respending es tablishments changs corre~
spondingly a at the different imquiries. In order to aveid the errors
:ﬁ&annfa?gggiﬂggig
Keﬁ»oou .gﬂg have therefore been n picked out in ome of the
sp!n%«ﬁ.rﬁ groups - manufacturing of hardware - for the peried
1952-1956 whereafter the materiel has been divided into five different
groups by size. The results are shown in Table 4. No comparisen has
boen made for umits of establishments, but all cemparisons have referred
to aggregates for the relevant group arranged according to size.

As appears from the attached tables (see particularly Table 2)
considerably improved conformity has been obtaimed between forecasts and
actual tuwrn-out for the bigger establisiments than for the smaller omes.
Farthermore, the data regarding investment show in both sise-groups,
i.8., 5-50 workers and more than 50 workers, better conformity than the
information obtaimed about building and comstruction and machinery and
equipment, respectively, each greup by itself. The systematic over-
estimete in Forecast I and II of the investments in building and con-
struction, which cen be observed in both sise-groups -~ with o fow
exceptions during recent years in respect of the small establishments -~
can to some extent be explained by the enterprises being unable to carry
out their building plans beceuse of the Covermmental comtrols over
building activities which have existed during the peried under veview.
This becomes alse apparent from the fact that the over-estimates have
been considerably smaller for the investment year 1958 than earlier and
that the building investments in 1989, according to information mow
available, have been consideradbly under-estimated. In fact, the buildix
control affecting building and comstruction in mamufacturing hes, om the
whole, been unchamged from 1953 until 1957, but as from 1958 comsiderabl
relaxations were introduced. Whilst during the earlier years the eater-
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prises systematically over-estimated thedr building investments they
have, on the other hand, in Forecast I systematicelly under-estimated
their investments in machinery and equijpment. This applies to beoth
sige-groups of the éamn-mm. in Forecest II (March survey) the
group covering the bigger estsblishmente has over-estimated machinery
investments also, vhereas the small establishments have, as a rule,
still under-estimated them. The wnler-estimate of the machimery in-
vestments in Forecast I can be due to the plemning period for the
machinery investments being relatively short and that the enterprises
therefore more easily lose sight of them im the forecasts and that some
of the more routine investments are forgotten. HMoreover, it is possible
that the under-estimates of the machinery investments can be due to the
enterprises - 4if they have mot obtainmed permission to build - having
insteed used part of the funds reserved for investments in machinery amd
equipment. These explanatioms ave, however, only hypotheses, the va~
wtty#whichnhlllhfouﬂmbyﬂu mtimud m:upum
planned by the Institute.
In 1959 the Institute started a more pemetrative investigation

into the investment forecasts for the years 1953-1956 covering 135
identical enterprises in the metal and engineering industries (253
esteblishments). The material comprises a semple of emterprises with
at least 100 workers, which has been divided into three groups by sises
100-199 werkers, 200-499 werkers, and 500 workers or more. It is planme
to expand this investigation to comprise also ¢ sample of enterprises
with less than 100 workers within the seme branch. In addition to the
investment data obtained from the sbove-mentiomed questiomnaires, some
data, obtained from an investigation into the effects of various ecomomi
political measures on manwfacturing investment have also been utiliged
for these enterprises. Furthermore, certain informatiom is collected
for the enterprises concerned rogarding their applicatiems for building
permits and about how these applications have been treated, Comparisons
by enurpriuu are planned to be carried out with this material. This
part of the imvestigation has, however, mot yet begun and the exact
nature of the research werk to be comducted is mot yet determined.

 Seme of the deviations which can be found between forecasts and
actual turn-out cammot be explained by the statistical material dis-
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posable. In view hereof it can beceme opportuns to supplement the
investigation by special enterprise imguiries in order te closer in-
vostigate how the enterprises apprehend the questions in the regularly
recurrent investment guestiommaires, how they proceed vhen replying to
the guestions and what influence the enterprises accountimg, etc., can
have oun the informatiom provided.



Table 1. ts., Total

]
' Establishments with more tham 50
All establishments Establishments with 5-50 workers ! weorkers
- ' - | | 1
— Potad di e 28 et Scvmccee . S " 3 AP WO s .
ements | Building | Machin- oments | Building Machin- | o0 e Building Machin-
yoar e ® | and con- ery e and con- ery ve and con- ery
struction struction struction |
1953 Plan I 102 o 90 109 161 87 101 127 %0
Preliminary I 98 - 100 — 9% . 92 -89 97 ;7 98 100 98
Definite 100 100 100 100 100 100 100 - 100 100
1954 Plam I 85 111 74 72 123 54 o8 111 77
Preliminary I 04 99 o1 L " 15 87 .. o4 99 92
Preliminary II 100 97 99 ' 1 129 104 98 97 98
Definite 100 100 100 100 100 100 100 100 100
1955 Plan I 102 126 89 120 ‘198 91 100 126 89
Plen II om 122 108 123 173 106 110 122 105
Preliminary I 100 100 — 01 | 100 116 g9 71 100 100 101
Preliminary II %) 95 99 105 110 105 97 95 99
Definite 100 100 100 100 100 100 100 100 100
1956 Plan X 98 108 92 89 136 64 99 108 | 96
Plan IX 109 i1 106 1 159 92 108 11 108
Preliminary I 98 101 - 9 + 79 75 8 " 1m 101 101
Preliminary IX 9 98 100 88 78 o5 100 98 100
Definite 100 100 100 100 100 100 100 100 100

67



Table 1 (contimmed)

A1l establishments | Establishuents with 5-50 vorkers | botablishments with more than 50
Invest- . ; : : ,
! memt L. Of - __B_Lxh_isrh..i_L__ ‘ . Of which in
| puae Total in- iiiding | Machim-  otor 1™ Thuilding | Machin-  °°*t 1™ THifiding  Wachio-
vestments | and con- | ery ivestments and con- ery . vestments gami con~- ery
{ structien | : ; struction ! { struction
1957 Plem I 92 108 89 64 84 55 97 108 94
Plan 11 108 113 109 88 115 73 11 113 118
Prelimimary I 99 102 100 , 84 89 78 102 102 105
Preliminary 1I 99 104 97 94 93 89 99 104 98
Definite 100 100 100 100 100 100 100 100 100
1958 Plan I 91 101 88 87 92 22 91 102 87
Plan II 100 108 93 ' 110 84 101 105 {1}
Preliminary I 08 102 o5 04 93 95 99 103 93
Preliminary IX 99 102 97 106 116 98 98 98 97
Definite 100 100 100 100 100 100 100 100 100
Note: Plan I = Investment forecast in October the year preceding the investment year.

Plan II = Investment forecast in March for the present investment year.
Preliminary I = Preliminary investment figure in October for the present investment year.
Preliminary II = Preliminary investment figure in March the year after the investment year.
Definite = Definite investment figure.



A1l estsblishments Esteblishments with 5-30 workers LCstablishments with more than 50

: workers
: e Df which in Of which in Of which in
Totol in- “giiding Machim- ot 1™ “Follding  mechin- oAl 1% “Huiiding  Machin
vestments and cem- ery vestments and con- = ery vestments and com- ery
struction - gtruction struction
Mean deviation 1) plan 1 6,6 16,4 13,1 19,5 39,8 26,3 4,5 13,7 1,1
From definite = I 7,0 16,8 5,5 13,7 89,2 14,5 7.6 12,9 7.1
Imm Pnl- I 2’1 ‘,3 2’9 4 9,3 ’ 13,3 i g’g 390 1" 3’4
LA + 1 1,3 2,8 1,6 8,0 16,8 5,3 1,6 2,9 1,6
Average o) . ; ‘ : ,
deviation' Plan I - 5,0 +16,4 13,1 - 9,7 +31,7  ~26,3 - 4,0 +13,7 -11,1
Plan II  + 6,9 +16,8  + 4,8 + 3,3 +39,2  -11,5 + 7,6 +12,9 + 17,1
Prel. I = - 2,1 + 2,6 ~2,4 -93 -~ 4,9 -9,9 - 0,9 + 0,8 - 1,2

Prel. II = - 1,3 =03  ~1,6  +0,7 +55 -1,8 - 1,6 -1,4  -1,6

1) Average of absolute deviatiems from 100
2) Average of the aritlmetic sum of deviations from 100 ¥
mt‘“mlﬂ y -

[+



Index: definite investments = 100

All establishments Establistments with 5-50 vorkers | f"“”"""". with mere than 50
* ___Of which in : ) . Of which in 1 —__Of which in
Invest- - Total dn- iiding Hemin- | otel 1% “oiiiing  Mechim- ~  Total in- e Tachin
~ment ~ vestments ; and con~ - ery _ vestments  and con- ;ery . vestments = and con~ | ery
yoar | ' struction ~ strection | : struction
1953 Plen I ' 99 128 86 106 156 83 98 123 87
Preliminary X 38 %8 %8 82 8o 7 L, = 100 o8
Definite 100 100 100 100 100 . 100 100 100 100
1954 Plen 1 84 13 7 71 123 52 86 m 75
Preliminary X 24 101 9 94 115 87 9% 99 92
- 4
Preliminary 1I 100 102 99 L 11 129 104 -‘ 98 97 98
Definite 100 100 100 100 100 100 100 100 100
1985 Plan I 108 141 95 126 202 o7 105 131 95
Plan II 114 136 108 128 175 109 112 124 108
Preliminary I 100 o1 100 , 100 4+ 110 % /. 100 100 101
Preliminary I1 98 %8 99 108 110 105 L 95 9
Pefinite 100 100 100 100 100 100 100 100 100
1956 Plan I 102 118 9% 93 143 67 104 114 100
Plan IXI 109 118 106 11 159 92 108 m 108
Preliminary I 98 97 9 75 88 101 101 101
Preliminary 11 98 o5 100 a3 78 98 100 98 100
Pef inite 100 100 100 100 100 100 100 100 100



Table 3. (Continued)

: All esteblistments Establishments with 5-30 workers [IStablishments with moro thas 50
,Invest- ; .
Goe | | Total in- iR Total ta- aﬁiﬁx&&:— Total dn i
vestments and con- = ery . vestments and com- ery vestments | and comn- ' ery
- struction :_tu'netia: :trmm
1957 Plam I 95 108 91 6 87 57 100 112 9
Plan II 108 114 109 58 115 73 m 13 115
Preliminary I 9 00 — 101 84 89 |, 103 202 108
Preliminary II 29 102 97 94 93 8 99 104 98 .
Definite 100 100 100 100 100 100 100 100 100
1958 Plan I 90 100 87 86 a1 91 91 101 86
Plan 11 9 105 98 a1 109 8  1m 104 100
Preliminary I 98 WL o 9 4 0 9 93 o5 (4] 99 103 96
Preliminary IT 9 102 9 106 116 98 98 9 97
Definite 100 100 100 100 100 100 100 100 100

Note: See Table 1



Index: definite investment = 100

Investment yoar:

1952 1983 1954 joss 1956 Esteblishments withs

Plen I 477 99 287 185 m\
Plan 1I o - - 119 121
Preliminary I 127 98 89 103 108 & 5-24 workers
Preliminary 1I - . 9 104 es |
Definite 100 100 100 100 100 |
Plan I 62 110 38 93 83)
Plan II - - W 89 m\
Prelininary I 101 %6 &2 1§ 100 25-49 vorkers
Pralimiuery IT - - 108 102 |
Definite 100 100 100 100 100,
/Plan 1 8s 54 45 127 93';
Plan IX .o oe ve 306 103
Preliminary I 8 110 92 o4 108} 50-99 workers
Prelimimery II b - 103 104 98 |
Definite 100 100 100 100 100
Plan I 102 82 74 148 100 |
Plan II - - . o4 127
Preliminary I 102 95 7% 98 108 - 100-199 workers
Preliminery 11 o o 98 103 96
Definite 100 100 100 100 100,
Plem 1 89 103 86 107 106
Plan XX oo e e 120 122
Preliminary 1 109 101 90 106 101/ 200 - workers
Preliminary II - - 100 o6 9%
Definite 100 100 100 100 100,



Part I:d

"HOW WERE 1955 INDUSTRIAL INVESTMENTS INFLUENCED
BY GOVERNMENT TIGHTENING OF ECONOMIC CONTROLS."

by
Ouy Arvidsson

(e contraction summary)

55



During the first four months of 1955 the Swedish govermment
took certain steps in order to prevemt inflation. These measures
weret 1) levying a 12 per cent tax on investments exceeding 20,000
Sw.kr. in private industries, 2) requiring commercial banks to raise
cash reserves and 3) raising the discount rate by 1% from 2 3/4 to
3 3/4%. In order to find out the effect of this tighter econemic
policy on industrial investment behavior, Dr. Ouy Arvidsson of the
University of Stockholm carried out a far-reaching investigation
smong Swedish firms during the swmer of 1985,1)

Dr. Arvidsson submitted a questionnaire to more than 3,500
enterprises in different industries, asking them about the size of
their investment allotments (excluding repaire and regular mainte-
nance), budgeted in 1955 for factory dbuildings, machines and similer
equipment, motor vehicles and employee housing, He furthermore asked
whether any of the original investment plans had been changed because
of the new economic policy of the govermment, and whether these changes,
if any, had been mainly a result of the investment tax, the greater
difficulties in borrowing from commercial banks, the higher discownt
level or a cowbination of the three measures.

Dr. Arvidsson theroughly discusses all the problems involved
in such an investigation, especially those of discovering the relative
importance of the three measures mentioned. There is no reason for
us to concentrate on these questions in this summary except to mention
that the three measures yere not introduced at the same time. The in-
vestment tax was imposed at the very begimning of the year and the
restrictions on cash reserves a few weeks later. The discount rate was
not raised wntil April 1955, however.

Infermation was received from sbout three-forths of all enter-
prises questioned, varying from 60% in some industries to 90% in others.
FPirmg failing to answer were mainly smaller enterprises which were less
affected by the investment tax because of the 20,000 Sw.kr. exemption.

1) The result was published in the "Ekonomisk Tidskrifevw, 1956,
PP 40-60.
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The results of this first questiomnaire show that 60% of the
enterprises wvhich answered had not been influenced in their 1958 in-
vestment policy by amy of the three government measwres. Of the re-
meining 40% about half had beenm influenced equally by all three measures
te decrease their investments, whereas the other half felt that the
investment tex was & much greater detriment to imvestment than either
the tighter credit market or the high discount rate or beth.

There was evidence that the credit comtraction was relatively
most important to smaller enterprises. (This was expected because the
20,000 SweKr. exemption made them less vulnereble to the investment tax.
The mediwe-sized enterprises seemed hardest hit by the investment tax.
The very large enterprises seem to have carried out their investment
plans in spite of the tax. Finally, the high discount rate seems to
have had very little effect on the willingness of firms of all sises
to invest.
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A CASE~DTUDY OF THE 10 TALMCREIR: IFDUSTRY

Part 1 ie prepered by Bertil Emeroth
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In the firet section of this report we have given & eunmary of the
main findinge of the numercue studies in invesiment behaviour which
have recently been compleied or are nmow being conducted in Sweden, In
this eection, by confirming curselves to & single brumch of industry -
the metalworking branch - ue well as to epecific types of investmente
and investment Secisions, we have beem sble to explore wore thoroughly
a narrower sector of the flield of investment dbehaviour. Ve have used
the cuse study method of research, a method shich seems most appropriate
for studying a problem in great fetall vhen there is almost no previous
reisted research on which o rely.

Pourteen factories were selected for our etudy. {See supplement,
"How the imvestigation was made.") Ae might be expected, it wee imjossible
to obtain the extremely detailed duta we desired from every fipm, 1t ie
only in recent years that factoriee have hcg.uh to record data euch as
the cost of repalrs snd renovations or the number of hours the various
michinee are in operution, and many of ocur questions simply could not
be snewered, Coneeguently, for many of the questions there are comparable
data for ouly some of the fourteen plants,

The following list givee inform:tion concerning the character of the

fourteen ypliunte,



2 liet of the firme in the investigation
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?:Fl».mt i Sist g” 1 Type of product.
cofe~ ‘
| i ‘
{ 1 | medium-sized | Fabricated metal grodmuﬁmm handicole;
P2 i " ) '
1 4. . |
A e 'Househiold stoves;
4 5 . Household appliances i uMgemzt:n; fans;
i vater heaters; vicuum
b | med_im-aiscd { b ity
- 6 % large :‘ma engines; turbine
| 7| - General industrial ﬁﬂl’“‘_’“‘”“ 1:;*:; ngﬁ;:;ﬁ
i 8 5 » SRipmnt | el. motors; locemotives
% ' i paper ind, mhuu'x.
7o G L g | pedium-sized { radio~ TWesets;
lecvrr | 39 1w " Communicatione { electronic accassoires.
i equipment {
AGH 11 | large Precision mechanisms 'engineering and scientd
i 79 )fic instruments; op-
- ticsl ané mmum
Limtrmutl..
, . 3
%@g‘w‘? 12 large . machine toole, metal-
(0 %02 | 13 | mediumesised | letalworking machinexry @2’{?,:5 :;g,’f:"ﬁ,m_
%) A medium-sised firm is one with 300 - 800 employees Ve

A large i »

L " 1000-10.000

L



Chapter 2,
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The relative importance of different kinds of investments, *

From official filee (Eungl. Bommerskollegium) we obtained the relative
distribution of gross investmente by main types of investments euch as

buildings, machines, wotor vehiclee, maintenance of these assets ete.

for each of the 14 plunte in our investigation. (See table mo. 1.)

Table no. L.

Average percentage distribution of plunt investmente for the yesrs

i |

_ Flant numbey Aveye-
| 128 456?&91&11121514‘? .
T ’*ﬁ?ﬁ%%i e%<~sfe- V2SN AN A ;a_,._@__
Tndustrial '- |
budldings 11 13! - 6 .':1 20 22! 56 2 | 1 21 181 18
Haintenarce of } k .
26 s
builaines 185 8 164 6 | 14 430 10, 51 gl 8 12
Machines 29 47 32 38 35 55 48 34 54 25 27’ 55, 58 42 58
Matntensace of o720 4z 21130] 622 29) 423 16 7) 10| 19 22
Motor vehicles = | 4 1 11 :ui-;z?ang 4i 2 2,1 L
Haintenance of = | b T i
motor vehicles (2 1 4 2 1-;_- 1.8 5 11, = 2 |
Empluyu houeing = P A { I ¢
ctc.-.aol =42131;-:-; 70 4} 3} 2 4
laiutenunce of | Pl RN 4
employee housingl 1 4 = | 6w (= == 40 1] 1/ 1| = T
mmmm X 1 m:’xmm 200106 100 100 100 | 100 |

x) Maintenance costs (repairs, servicing etc.) bave alsc been included
under the heading of investments,



During the years 1954 - 57 the firme with 1000 - 10.000 employess
gpent relatively more money on investments in industrial buildinge und
employee housing than the emaller firme with 300 - Boo . employees,
(See table no. 2) The smaller firme iuvested relatively more in main-
tenance of bnilﬁingé s machinee eto, than the larger firms,
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Table no. 2
. x) |
ﬁ . Average perceatage distribution of
Inveetment in © investmente from 1954 - 57 made by
. Flants with | Plante with
. 1000 - 10.000 employees; J00 -~ Boo employees ‘
| Induetrisl buildings 21 % 14 %
Repsir of " 10 B ¥
Employee housing 5 4
fepair of employee
] housing 1 . 2
| Motor vehicles ¥ 4
- Repair of motor g
vehicles : 1 2
Yachines ' 39 37
Repair of machines ] 21 23
1 2 R VD S R M e 00 0 00 9 U A 7 21 B T LT
100 % 100 %
Buildinge, houeing :
motor vehicles, ;
machines ; 67 % - 5% %
| Kaintenance of all these ]
assets 33 % 41 %

x) The average of the percentapes givem in table no, 1.




Flants belonging %o typee such s8 "fabricated metal products®,
vgeneral industrial equipment® and “"metalworking machinery" spent
about 43 & of their invesiments for machinee Guring 1954 - 57 while
plante belonging to "houschold applisnces®, "communications equipment®
and "precisions mechaniems™ gpent only about 30 ¢ for machines. (See

table no. 3)
Table no. 3
x)
Average percentage distribution of plant investmente from 1954 - 57
by type of plant,
. v Tyreul-plant
: §

Investmsnts ‘Pabricated Household |General | Comuuni- i'.l?reci- Eetal-
made from 1954 - metsl  eppliances infuetrialcations ;sione  workin
1957 4n | products | equipment | equipment mecha~ 'machi-
: 3 'nisme | mexy
Ind. buildinge @ 1% | T4 4% |w% (NE | U4
Mutenmcg of | ) i )

Ind, builédnge = 127% ¢ 174 8 i 7% j10F 0 1%
Fmployee houeing | 10, | 25 8 % - 1% | 24
Kuintenance of o ) .
employee houeing: 1% | 3R - 2% 1% | 1%
botor vehicles 24 | s5¢ 1% 179 | 4% f 24
! T ' i
%mintenanee of ! E ] : ;
motor vehicles = 1 % 2L - 5 % 54 | 1%
; . § . : 1 ]
Hachines L 58 % 34 % 59 9f (271% %%
Baintenamce of | | | | !

machinee L 36k L 5 P - 20 7 13 % 165 |12 i
| £ 1W0F  [l0% [l0% (100% 00% (100 %

x) Be note on page o 3
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The importance of different types of investment varies greatly
from firm to firm, induetry to industry and year to year. Turing 1955

meatures such as raising the intereet rate and levying taxes on in-

vestment were taken to ocurd investment. The firme under investigation

firet reacted to these restrictione the following year, 1956, snd the

reactions 4iffered coneideradly among the firms. Mlants belonging to

the metslworking muchinery industry seemed moot sensitive to the

changes, since their 1956 invectments showed a decresse of 27 % from

their 19°5 investments. The emaller firme decreused their inveetmente

about 6 ¥ 4n 1956 while the larger firme, with the exception of those

belonging to the metalworking machinery industry, actuslly increaged

their investmente, though only about 5 7.

Flants number 1, 5, 5, 10, 12, 15 and 14 decreased their total

investmente in 1956, The average decrease was about 50 %. The amunt

of money invested in machinery ly these plants decreaped about 15 %

from 1955 to 195 while the amount of money invested in maintenance of

machinery remained about the same,

Flante number 2, 4, 6, T, 8, 9 and 11 increased their total invest.

wents in 1956 about 19 ¥. With theexception of plant me, 10, all of

trese plunte had hetween 1,000 and 10,000 employees,

Fable po, 4.

Average change in
1956 of investmente
in machines (19554100)

Average chunge in 195
of invesiment in main-
tenance of machines

{ 1855 = 100 )
Planis which in-
creased their in~ 113 151
vestments in 1956
Plénts which dew
crezged their in- 85 96

 vestmente in 1956




Table no, 4 shows the chanses in investment im machinee and
pacnine maintsnance for theese two groupe. One might expect the
figuree for maintensnce to be more stable thun thoee for machinery.

Thie hypothesie is mot, however, in agreemeni with the {ucte as

shown in izvle. 4,

In order to obtaein a complete investiment picture, we tried to get
dats on the firms’ 1956 imvestments in resesrch and development, in
education wnd in tools (e.g. hend tools, drille, jigs, fiutuzes), We
learned that investments in research and in tools wae wlmoet ae large
ae investment in mechinery while investment in educatiom wus insigni-
ficant,

The iuvestments Ain tools were not itemised in the firms‘report
to sungl, kommerskollegium but were included in the figures for
renersl expenses, From the interviews however, we lesrned that roughly
17 % of a firm‘s total yearly investment wae allocated to tools, This
figure 414 not include momey epent for emery wheele, cutting edges, etc,
Toole were written off immediately but onmly half of them were actually
worn out within & year. The other hulf might last es long a8 20 years
depending on the type of teol and how much it ie used, Almost all the
firme in our inveetigation produced their goods on & mude~to-order
haels und in amall allotments, Thie meaus that the tools had &
higher life erpectancy than A7 they had been contimuously in uee and
acoccunte for the fact that the aversge age of the "pari-time* tocle
was sometimes hetween 10 %o 20 yeare. Frequently, when the Tirme
changed Trom the mnufaeture of one product to that of a different on
they could use the old machines but had to invest heavily in new tool
such a8 jige and fixtures,



Table no, 5
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vercentage distridution of investwent in the year 1958 by plant.

Inveatment ia'

Plant number

;

O R S O S S I AN A ﬂ%ﬂ;‘ :ugiaaZuwmﬂ 'ﬂﬁéﬁﬁﬂé‘ﬂﬂzﬁﬂﬂg = uuﬂn;;gn S‘Li..&é mn&i tﬂlﬁ'ﬁé!!;m

Repearch and deve-

Lopment 254 14% 3] 39y 267.

Education 2 3 - 3 2

Induetrisl buil-

dings 3 16 - 2 6

Hadntenance of ine |

dustrisl duilldinge 4 10 21 8

Employee housing - - - - -

Haintenance of

employee housing 1 - - 1¢ 2

¥otor vehicles - - 3 - 1

¥aintenance of

motor wvehicles w - 1 - -

Kachinee . 34 30 i1 19 - 25

Maintenance of .

machinee 20 12 1 2 14

Toole 13 14 40 b 17
= 1007 1007 1007 1005 1005 1015,

Although there were im.ortant differencee in the 14 plunts under

investl; ation the gemeral investment picture in these piunie was

approrvimately the same, The main % pes of investments were tithose for

4 D A R DA G Wt

%) of the five firms for which we have figuree at present.
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reeeaxrch, toole, machines and maintenance of michines, Investment in
these fields represcnted more than 8Os of the firme* total investment,

Machines and the maintensnce of machines constituted about 40 %
of the over sll investment. We have concentrated on these itwo itens
in chapters 3,4,%5 and € of thie eection.
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Chapter 7, The age-structure of the equipment in the 14 plants,

An industry‘s stock of capital equipment is one of the chief
determinants of its production possibilities, To increase the
productivity of an industry it ie usually necessary to up-date ite
capital equipment. Knowledge of the age-structure of capital equip-
ment, therefore, forms a natural basis for a discussion of the
practical possibilities of changes in productivity both from a
national and an individual factory point of view.

From the plant information on the ages of various machines, we
calculated the percentage of machinee that were over 10 years old in
1954 and in 1959, For 1959 computations were also made of the percen-
tage of machines that were over 20 years old,

¥e also divided the machines into groups according to their re-
placement value (i.,e, the cost if bought new to day) and calculated
the relative percentage of machines over 10 years cld in wvarious price

groups, (See table no, 6.)



Table no. &,
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stoves,

2} There is only Sn-complete information availabdle,

: ; The year 195 T The Hg.
Type of ﬂ.m %- percentage distribution | Wotal 7 OF ~lotal &
plant sébdl _of wachines over 10 years machines of machie
{ e 911! by veplacement value ; - (| Be® gver
over 10 |over 20
%bcr. t{in Swedish croun-.} yeuze old|years old igdyem
_a?un-ﬁer 10,000~ over | '
110,000 50,000 | 50,000,
Fabricated metal! i o ) 2)
products : 1 Bl,2L 60,08 | 15,07 63 0% - 56,2
o i2 53,8 1570 | - g 55,0 3040 5,4
Househol @ appli- ‘ t \ . \i .
BnLes gt 3 ‘i - ‘) % - 21 - 21? 52’9 : ""2) jS'}
“ 14 1552 40,0 | 29,41 49,2 14,4 51,3
: : i ¥ § 1 %
" L g 1) R - - 30,0 - % 2540
General indust- | | i : o ;
‘rial equipment { 92,6 52,9 5946 ! 5543 24,0 51,4
: { { { ‘
Lo P11 3,6 156,35 | s2,c ‘ 55,5 | 26, 56,5
| | o g | \
: ; ; ,. ’
 Communications % P i 2
- P2 ) 2)i frsa | "
10 E il - - ; 7:’,0 10.9 ‘ﬁ,;
: 3 ij §
 Precieion ‘ ¢ g ‘ |
mechanisms 11 1 62,0 5586 | 15,0 €2,5 17,9 68,9
: ; i
‘e tslworking : ; %
‘machinery 12§ 58,8 (52,4 35,0 t 1,7 17,4 45,8
! i ,
o 15 6,0 1658 46,0 | 63,2 29,8 24,1
i ¥ . ;1 %
: N 14 e 2) : - 2) e ZJ %.0 : 10'5 51;?
1 ¥ 4 i b 1
Average D 56,14 | 51,90 | 49,65 M2 118,67 48,15

1) Pigures are only for that part of plant msnufacturing
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Fifty-four per cent of all the machines %abulated in Table
vo. & were over ten yeare old im 1955 wnd 48 % were over ten
years old in 1954, Although not quite comparable, the corresponding
figures for the UBA, published in the Hovember 17, 1958 iesue of
"The American Machinist", ave 58 % in 1956 anvd 52 ¢ im 1952, Thie
compsrison indicates thut the Swedieh metalworking planits im our
investigation wers more moderm than thoee in the USA, It ulso showe
that the percentage of rachines over 10 years old increaced at the
same rate in the USA as in the 14 Swedish plants. The percentuge of
machinee over 20 years old was about the same in the USA as in these
14 plants (18 % in the USA and 18,6 7 4n the 14 plante).

It ie rather interesting to note thut there wae oply & emall
‘difference in the age~stiructure of the wachines on & replacement
value basis, The ipexpensive muchines (4i.e, yeplacement value under
16,000 kr,) were sowewhat older than the more expeneive machines,

Table no. 7 shows the percentage of metal-cutting, wetal-forming

and other michines 4in the metalworking industry over 1C years old.
Table no, T

Plant Fercentage Share of machines over 10 years Qld
code no. Hetal-cutting llatal-f forming Other Total
3 1) 56 % 17 % 52 4 38 7
5 1) 58 | 27 2 50
T 51 o 2 - 5 54
1o 1 | 9 65 “
dverage 57 & ., a i 49 5

1} figures are only for that part of plant manufacturing etoves
2) there is only in-complete inforwation availabie
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According to tuble no, 7 there was a slight tendency for ibe
me tal-cutting machines to be older than either metal-forming or
other mechines. in inventory taken by "The American Machinist®
indicates that the same fact was true in the USA,

In our isvestigation we could find no correlation between the
sise of the plante and the percentsje of their mschines over 10

years old.
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Chapter 4, ¥achine Maintenance, A, The relative importance of

different kinde of maintenance,

The five plante included in table no, 5 spent about 14 % of
their total investments on machine maintensnce in the year 1958,
This term includee rehabilitation (i.e, removating and rebuilding),
repairing (e.g. replacement of broken parte), and servicing (e.g.
lubrication).

75 % of the investment in maintenance was-rar rehabilitation
and repairing and the remaining 25 % was for servicing. Of the 75 %,
50 % was for repairing, 20 % was for renovating and only about 5 %
was for rebuilding (i.e. altering the machine), This means that 11 %
of the total investment in 1958 was for rehabilitating and repairing
the machincs,'or in other words "investment in a emall way". This is
compared to the average of 25 % for purchasing new machines in the

year 1958,
The figuree reported to Eung, Kommeg llegium for investment in

maintenance did not include costs éuch as the oil for lubrication or

the labored and other coste incurred in weekly cleaning and lubri-

cation of the machines by the workere, This means that the plante

actually spent moro’than_14 % of their total investment on machine

maintenance,

B, The effect of : ng th chinee,

In order to get some idea of the kind of rebuilding the machines
have undergone during their life at the firms, we selected at random
from each firm 15 to 20 machineﬁ which were more than 20 years old
and belonged to important machime types (e.g. millimg and drilling,

lathee), In the interviews we learned that 89 % of the machines had
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never tesn reéhuilt.

Yable no., 8,

Of the 11 7. of theee machines which had been rebuilt, the re-
bullding male posoible

anew type of produtt . < ¢ s o 6 0 0 0 0 6 @

Wi
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e

intreased capacity . ¢« o o ¢ ¢ ¢ 0 o o

P

 other changes (e.g. the machine ie -
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It e evident that for most of the old machines (over 20 years)

no change wae made. The common bellief that the old muchines
ordinarily are rebuilt or changed simply does not seem to be true,
The majority of the machines could periorm the same tusks we when
they were new evcept that they might not bave been a8 precise,

C. The decision to rehabilitate s machine.

1t i= only in recent years that the firme have had & Tormulated
rehabilitation policy or have indulged in preventive maivtenance.
Previously a machine was not renovated until it broke down. Now
machines are designated for removation each yeasr, Farticular esphasis
is placed on those machines vhich are essentiul to production, irve-
viogly the workers themselves had % complain about & machine before
it wae renovated, Now, particularly in the larger firme, there are
generally epecisl repair and service meu who regularly overhaul the

machines, A& plant foreman usually authorises small repairs but the
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section chief ie consulted if the repair ecoste are to be more than
rinimal . The section chief ususlly decides whether to repulr, re-
novate or purchase a new machine depending on the relative cosis of
these alternstives., The coet of renovating ie ueually roughly one-
third the coet of purchasing = new machine,

The decision to buwy & new machine or to renovate the old one
depends to eome ertent on the economic eituation., Occasionally the
old machine must be renovated eimply becauee there ie not enough
roney available to buy a new one. Ususlly specific amounts for re-
novition ané purchase of machines have been allocated in the budget,
To exceed these amounts the company directore must be coneulted.
dfter coneidering all factors, iucludinmg the econmomic one, they will
make the decision to Penovate or to exceed the budget by purchasing

4 new machine,
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Chupter J. Scrapping <ud ¥elling.

Ao The murkei for secopdehand eguipwent.

Fifty per cent of the rmuchines discarded tetween 1954 mnd 1930
were scrayped and the other 50 '\ were sold, Before & wachine ie
sorapped or sold it usually etands in a stockroom for some time,
The fiyrme have ne prejudice sgalset selling their old equipment,
even to other Tixme, if it ic move profiteile to eell than serap,
they prefer to do se. 1f space is limited, however, and a buyer
can not be found for the machines they are sowmetimee scrapped Just
o et rid of them, Ven who buy and eell used equipment make periodic
vieits to the glanie looking for second-hand machines, The firme
themoelves may aleo sell directly to omaller factories, All the
plante in our investigation uve medium-sised or lavger and they
almost never buy used equipwent. it ie slmoet exclusively the small
fsetories which buy ueed machimee, or perhaps pew firms which will
uee second-band equipwent to begin production. Lsed machives .re
alsp bought by middle men for resale in underdeveloped countries,
B, Average expectancy life of the machipes in metalworking plants,

in our investigation we sreenbled dutu on the aspe-siructuve of
all machines iv use in 1559 and wll the wachinee snich were &iscarded
hgfween 1954 and 1956, By discurded we mean all machimes which sre
scrapped or sold, For every firm we calculated mortality rates et
Aifferent ages and, by cumulating them, we oblain d survivel curves,
e mumt emphasise that the survival curves thue cbtained exe baved
ou the decielons {0 ecrap ae well ap to eell maohdnes during ihe
yeare 1954 « 1959, Table no. § shows sortality rates snd survivel
ratee for the machines as aritimetnic averages for mipe plante”

equipment,
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W T
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The eurvivul curve implies an average life service of adbout
25 years (medium) for the machines,

¥rom table no, 9 we can see that some of the :ghinea were dig-
carded very soon after they were purchased, lost of these briefly-
uzed machines were sold rather than ecrapped. Our calculatious are
based on the number of machines 2014 a® well a8 sorapped and the
incluelone of these briefly-used machines lowers the survival curve,

The average "life" evpectancy for the machines varied among the

different plants from 18 to 55 years, (See tadle no. 10.)

Table no, 10

Plant number, 5 4 € 7 8 § 11 12 15 14 )|

Average nge N
expectancy in 16 35 20 32 32 2 23 28 28 1835\ 5p
yeare (median) ,

in celoulating the average "life" cxpectancies we weye concerned
only with the number of yeare of service the machines were sxpected
to bave in these nine firms. Hachines which will be ecld rather
than scrapped undoubtedly will have sdditional years of eervice inp
other plante, If these additional yeurs of eervice were tuken luto
congideration, the average "life" expectancy would undoubtedly be
highey, .

One interesting question is whether the averuge age expectancy
i& the same for emall and large muchinee, E‘ehad information from
two of the firms concerning thie question and divided the discarded

machines according to their reylacement value,
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Iable po, 11
The replacement Average age expectancy in years {median)
value of the
machines in Swe- Plamtno,? Flant no.8 Arithmethic average
dish crowns.
under 10,000 2 28 25,5
10.,000-50.000 . 12 51 21,5
50 000 1> 38 25,5
Yeighted averasge ‘ 18 5 25

Table no. 12 indicates that there was no clear correlaiionm between
age expectancy and replacement value, It might be surprising that
the lese expensive machines had ae high an averuge age expectancy ase
the more expensive machinee., Once again we must emphasize the fact
that these figures were calculated from the decisione to scrap ae
well a® to mell a machine during the years 1954 ~ 59, The very high
average age expectancy of the ipexpensive machines corresponds with
the figuree in table no. 6.

'1n the ipierviews with company representatives we asked them their
prediction of the average age expectancy of different types of
machines in the future, All those interviewed felt strongly that
rapid technological developments will mean laxger, more complex,
electronically~directed, automatic machines with probably shorter
average life expectancies,

C. The connectione beiveen the discarded machines

rgplacemente,
in thg interviews we asked queetions toncerning the replacements

of the machines in our randome sampling which had been soléd or



scrapped after July 1, 1954,

Table no, 12,

The new machine compared with the old one waus:
a) about the same 14 %
b) much better ' 35 %

¢) of a radically different
~ kind 17 %

There was no connection between

the 0ld and new machine or there
was no new machine

Z 100 %
Table no, 12 indicates that only in 14 % of the cases was there

a reel like-for-like machine replacement,

80

e learned that 49 % of the discarded machines were worn out and

51 % could still operate productively when discarded, These figures

correspond with the fact that roughly 50 % of the discarded machines

were sold and 50 % were scrapped. (See chapter 5, A.)

Table no., 13,

0f the 49 % of the discarded machinee which were out, the
new machine compared with the old one
a) was about the same 14 %
b) was much better 43 %
c) wae of a different kind 24 %
d) had no connection 19 %
Z 100 %

Table no, 14,

Of the 51 % of the discarded machines which gould still operate

productively, the new machine compared with the old one

a) wae about the same 13 %
. b) was much better 29 %
¢) was of a different kind 12 %

d) had no connection 46 %
= 100 %



81

In table nmo. 14 it ie somewhat surprising to note that 15 %
of the machines which could still operate productively were replaced
by new machines which were "about the same™ ae the old ones, This
may be at least parti&llﬁ explained hy the fact that firms frequently
prefer to replace older machines with those which are mewer and in
better condition even if the old znd new machines differ only
slightly in performance, It may also be partly due to the not une
common practice of shipping used machines abread to company subsi-
@laries in underdeveloped countries where the labour skill is not
so high,

Fifty-eight per cent of the machines which could still operate
productively when discarded either had no conmection with the new
machines or 444 work of « radically differemt kind from that, done
by new machines, This type of replacement was generally due to
. Only 29 % of the machines which
could still operatie productively ehen discarded wexe replaced Yy

machiree which were much better than the older omes. Thie fact may
imply that 4t ie rather seldom that the firme actuslly plan to re-
place an ¢lé machine with a beitter one. From our interviews we
obtained the impression that in wost cases such planuing ie not done.

D, The decigions recarding the discarding of old machines und

the_acauiring of pew ones.
1. By vhom are the decisions pade?
ln most cases the seciion chiefs decide which machines they

wigh to discurd 2nd which machines they wish to ecquire during the
coming year. They aseign priority ratings to the machines and prepare

Justificctions for their decisions. The lists prepsred by the warious
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section chiefe are then submitted to the plant manager, The beoard
of directors and the plant manager decide on the invesiment quotas
and designate which machines are to be purchased in tle coming year
and which machines will be deferred until a following year,

Individual machinery investmente of less than 500 Swedieh crowns
are generally authorized by the eection engineer while those between
10,000 and 50,000 crowns are authorized by the plant manager, The
board of directors rules om only the most expensive individual in-
vestiments,

New budgets for both current and future investiments are drawn up
every year and occasionally something will happen to csuse the firm
to change ite future budget, It is very seldom, however, that a
current budget is altered once it has been decided upon and only
the board of directors may decide to increase investment allotmente
in a current budget, Some large investments (e.g. new factories) are
planned four or five years before they are realimed but for smsller
investmente (e.g. machinery) there ie usually only one year of
advance planning or, at moet, from one to three years,

2) The economic and engineering considerations which influence the

decisions to discard old machines and acquire new oneg.

Hachines which are most frequently discarded for "technical™
reasone are those which have frequent, costly repairs, those which
breskdown regularly and those which have low tolerances, A _change in
the direction of production often means that several machines are
unadaptable to the new process and that new machines must be acquired.
Frequently the outmoded machines stand idle before they are scrapped

or sold,
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In all theee cases the reasons to discard old machines and acquire
new oues ﬁinterpmthd by the engineers as “iechpical® reasons
rather than economic ones.

Another consideration affecting the decision to discard 4is the
desire to produce at full gapacity. Thus replacement machines are
often acquired because the firm does not want to rum the risk of
having production delayed by break downe which are more common among
older machinees than new ones, This ie eepecially true wheu the busi-
ness situation is good and firme are trying to imcreasse their pro-
duction capacities, In such cuses the firms usually consider invest-
ment calculaitions umnecessary, Ae one representative said, "We don‘t
need calculations to know that we have to scguire new machines if we
want to maintals top productiom standards.”

Also mentioned as reasons for acquiring mew machines were the
coneiderations that new machines ure easier to work with and not eo
mach trouble to repalr und that employeee do not like to work with
014 machines. R

A firp’se insplvepcy may cause it to posipome discarding & machine
in favor of repairing or removating it. This ie especially true if
the replacement machime is to be about the same as the old one.

Geperal business recessions or depreesions may slso cause fewer
machine iwvestments just because the low production demande create
a feeling that there is no need for new machines,

5. The calculation methods,

Investment formulas are almost never used by firms to calculate

their investment needs.(Only one firm reported using the MAPI formula).

Some attempt ie made to amalyze the direct costs involved (most common
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ie the pay-off method) but this analysis is relied on less than
intutition, common sense and informal opinions. During the inter-
views it wae pointed out that the type of production of most of
these firme made it difficult io calculate machine costs because
the machines arve used in different ways and for different lengths
of time depending upon specific orders, The firm representatives
also felt that it is difficult to assign monetary value to many
factors (e.g. human, social) which are often ae important as the
economic considerations. A representative of a firm which had just
modernized its casting department said, "The new machines we ‘ve
installed will probably lengthen the 1ife of many of these men, Ho’
do you calculate that®v

If there is a choice between several different types of replace-
ment machines the firms try to figure out which one would be most
profitable, But even here it ies more likely to be "techmnical™ pointis
of view, the need of capacity, the risk for stop of production etc.
rather than theorethic economic¢ considerations which affect the
final decision,

In cost accounting, thg replacement value of the machines was
written off in periods vgging from 10 - 25 years depending on the
estimation of the life expectancy of different types of machines,

In financial accounting, machines were usually written off infive
years for tax reasons, Tools are considered to have a life expectancy
of less than three years and so may be writien off immediately for
tax purposes,

The plant engineers very seldom had any knowledge of the relative
costs of the machines but rather used the "most technically" suitable

machine for different processes,
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Chapter 6. FMunctional downgrading of the machines.

A, The uxglaitatian of the machipes,

from one firm we obtained date concerning how much the machines
were used in 1958,

Table mo, 12,

Plant Percentage of machines that are

code

nunber Continously used Duily used Feriodically used =
8 4% 1 45 % 100 %

According to this table only sbout 4  of all the machinee in the
plunt were used continously (i.e. 2 = 3 shifts). ALl of the goptip-
ously used mschines had a replacement vulue of wore than 50.000 Sw.cr.
but they represented only about 17 # of all machines with u replace-
ment value of more than 50.000 Sw.er. in plant mo. 8,

Zuble no, 16
Plant The percentage more than 10 years old of
code
: ;

number the continously used mchs.nea), 411 the machines with a
. replecement value of more
~ than 50.000 Sw. or.

8 41 & 52 %

x) all thie machines had a replacement value of more than
50.000 8w, cx.
According to table no, 16 there seemed to be mo significant
tendency for the plant to use the newer, expensive machines more

continouely than the older, expensive machines,
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Table ro. 17
Plant The percentage of fﬂ‘.ﬂw used michines by -
code replacement value (in Swedish crowns.)
pumber
less than 10,000 10,000-50.00C more tham 50.000
g8 69 % 26 7. 5 % 100 %

The periodically used muchines were in most csses auxiliary
machines or machines used by more than ome department. Ve divided the
periodically used machines according to their replacement wvalue and
found that about €9 /i of the periodically used machines were imexpen—

sive ones (See tadle me. 17).

Iable no, 18

Plant  The percemtage distribution of sll the machimes by
code replacement value (in Sw.cr.)
mumber " Jeme than 10,000 10.000-50.000 more than 50.000

8 o B0 25,8 % 24,3 % 100%
Average for & o ¢
all the 14 ® & 5 % R ¢ 100%
‘plants

|
!
!
i

Adccording to table no. 18 half of all the machines im plant wmo, 8
had a replacement value of leee than 10.000 Bw.cr. 44,5 % of these
inexpepsive machines were older than 10 years (See table »o. 6.)

Zable mo, 19

Plant no, B ' The percentage dirtributiou of

N b ¥
the inerpemeive / machines  the imevpensive "/
- vhich are more tham 10 years machines which are less

. pld by use than 10 years old by use.
Periodically 2
‘used 1 n i 47 &
Paily ueed 2 % 53 7
100 % 100 %

¥) replacement value lers tham 10.000 Sw.er.



Flant no. & thus showed a tendency to use the pld inexpepeive
machines more pericdically than the young inexpspeive machines.
(See table no, 19).

¥e 414 pot however, find a tendency for planmt no., & to use the
older, sspensive machines more periodically thanm the new, expensive

ones, (See table no. 20).

Lable no, 20
Plant code The percentage over 10 yeare old of
numbeyr
the mediumexpensive *)  the expepsive,™ periodi-
pericdically used machines cally used machines
e ‘ 39,5 & 35,0 %

x) uplaccmmt value between 10.000 - 50.000 Sw.or,
xx) ®*  more than 50.000 Bw.cr,

These facts may imply that, except far the imexpensive machines,
the age of a machine 8id not play en important role im the decisions
of the plant o use the machine periodically or daily. Inetead, the
decieione seem to have been influenced hy techmical pointe of view
(e.g. was the muchine essential to production or wee it merely an

suriliarly machine?),

i %c e Ope 0%

¥e obtained information on fumetional dowmgrading from two plants

Jable no, 2l
Plant mo. g The percentage diltﬁbution of the machines by function
F‘ﬁ.rst line | Second line Reeerve Service machines _
and othere =
g 60 % 10 % 26 ¢ 4% 100 €
13 56 27 3 13 160 &
Average 56 % 19 & 15 % g% 160 ¢
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Table no. 22 shows the age-siructure of the machines in firet
line, eecond line, etc. for ithose same two plants.

Tad 2,

Flant  The percentage distribution of the machines more
wde than 10 years old by fumction,

numbex* Firet line Second line. Reserve Service machines and
others.
9 4 5 95 % 100 % 5%
)] 35 % 94 % 72 % 21 %
Average 39 ¢ 95 % 86 % 48 %

According to theee two tubles most of the machines in plante no. ¢
asud 1D were in the fivet line and only about ope-third of these were
old muchines, About 19 % of all the machines were in the second line
and about 95 % of these were more than 10 years old. About 50 % of
the machinee in the second line were more thap 20 years old, iost of
the reserve machines were also over 10 yeare olé.

| oy plant no, G we learned how much the machives had been used in
1956, Of the machinee in the second line about 76 7+ were used
periodically (i.e. lese than 1000 hours & year.)

fccording to the 8ata from these two plante the second lime

e e

machinee were used only periodically. Of ell the machines that were

more than 20 yeare old inm 1958 only about 16 & were in the first line.
The fact that a muchine was old, however, ¢id not necessarily imply
that it was in the eecond line. Of all the machines in these two

plants which were more than 10 years old,sbout 41 7 were in the first
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line, It is only when the machine wes about 2C years old or more
that it wae rather unueual for it ¢o be in the first line.

£, .7he intexviews.

In the interviews we learned that in woet casee michines were not
consciously transferred o the second line, "It Just happened so.”
The 0ld machines freguently hed low epeede, were often equipped only
with high-speed steel and thereby had low capscities, and weve seldom
fitted for fine tolerances, This meant that, when demaunde for finer
tolerances and higher capacities (e.g. hizher speeds) iucrease the
old machines gradually were franeferrved into the second line. This
fact corresponde with G, Terborgh’s worde in "JBusiness Investment
Poliey" (published hy achinery eud Allied Products Institute,
Washington D,C, 1958) . He writee that the quality of the service of
the existing machines may decline relative (o available aliernastives
even when the michine does mot deteriorate absolutely {(page 9). Second
line usage often implies that the service and repuirdepsriment,
apprentice-school etc. take the old machinee., Formerly, the subsidiary
companies often constituted the second line, The very old machines
are often used only periodically and ave put aside a® 2 sort of
reserve until they finally are diecarded. A change in the direction
of production slso often implies that some muchines are put in reserve,
de did not get any clear informatiom of the ecope of thie functicnal
downgTading, perhape because the term "functionu)l - downgrading®
implies a rather theoretic conception.
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90



st e 8t

91

In the summer of 1959 we asked 15 metalworking plunts to tuke part
in our inveatigation of the sge-structure of their machinery. These
factories were selecied a8 represeniative of diiferent branches of
the metslworking indusiry as well as different types of fivms « -
medium-sised and large, producing fer export and for home comsumption,
ete, All of the plomts but ome agreed to participate inm our study and
a repreecentative from the Inetitute visited each of the 14 jlants to
explain the data wanied and the way is which to collect them,
eestionnaires were sleo sent to the plante wlong with & list of the
different types of machines we wished to have included in the study.
(See appendives 1, 2 and 3.)

For each machime in operation as of July 1, 19% we received the
follewing information: (See appendix 1.)

1) The year of purchsse and, if different, the year of manufacture,

2) The actual purchaee price.

" 3) The present-day replacement value,

4) The present-day actual value,

5) The numbex of operating hours during 1958,

6) The way im which used during 195 (first line, second line, eic,)

7) The cost of repair from 1954 - 59.

8) The oost of renovating and reduilding from 1954 « 9.

To get an idea of the ampunt of capital equipwent on hand as of

July 1, 1594 we also obtained data about all the machines which were
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scrapped or sold after that date, (See sppendix 2,) for each wachine
that wae ecrapped or #0ld we obiained the following datas

1) The year of purchase and, if different, the year of manufacture,

2) the actusl purchese price

3) the pumber of operating hours Auring ite last year in the firm

4) the way in which used during its lust year in the firm

5) the cost of repaiving, resovating and rebuilding from 1954 - %9,

6) tre year in which discarded

7) the way in which diecarded (msold or screppes)

8) the price, if sclé.

Seven of the factories in our study are comnsidered laxge (i.e, from
1,000 to 10.00C employees) and the other -mu plants are considered
medium eised (i.e. from 500 to 8500 employees.)

The total number of employees in these 14 plants represente 6,5 %
of all employees iz the Swedish wetalworiing industiries.

from official filee (Eungl. Kommerekollegium) we got the following
data for each of the 14 plante in our investigation:

1) The insured value of the buildings, machinery, raw materials,
manufactured goode and cother assets for the years 1946, -53,
54 aﬁd "5&:

2) The change in ihe value of commoditiee stock between the years
1956 - 57 and 1§57 - 56.

3) The inveetment in industrial buildinge, other buildings, motor
vehicles, machinee, employee housing, etc, im 1954, =55, -5,
=57 and =58, For each yeur we got data about the planned,
hudgeted and uccomplished invesiment.

4) The pumber of workers snd office staff im 1946, -54, =55, -5,
"f’?i ”%a
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5) The maintenance costs for motor wehicles, machines, employee
hou&iag' 'tct in 195‘4' “55. "‘%p "‘5?' "580

6) The value added and the wages paid out to workers wnd office
etaff in 1946, -54, -98,

The inierviews,

The work to collect all these data which forced (ke background
material for our interviews tock more time than anticipuated, for many
plante we had 1o collect the Sata ourselves and the remaining plaﬁit
took u rather long time 1o do their part of the work, However, in
Hoverter we were able to hegin our interviews. One week bufore we
arrived at each plunt we sent plant representstive a queetionmaire.
(See eppendix 4.) For each plant we selected at random 15 - 20 machinee
which were more than 20 yeare old and belonged to important fypes of
machines (e.g. drilling machines, lathes). We ulso selected at random
15 = 20 machines that were scrapped or sold after 1954. ve spyoke with
directors, engineers, auccountunte and other speciulists in each plant.
The interviews tcok about ome day per plani. In the interviews we
followed the gquestionnaire which had been eent in advance to ithe plante

(%ee appendir 4.) and slso an interview guide (mee appendix 5).
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Appendix 1,

Machinee in use 1,7, 1959

'(accoggizc . e | E___m__“‘i‘;fe“‘“‘c‘;m: e S S The pumber |The way the ' Cost of repairs Cost of e~
_the code in the bought (If The machine‘s The machine’s SL-DBOUrs 3%& | 1354 - 39 i .T_Mit&t
‘machine list, = the machine ‘present day present day the machine ;.‘-l';-_';ﬂ. 1st (Replacement of i 1954 « 59
‘See app, 3) | waw bought | replacemieint e 2 was in ope- line, 2nd  brokem parte ' (removating
| ? bl o e ks ration ‘l1ine or less' etc, but mot | & rebuilding

7 alao’the 7 during 1958 exacting service,) '»

. year the ! _ tasks?)

! machine was :

. manufactured)

g6



Machines discarded after 1.7 1954

Zype of machine| The year the The sctusl pur-| The murher of The way the | Cost of yehabi- The year the The way the If eold,
(according % | machine was  |chase price | machine hours pachime wes | litation apd re- machine yas machine was the sell-
im0 I ueed (1st | pairs after 1954 discardeq ~ gifcailed  iag price
‘See app. 3) | the machine | f . line, 2nd li- ‘sold, ete,)

; o bonght | ] : ne or less . :

| used, state : exact taaks?)

the year the : | i

' #achine was i i

manufactured) ;
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A, Th lat rtance of erent kinds of invesimentis

In order to make production possible and to improve productivity
firme make different types of invesiments, In this investigation we
include in “invesitments" all types of inputs thai mature over a
longer period of time than omne year.

¥hat was the rough distribuiion of your firm’s gross investment
during 19587

Investment in: | Amount in
1000 Sw.cr,

1) research and development

(method-studies, product and equipment
development etec.)

2) education

3) a/ industrial buildinge
b/ repsir and upkeep of buildings

4) &/ employee housing
b/ repair and upkeep of employee housing

5) e/ motor vehicles
b/ repsir and upkeep of vehicles

6) a/ machinery
b/ repair end upkeep of machinery

7) tools (hand-tools and machine accessoires

such as jigs, drille and fixtures)

We have filled out this chart according to figures which have
been reported to Kungl, Kommerskollegium by your firms,

Note that we have not included investment in sales in the above
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chart, Are there any other type of investment which we have not
included?
B ntenance (regardin mac 8
1) How much of the total costs for maintenance in recent
years was for

a) rebuilding (changing the mechinee)

b) renovating

¢) repairing (replacement of broken parts etec,)
d) service,

2) We have selected at random 15 to 20 old machines listed in
supplement 4,

We would like to get some idea of what kind of rebuilding these
machines have undergone during their life at your firm, ¥hat effect
has this rebuilding had on their production possibilities - volume
and qQuality?

Did the rebuilding make possible

a) new typee of products?

b) ¢ " " processes?

¢) greater accuracy?

d) labour or material savings?
e) improved capacity?

f) other types of changes (e.g. the machine can now do a
simpler task than before)

There has been no rebuilding.
3. By whom are different types of maintenance decisions made?
4, How are the decisions made? ¥hen are theymade? What conside-
rations influence the decisions?
C. Scrapping and selling,

1. During 1954 - 59 your firm sold ., . . . » machines and

scrapped . . . o » o machines. Why were some of the machines
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scrapped and otherssold?

2, In general the average age expectancy of machines in the
me talworking planis seems to be rather lomg (roughly 25 years), It
seems, however, that some types of machines are more longlived
(ehort-lived) than othere depending on the way they are used, their
costs etc, Which groupe are more long-lived (short-lived) than
others and why is there this difference in lifetime between diffe-
rent types of machines?

What is your opinion of the relative importance of detericration
by time and by usage? Now? In the past? In the future? For different
types of machines, etc?

3+ During the years 1954 « 59 , . . , » machines were discarded.
¥hich considerations influence the decisions to discard? In supple-
ment B we have listed 15 - 20 machines selected at random from
among those discarded by your firm between 1954 and 195¢, It would
be very valuable if, for each of these machines you could give us
specific information as to why the machines were discarded.

4, When a machine is discarded a new machine is freguently bought
as its replacement, How do the types of replacement machines compare
with the machines listed in supplement B?

Is the new machine compared with the discarded one

a) about the same?

b) mach better (e.g. lower costs, bigger capacity, better
quality of the product?)

¢) of a radically different kind?
There ie no connection between old and new machine or no new

machine,



109

#ere the machines { in supplement B) worn out or could they
etill work productively when discirded?

5. By whom are decisions to diecard made? Arve there different
procedures for different types of machines? Mifferent types of
declsions? |

Do you epeed up scrapping when labour costs are rieing? When
coets of rawrmiteriale are chanpging? Will a lowering of the rate of
ipierest induce you 1o keep your machines louger or vice verssa?

Do you have a syetemised replucement programf

Is there any connection between writing-off pericds and discerd-
ing? To you ever scrap & machine that has not been written offY

1, Is it realistic to divide the machines by classifications
such as 1“ line, :eml line, etc, according to the way they are
used?

2, That functions do the machinee in the 2°° line have? (used
in the apprentice-school, in reeerve, etc.)

5. How ave the decisioms to put & machine into the 2"" line madel

Supplement A,

A list of 15 - 20 wachines, selected at random, which were in
use as of July 1, 1955,
Supplement B,
A liet of 15 - 20 machines, selected at random, which were
discarded during 1954 - 59.
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Appendix 5,

e r i e v

rtance of diffe

kinds of invesiments

On the basis of our information from the official files and from
the tables filled out by the factory try to get a picture of the im-
portance of all different types of invesiments, How manmy differemnt
kinde are used in the production process during e 5 year period?
Concentrate on types b, ¢ and g as we know little about them, In some
cages an estimate might be reached by counting fhe number of people
that have worked full-time, part-time etc, with product-development
etc.

Another point of departure might be to find out how much of the
total costs are for method studies, repairing ete,.?
B, Mainte ce.

1, How much of the total costs for maintenance in recent time is for

a) rebuilding (changing the machines)

b) renovating

¢) repairing (replacement of broken part etc.)
d) servicing.

2, Do you include the repairing and servicing of tools in the above
cost? If yes, how much? ¥hat kind?

3. Select a small number of older machinee and try to get an idea of
what kind of maintenance they have undergone during their life,
Find out the total maintenance costs and the coeis of the different
kinds enumerated above,
What effect hae this rehabilitation (i.e. rebuilding and renovating)

had on the machines, production possibilities, volume and capacity?
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Has it made it possible to
make a new type of product?
L I - ” " process?
save labor or material?

Give examples,
By whom are the different types of maintenance decisions made?
How are the decisions made?
Probably ¢ and d are made in a routime fashion, while another
proce&ure might be followed with types & and b, Especially for
these types the relevent quesztions for the firm are: If a reno-
vation etc, should be made? ¥hen should it be made? How should
it be made? How are these different kinds of decisions made?
Go through some of the cases mentioned under 3 above and try
to get an answer, Bring up also the following questions during
the interview,

Do tax-considerations influence the decisions?

Why did you do it at that specific time? Your own initiaw
tive? Initiative from your customers, competition etc,?

Do you have a clear-cut maintenance policy? Go through the
machines every second. year etc,? Do you follow the plans?

D you have records of maintenance coste for different

machines?

How is the maintenance financed? Do you ever borrow to get
the necessary money?

How are the maintenance coste calculated?

Do you postpone repairs, whem your liquidity is not so good?
¥hen the future of the production does not seem so bright?

Have changes in interest-rates, labor costs etc. influenced
your maintenance policy?

Do you sometimes have the choice to make a repair long-lived
or short-lived? How and why do you make the choice? Do you
make them short-lived because of the speed of technical
development?
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6. 1f the cost for the tools is included in wst for maintenance,
aueetions should be asked about how decisions concerning these
tools ure made,

If they are not included, questions should be asked about their

eize and where they are included.

The basis for the interview are the decisions to scrap or sell
that have been made during 1954 - 59, Try to divide the machines
into groupe asccording to their age at serapping, Why is there a
difference in life-time between different typee of machines?

1. Yhy 40 you serap some of the machines and sell ntﬁm:t?

¥hat ie the cost for installing an old machipe? Is it
prohibitive? Are there any firms to which you would not
like to sell an old machine® ¥hy?

Iz competition from firms which buy thelr wachines second-
hand of any importance?

Ie there a second-hand market for some machines and not for
othere? hy?

2. By whom are decisions to scrap (sell) made?
Different procedures for different typee of machines? Differe
types of decisions?

3. To vhat extent did your scrapping (eelling) involve:

a) a real like-for-like replacement? .

b) replacement by a better machine? How much wnd im vhet
respect?

¢) replacement by a rudically different kind of machine?

4) no connection between olAd and new machine or mo new
machine?
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4, To what extent do you build your own machines? Why do you do
s80%

5 How is the decision %o scrap/sell made? Pick out some
examples and try to trace the procedure and reasoning im
detail, The following gquestions should be brought up,

Do you speed up scrapping when labor coste are rising?
Vhen you expect them to rise in the future? When costs of
rammaterials are changing? Will a lowering of the rate of
interest induce you to keep your machimes longer and vice
versa?

Do you have a systemized replacement program setting aside
a certain sum for this purpose every year? ¥hat sum?

How do you select the machines that should be scrapped (sold)
in a given year? (Because of their age, costs, product or
out-of-date”processes? Not dependable encugh? Not precise
enough?)

Is there any connection between writing-off periods and
scrapping/selling time? Do you ever scrap a machine that
has not been written off?

How do general business-conditions influence your scrapping
policy? Do you postpone scrapping when times are bad or
vice versa?

Who takes the initiative in scrapping (replacing)? Somebody
within the firm (from the selling department?) or outside?
A representative for a machine firm? Forced to it by compe~
tition from other firma?

Show the firm a list of their machines that sre more than
20 years of age and ask them why they have not been scrapped,

How do machines that have been "writtenm off" enter into your
cost account? How do you calculate capital costs in your
cost-account?
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“hat calculation methode « if any - :!o_ you use, when you
mike o yeinvestment? “hat writing-off-periods do you use?
How do they compare with actual serappinmgeage?

You canpot wvrite-off on the replacemont value, Noes that
fact influence your scrapping policy?

Jould you like to serep come of ihe machines that you huve
pow and buy new ones? Thy? Lower cosis? Other reasons?

#hy don't you?
o néoney? Don’t 1ike to borrow for replacemente? 1If you 4i4,
would you have to rebuild the whole factory?
&, What is your opimion of the relative importance of deterioriation
by time apd by wage? How? In the paet? In the future?

Do you have different uritine-»off—pe:ioﬁs for sturdy or less
sturdy machines?

The basis for this part of the interview ie the information
thut we bave on how different machines are presently used and how
many are in reeerve (for specisl type of work, when demand ie
heavy etc.) performing less ezacting duties, etc.

Give some examjplee of reservenichines and bow they differ in
capacity snd work from new machinem,

In what different ways are machines put in reserve’

Who wakes the decisiona? tow ie it made?

¥hen you put & machine in reserve do you usually buy & replace-

ment then?

Yoes the reserve system mean that you can expend your capacity

when there is 1 boom? How much cun you expand it from the pormal
level?
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If the boom ie lueting will you then buy new machines to be
able to put the reserves in reserve again? How long time will
lapse before you do so?

¥hen apd how is a reserve vachine scrapped or sold?

Po all machines noymally pass through a reecerve stage?

Do you put machines in reserve when there is 2 receseion?

The bamis for this discuseion should be a complete record of
all decizione wmide concerning invesimente Surinpg a certain period.
iry to find out if there are developwent blocks ete, Pick out

some examples of inveetwente and trace all other investments

connected with them,
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1. Supplies of skilled labour and wege manegenedt csvcevsscrse
2+ 8ise und legal structure of £irms ccoccccscovevcececcocesae
3+ Supplies of capital to firms of different sises and

in different #eClOrE covccessovvoccvoscecnovsonssnancence
4+ Harkets for sscond-hsnd equipment end bulldings ccecoccess
5. Restrictions on oreing investment and enterprise .cesecss
6o Particular Government measures that influence investment

in the Period cscsescscsscossvcscsocasssccncssconcnatrce

Fage
118
19

121

143

17
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In enswer to professor B.R. Williems 9/5¢ we have ';mpnred the
following background to our report on investment behavior.
The subtitles are the same as in that letter, |

A manpover shortage has existed in Sweden in verying degrees
during the pest fifteen years. It was most acute in the late 1940°s
but has semewhat abeted since the end of the Koreas conflict. Im
the expending mechanical industries there has been mainly a shortage
of skilled labowr, o | |

"' The Swedish labeur market has seme distinctive characteristics
a8 compared with those of other West European countries. Wages in
Sweden are higher than those anywhere else in Europe. Even so, the
stebility of Swedish labour relations has been so neticeable that the
country is considered something of an example among industrial nations.
8ince the thirties there have been very few serious labowr conflicts.

The cost to employers of one hour’s labour in Sweden is far
higher than that of any other European country a8 shown in the table
below.

Sweden 6.13 6.41 4.43
benmark 4.54 4.67 —
Norway 4.44 4.78 3.20
Switserland 4.13 4,82 3.07
UK 4,00 4.74 2,77
France 3.33 - ”
Belgium 3.15 3.64 2.07
Western Cermany 3,03 3.33 2.09
Netherlands 2,33 2.80 1.64
Austria 2.24 - -
Italy 2.12 - -

Source: "Britain and Burope™, page 31.
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Metalworking industries in Sweden have higher wage level than
manufacturing industries as a whole. Using 1958 figures, if the
average vage level for menufacturing industries is given en index
of 100, the compareble figure for the metalworking industries is 118,

Almost 95% of the Swedish labour force is organised according
to the so-celled imdustrial principle. The 44 Trade unions are members
of the Svedisk Confederation of Trade Unions (LO) which has the largest
per capita voluntary membership of any labour movement in the world.

Puring the period under investigation, 1954-59, most labour-
management contracts were megotiated centrally by the L0 and the
Swedish Empleyers® confederation (SAF). A negetiated agreemenmt gemersl
lasts for either one or two years and during that time no strikes are
allowed. Cellective contracts ave, o to speak, peace obligations and
eny lecal disputes which arises are settled by the Labour Court.

It should be mentioned that & large proportion of factory jobs
are paid on a plece-rate basis, In the metalwerking industries mearly
80% of the jobs are piece work.

Shift work, however, is scarce among the country’s metalworking
industries compared with other European countries. Night shifts are
prehibited by lew except in g few comtinuous-process industries.
Two-shift operation, affecting less than 5% of the workers in the metal-
vorking industries, is always organized on a rotating rather than a
fixed basic.

The normal work week in Sweden before 1957 was 48 hours.
Between 1957 and 1959 the work week was shortened by one hour each
year until it is now 48 heurs.

2. §ige and Jegal structure of firms

The majority of Swedish industrial workers are employed in smal
or medium-gized enterprises. Thirty per cent of the imdustrial workers
are found in firms employing up to 50 workers and about 45% are in thos
employing between 50 and S00 workers. Only about 25% are found in firm
employing more than 500 workers. The average (arithmetic medium)
Swedish firm in 1957 had 41 workers.
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The average wetalworking factory employed $4 workers in 1957
Among Swedish metalworking factories are some of the country’s
largest private enterprises - SKF (ball bearings, asbout 45,000
workers including subsidiary companies), ASEA (electrical appliances,
ebout 35,000 vorkers) and Volve (motor vehicals, 13,000 workers) -
but there are also hunireds of very small enterprises.

The 50 largest factories in the metalworking industries or
1,5% of the total number of establiskments, account for 508 of the
total preductien. In expert preduction the predominance of a few
large enterprises is even more remarkable. Fifteen factories, or
less than 0.5% of the total number of establishments, account for
about half of the industry’s expert production.

Ninety-one percent of all Swedish industrial workers are
employed in privately owned and operated enterprises. Measured by
value of output, privaete business accounts for 93% of the total.
Covernment intervention in business has been primarily ian the form
of regulatory devices rather than actual govermment operations.
Approximately 5% (by mumber of workers) of mining and manufacturing
concerns in Sweden are state-owned. The few state-owned operations
which exist in the inmdustrial field sre primcipally in the fields of
iron mining, steelmaking and water power haruessing.

Privete enterprise completely dominates the metalworking
industries, employing 98% of the total mumber of workers.

Joint-gtock companies are the most common form of private
enterprise, especially smong the large and medium-sised companies.

(See special report by professor Erik Dehmén concerning the supply
of capital to the Swedish industry 1950-87.)

Some elementary facts:

Commercisl banks in Sweden are concernsd mainly with granting
credit to private firms. Most of the loans are short tem - at
least formelly - and given to provide capital for imdustry emd trade.



During the peried under investigatien, however, govermment peolicy
encouraged commercial banks to make available large sums of money
for housing construction. This decreased the availability of meney
for industrial loans.

Cosmmercial Bank Loans, Nov. 1958 (classified by industry division)

Mill kr. %
Manuf acturing 2,310 20.8
Trade and tramsportation 3,177 28.7
Housing constructien 3,017 35.3
Personal, ete. 1,252 11.3

Total 11,088 100.0

440 savings banks and a few special credit institutions provid
long-term loans.

The possibility of financing industrial investments by issuing
bonds has been very limited during the fifties. This method of fi-
nancing has been reserved almost exclusively for public need.

It is very expensive to provide investment capital by issuing
nev stock shares because of the very high taxes imposed on such shares
On the other hand, the writing-off rules are still fairly liberal and
facilitate a comparatively high degree of self-finance.

The Swedish second-hand market for machine tools is already
mentioned in our report. (See part II chapter 5, A.)
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A foreign national may not, without special permission, work

8 registered mineral deposit or engage in mining. If perwmission
has been granted to a foreigner who is not resident in Sweden,
he must appoint a representative who is resident in Sweden.

- Act of the 30th May, 1916, regarding certain limitations
in the right to acquire real estate or mine or shares
in certain companies, §§1 47417 (SFS 1916:156, 1948:220
and 275 and 1954:315). &

Special permission is required to manufacture !!2.!1&!&*!1-
A forelign national cannot be granted such permission unless
production on a minor scale only is in question.

- Decree of the 20th June, 1935, regarding the control of
the manufacture of war material etc., § 1 (SFS 1935:395
and 1949:221).

Ambulatory handicrafts may not be undertaken by a foreign
national without special permission.

- Decree of the 18th June, 1864, regarding extended
freedom to engage in trade etc. § 26, section 3
(SPS 1914:171). ] :

No activity in the form of "gales"” 1) or assisting at sales e
may in principle be carried on by a foreign national. Exemption
may be granted in cases where a relevant treaty with a foreign
State is in operation. AE

- Decree of the 18th June, 1864, as above, § 26, section 2,
(SPS 1914:171). : S5

#

fgddllngz) may not be pursued by a foreign national, nor must
a foreigner assist in such peddling. Exemption inadmissible.

- A8 above.

Fishing in public waters, as well as such fishing in private
waters as every Swedish national has the right to pursue, is
not permitted to a foreigner. Exemption admissible.

- Ret of the 1st December, 1950, regarding fishing rights,
§§ 4 and 21 (SFS 1950:596). ATl

A foreign national who engages in Elﬂk%Itglflilﬂi in a publie
waterway shall provide surety for the fulfiiment of his <
obligations as a floating contractor., A foreigner may not, without

permission, be a member of the board of a timber floating associa-

tion., (Special rules apply for floating in the Swedish-Pinnish
border rivers). G

- Act of the 19th June, 1919, ugmding)uo.ung in publie
26). |

waterways, §§ 39 and 87 (SFS 1919:4

1) By "sale” 1s meant an activity whereby a trader, outside the
place where he normally engages in trade, sells stocks of

merchandise during a brief period, at auction or privately
ex2ept in a market place.

2) By peddiing is understood activity by which a person him-
self or another on his behalf takes around merchandise for

sale, otherwise than at a market, outside his place of
residence.
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Registration as a veterinary surgeon can be given only to a

Swedish national., Permission to practise veterinary surgery
may, however, be granted to a foreigner.

- Directive to the Royal Veterinary Board, of the 30th
June, 1947, § 2 (SFS 1947:496).
General Instructions for the Veterinary Surgery, of the
17th November 1933, § 37 (SFS 1933:616).

The title "advokat® (lawyer) may be assumed only by a member
of the Sveriges Advokatsamfund (Swedish Bar Association). Only
Swedish nationals may be accepted as members. :

- Court Procedure Act of the 18th July, 1942, Chapter 8,
§ 2 (SFS 1942:740).

As senior or junior Counsel, in ncglggi at ;;g, and Q’Igﬁgg e 2
ounsel in criminal cases are to be selected Swedish nationals
residing within the Kingdom; other persons, however, may be =3

considered if the court sees fit, depending on the nature and
circumstances of the case. ;

= Court Procedure Act of the 18th July, 1942, Chapter 12
§§ ? and 22 and Chapter 21, § 3 (8!8’192;:fi0 034-1956;"

!:?u.:% in a town (town brokers) engaged in the purchase and
sale of moveable property and the preparation of agreements
in respect of loans, rent, leases and insurances, as well as
of other similar agreements, may not be foreign nationals.

- Brokers " Rules of the 9th June, 1893, § 2 (SPFS 1855151)
Swedish nationality is a condition for becoming a membe

the Stockholm Stock Exchange and a §tock Exchange Deputy
- Rules for the Stockholm Stock Exchange of the 21st
December, 1949, §§ 10 and 14 (SFS 13’9:691); o

Only a Swedish national may be appointed a Notary Public in
Stockholm. ) g

- Statute of the 18th of May, 1 Notary Publie, § 13,
(S¥5 IpA5 (198): = A LiNARe S n Bobany $ 0,

A foreign national may not publish a periodical publication

or aet in the publisher ‘s place.

- The constitutional law rtlatihc to freedom to print of
the 5th April, 1949, Chapter 5, §§ 2 and 9 (8PS 1957:500).

An officer on a Swedish ch essel or ‘ 1 must
be a Swedish national. Exemption on %c&ilr of a foreign national
is admissible; in practice, however, it 1s not given when the
officer is going to be a captain. T

- Decree of the 12th June, 1936, relating to officers in
Swedish merchant vessels etc. (Command regulations) §§ 3 1,
and 29 (SFS 1936:315, 1951:100). o

A labour permit is required in order to take up ggglg*,gn’ or to
perform in other capacity than of a commercial trave P etlﬁﬁi
arising out of employment abroad. Anyone possessing what is known
as & residential permit is, however, relieved from the obligation

to obtain a labour permit, as also are Danish, Finnish, Icelandic
and Norwegian nationals and certain other foreigners. i

- ﬁiieg: Acg orlfhe 30th Apr:l, 1954, § 1 lnd'Procll-ltlgn
ating to aliens of the 4th June, 1 S 1 3
193 and 457 and 1958:12%). el R

: V-".::
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‘I zpe right to acguire and possess Erogegtll g!rgagn oihg:
rignta etc. :

A. Natural persons

The right to take out a mining-concession is reserved to Swedish
nationals. No exemption is admissible.

- Act of the 30th May, 1916, regarding certain limitations
in the right to acquire real estate or mines or shares
in certain compeanies, § 1 (SFS 1916:156, 1934:238, 1984:710
and 1948:275). ¢

Real estate or migin?-conceflgong may not be acquired by a
foreign national. This applies to acquisition otherwise than by
dissolution of nuptial community of goods, inheritance or
testamentary provisions. Exemption is adwissible.

- As above.

A foreign national may not acquire by subscription or transfer
shares of an ordinary limited liability which, in g
accordance with the company ‘s articles of association, may not

be acquired by a foreigner and which shares may be issued to
bearer. Acquisition contrary to this rule is invalid.

- As above §§ 2 and 3. |

A foreign national may not acquire shares in a Jggn;_ljggl‘|'||@

whether by subscription or transfer. Aoquisition contrery to

this rule is invalid. . S Y 3

- - Banking Act of the 31lst March, 1955, § 18 (SPS 1955:183). e

A foreign national may not own "Wlm&m- No
exemption is admissible. #

- The Constitutional Act concerning the freedom to print
of the 5th April, 1949, Chapter 5, § 1 (SPS 1957:500).

If a foreign national acquires in a ag”*‘ﬁ;’“%‘{ﬁ“‘“‘ S
om with limited liability, and joins the boa o e ey

company, no vessel belonging to the company can continue to be
registered as Swedish.

- Maritime Act of the 12th June, 1891, Chapter 1, § 1
(SFS 1891:35 and 1906:19) .

A vessel shall be regarded as Swedish if not less than two-thirds
thereof is owned by Swedish nationals or else is the property
of 2 limited liability company whose board is domiciled within
the kingdom and 1s composed of shareholders who are Swedish
nationals. If a foreigner acquires more than one-thiprd part, the
vessel can therefore no longer be deemed Swedish. Sheres in a @
Swedish vessel may not be transferred without the consent of all
shareholders to a person who is not a Swedish national if the
vesse]l a5 a consequence of such transfer would cease to be Swedish;
! where this i{s done the tra sfer becomes invalid. A foreigner 30

i who has by way of inheritance, testamentary provision or marriage
f settlement received a share in a Swedish vessel, or a Swedish
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shareholder who becomes a foreign national, are obliged - if the
vessel as a consequence of such scquisition or change should
cease to be Swedish - to transfer to Swedish nationals such share
of the vessel as will enable it to remein Swedish.

- Maritime Act of the 12th June, 1891, Chapter 1 and §§11
and 5 (SFS 1891:35 and 1906:19).

In the event of warp or E"{ of war in which Sweden is involved
or otherwise in exceptional circumstances occasioned by war,

the King in Council may issue prohibition against the transfer

of » Gwedish vesge] or QArt inereal to ¢ foreign national, o6
orders to prevent a foreigner from acquiring a share in a Swedish
limited liability company which owns vessels or parts thereof

by subscription or transfer or to deny the use of a Swedish vessel
by a foreign national by means of timecharter or other utilisa~
tion. Trensfer, subscription for shares or utilisation of a 0f:
vessel contrary to such orders are invalid. Exemption is adm.
admissible. Prohibitions of the kind here in question are at
present in force. s

- Act of the 22nd June, 1939, regard prohidbition in
certain cases of transfer or utilisation of vessels etc.,
§§ 1, 2 and 4  (SFS 1939:299, 1939:592, 1949:612,and
1957:236 and 289). , '

A foreign national may not be a pa
partnership without special permission.

the Act of the aﬁu’a’:m’.., 1895, Ngtlz’um' nts to

to registered
{;'9?1"' partnerships and simple urm-gnntponﬂi' 1916:

8 , P ple 2 _ reign national
y P an equality with a Swedish national. Por
a najonal of a State in which Swedish nationsls may not scquire
inheritance or benefit from testamentary provisions in a manner
equal to the State’s own nationals or must suffer larger deduc-
tions from such inheritance or testamentary provisions than the
latter, a corresponding limitation shall, nevertheless, apply
in Swedén if the King in Council so directs. No such order has
hitherto been issued. ’

- Act of the 12th December 1958 regarding inheritance,
chapter 1 § 3 (8FS 1958:637).

The managing owner in a Mﬁiugg_ni_gmﬁ,ﬁm shall always
be a Swedish national, resident in Sweden. No exemption is
admissible.

- Maritime Aet of the 12th June, 1891,§ 1 (SFS 1891; a
1906:19) . e, 16601, § 1 ( 91:35 an

On land which is the property of the Crown, holdings may be
allocated dbn lease to an individual farmer with a right for the
lessee to purchase the holding leased to him. The transfer of

this form of "social leasehold” can be mede only to a Swedish
national.

- Proclamation of the 11th June 1948, regarding own-home
dispositions on Crown land, § 10 (SFS 19#8:}86).
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In certain national parks holdings of land ( Wn C ) may
be allocated with right of ¢ ltivation, As occupier ol a Crovn
croft may be accepted only a Swedish national.

- Proelamation of the 1, th June, 1933, regarding ellocation
of Crown crofts, § 2 (SFS 1943:532).

Family farms and 'SUQQ%emcnggrx' farms may not be disposed of
by the Board of Crown nds by means of sale to other than a
Swedish national. -

- Deeree of the 25th May, 1945, regarding sale in certain
cases of Crown land etc. § 9 (SFS 1945:262).

B. orpora

A foreign corporation may not acquire real estate or a mining-
concession. Exemption is admissible.

- Act of the 30th May, 1916, on certain limitations of
the right to acquire real estate or mines or shares in
certain companies, § 1 (SFS 1916:156, 1934:238, 1944:710,
1948 :220 and 275). I

A foreign corporation may not take out @& Wm
Exemption is inadmissible, :

- As above, %

Note. A Swedish trade partnership in which there is a forelgn
partner or a Swedish economic association or a Swedish limited
liability company whose share certificates may be issued to e
bearer, is in general held to be on the seme footint as a fore
corporation. The same applies to a Swedish limited liability
company in whose articles of association has not been included a
reservation which - if in no stronger terms - provides that only
a certain part, at eny one time less than one-fifth of the s
company ‘s sheres - or, if shares with differing voting power are
issued, only so many shares as at any one time will correspond t&“
a certain part, being less than two-fifths, of the whole share
capital and likewise the total voting power of these comprises
a certain part, being at any one time less than one-fifth of the
voting strength of the total shares in the company - may be From
acquired by subscription or trensfer by a foreign national, associ
tion or foundation or by a Swedish trading partnership wherein
there is @ foreign partner, by a Swedish economic association,
by & Swedish limited liability company whose share certificates
may be issued to Bearer or by other Swedish limited liability

ecompanies in whose articles of association no such reservations
are included.

- law as above § 2.

A foreign corporation may not acquire shares in en ordinary limite
liability company which, according to the articles of association,
may not be acquired by a foreign national and which may be issued '
be arer. Acquisition of shares contrary to this rule is invalid.

- Law as above §§ 2 and 3.
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IV. The right to transfer capitel to and from Sweden

By virtue of the Currency Act of the 22nd June, 1939, § 11),

the King in Council or in some cases after having consulted the
Parliament or subsequently having its approval may issue exchange
control regulations in the event of war or denger of war in which
the Kingdom finds itself involved, or if in other cases when

so is deemed essential to achieve the object laid down for the
currency policy of the Riksbank or with regards to the foreilgn
exchange position of the Kingdom. In § 2 are detailed the measures
that may be prescribed by such regulations. :

The Currency Act is, consequently, an authorizing act and by its
authority the Klgs in Council issued, on the 5th June 1959, ggl G
xchange Decree , that contains i.a. the following rules.

virtue o 2 dealings 1in foreign exchange are, in principle,
reserved for the Riksbank. In order to export currency, proofs

of claims and securities, permission by the Riksbank is required
in principle (§§ % and 5). In principle permission is also ki
required for import of foreign exchange and securities (§§ 6-8).

Foreign exchange, bank credits, claims or securities belonging
to a resident in Sweden may not without the permission of the
Riksbank be disposed of in such manner as to reduce the owner s
holding thereof. Such permission is, however, not required when
- such holdings are offered to the iliksbank or to an exchange
bank (§ 9). A resident in Sweden hiving a claim abroad or havin
incurred a payment liability in a roreign country way not grant
respite for payment or defer payment or make agreements on
payment with other than regular media of exchange unless it is
warrented by trade practice (§ 10). ' %2

The Riksbank may grant exemption from these rules. The Riksbank
is also impowered to issuc rules for the application of the
Exchange Decree, and also direction to the commercial banks, G
which, in their capacity of authorised exchange banks, have to

carry out certain functions of the Riksbank by virtue of the

:x::lt)\;c Act. (See the Riksb.nk circulars and directions to
. ' L]

It is not possible in this context to attempt to clarify the

aignirisance and effects of the exchange control in different
fields’/). Here will be considered only the usage that has 2
developed in relation to capital movements. Informations about
these matters were published for the first time in Memorandum e
No. 1, 1959, (page 49-50) of the Parliamentary Riksbank Committee.
Hereunder follows an excerpt from that document. e :

Concerning the direct investments, that is the formation of
subsidiary companies or thc acquisition of a nontrolliing interest
of an existing comrany, it applies that requects from forei re
for permission to make such investments in Sweden is gtncrﬁtg; .
appreved. Likewi=2 the re-export of capital iz gererally approved whe
such an investment is liquidated. (Sec also below)

359:350, 1940:61%. 1956:14 1957 :251

2) SPS 1959:264 - i bl - G insid

J) A critical consideration of the Jjuridlical aspects of the -
exchange control has been pubiishied by Lars Hjerner: Valutalag-
stiftning och ValutafBrvaltnin; i Sverigs 193654 (Lxchange
Legislation and Exchange Adminiciration in Sweden), Ekonomisk
Revy 1955:3 page 135 and subscouently.

T
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Direct investments abroad are generally permitted when not on a
speculative basis for the formation of a company to sell Swedish :
products or for a production based on Swedish raw-materials or
semifinished goods that 1s necessary on account of custom '.jﬁ
prohibitions or import restrictions abroad, which would obstruect
the sale of the finished product. /.1s0 otherwise investment-
requests are treated liberally and permission is in most cases ;
granted for transferring funds to foreign countries for investing
in productive enterprises. To investments in the dollar area, -
however, applies that it should generally be made probable, that
the investment will promote the export or in other ways cause
income of foreign exchange in excess of the direct returns on the
investment. Here it may be noted that through an agreement between
the OEEC countries, they are bound to p rmit direct investments
in the other member countries, if the investment 1s not conside
harmful to the country, and also to permit the export of funds
arising when liquidating such investments. The Swedes have
inserted a clause of the content that re-exports of such funds
are not permitted when the foreign exchange markets is not
stabilized.

Concerning portfolio investments, that is purchases of securiti
with a pure purpose of investing money, it may be said that
forelgn portfolio investments in Swedish securities are genera
considered not to be approved of primarily because ar increas
resale to Sweden of such securities might be a strain on the
foreign exchange reserve in timet of unstabilized foreign
markets. Permission to those who ire considered foreigner:
regard to our foreign exchange lavs (not persons who have T
emigrated from Sweden, however) to exchange Swedish securi
other Swedish securities is granted - however for e
of bonds into stocks. Purthermore, the forei, ghgg’. a
ties permit sale in Sweden from abroad of forelgn holdings
Swedish securities, but only to a limited extent from the
area. i . TR L

Swedish portfolio investments abroad are not permitted o
of the scarcity of funds in the Swedish capital market and
risks that capital rapidly and in great amounts may be tra
to foreign countries in situations when there are fears o
decline of the value of the Swedish crown or espectations
increase of the value of roreign exchanges. The change of
holdings of foreign securities into other securities is,
generally granted with some limitation=, i.e. generally n
change of bonds into stocks. In 1958 “he limitation

that the change of German bonds into other securit
bonds is not permitted. This is because the Qe s buy back
holdings of German bonds abroad. Nothing preve sh holde
to sell foreign securities atroad and to import the payment.

Concerning commercial credits which might also and to a great
extent influence the baEEnce.of payment when changes in the way
of payment occur, it may be said that credits of a duration up
8ix months for exports from Sweden are generally permitted. ;gﬁ
exchange authorities, however, do not refuse sredits of longer
duration. Swedish importers may take advontage of a normal credit
from foreign sellers. | At RO
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Vi Eundamengal aspects of I;boraliscd cgg;tgl gg::g'gil
and freedom of establishment in a common Eagggggn .l:‘li
e

The means available to natural persons and corporations to
engage in trade ctc., acquire property and form companies

in a country other than their own are closely dependent on

the opportunities for transferring capital frem the latter
country to the former. It is obvious that freedom of estab-
lishment may exist whether capital movements are liberelised
or not, but such freedom is not likely to be of major oconﬂg@p
importance 1if capital (in the form of exchange, property, e
licencefees and the like) cannot be freely imported or c:ppe!ti
to or from the country where the foreign national or corpore=
tion intends to establish business. Otherwise those concerned
would many times lack the means to utilize the assets they
possess in the home country.

Conversely it cean be established that a condition for the
most favourable social-economic return of a free capital
movement 1s freedom of establishment, even though in this
context it is not of decisive importance. If freedom of
establishment is lacking, direct foreign investments will
clearly to a large extent fail to materialize. The i te
of the remaining possibility for documentary investment

not, however, be under-estimated. e (oo gl i

In principle it would appear chvious that a successi
of the tariff walls in Europe vould ultimately entai
liberalization of private long term capital movements 3y
way of illustration it is desirable that the social-econom:
implications of free Western European trade be briefly re-
capitulated. R g (O Sl

Free trade can be expected to contribute to an increase in
income and thence in living standards by the effect which the
expended market will cxert on the development of productivity
The improvement in productivity may be conceived as taking
place in a number of ways. Removal of the European trade
obstacles may create better conditions for large scale pro-
ductlon which will tend to bring with it operational econom
and larger resources for research and development, But of
even greater importance will probably be the new facili- :
ties for intermational specialization, with every production
unit being forced to concentrate on the kind of manufacture
for which, relatively, it is best placed, resulting in the
production of a smaller range of articles in larger series
making possible the more effective utilization of special ey
machinery, craftmanship, etc. A free trade has also a favour~
able effect by turning to better account available natursl
resources and raw material flows and may further be ex-
pected to increase productivity by stimulating & more inten-
Sive internztional exchange of technical experience.

If these advantages of European integration are to be fully
utilized, free international capital movements will be of
vital importance. The removal of trade obstacles will bring
about a progressive shift in the trarsformation

of the industrial structure which is n continous progress
in Western European countries. From this 1% follows that
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capital needs will show a relative increase within certain
undertakings, industries and gecgraphical areas simultaneously
with a contraction in others. It will hardly‘be possible to
gsatisfy within the framework of each country s internal
capital market these internationally conditioned demands on
neither the extent nor the direction of the capital supply.
Hence it is possible by liberalized capital movements not
only to prevent the provision of capital from becoming a
bottleneck that eliminates a large part of the favourable
effect of integration on economic progress, but to facilitate
the re-adjustment process in such industries as will be
particularly hard hit by the sharpened international competi-
tion,

The above concept of the necessity for liberalized capital
movements is in principle independent of whether the rules

of establishment are liberal or not. It should, however, be
strongly emphasized that the means for utilizing the economic
advantages of European integration will be greatly curtailed
if restrictive meaaurei are introduced in respect of the IS
right of establishment!). The situation may also be interpreted
S0 that the advantages outlined for free capital movemen! ! Srei
would apply to an even higher degree if full establishment
rights are allowed, so that capital movements can embrace to
the fullest extent not only documentary investments, but also B
direct investments. As an example, a technically high ranking
concern, which has been forced by European free trede into AR G
unfavourable competitive position by reason of its geographica
production situation, would in this way secure the means to
move its plant to another country where natural resources, .
the supply of labour ete., make for more favourable facilities
- @n essential condition to enable the undertaking to make
full use of its technical know=how." -3

It must be fairly obvious that the capital movements which
may occur “"voluntarily” in a free international capital market,
will be economically more advantageous to countries importing
capital. The increased supply of capital brings with it better
means to utilize natural resources and man-power. The position
of the countries exporting capital, on the other hand, appears
to be somewhat less certain. At short sight it might be thought
that the rate of expansion would tend to slow down in these
countries, seeing that it is always possible to count on st
demand for capital where there is full employment, irrespective
of the resources of the country. A drain on capital should
then mean that the investment increment per worker, and as a
consequence the increase in productivity, should be somewhat
Slower than would otherwise have been the case. But this nd
ought - In a freetrade economy - to be counteracted, and on the
long view wholly outweighed by the indirect effects accrueing
from the more rapid economic expansion in the countries importing
capital. The export of capital may be accompanied by increased
sales abroad of capital goods, e.g. mechirery and power plant.
The rising standard of 1iving in foreign countries resulting

from the import of capital may lead to expanding markets for
the export industries. Moreover, the exported capital may give
Fise to new important sources of imports. B

P i e the Rome Agrecment far reaehing elaims for frecdom of
estabhljrhment ary made.
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The long-term private capital movements have after World
War II geen vegy moderate in volume in Europe, but have
increased in recent years primarily as a result both of the
strongly expanding capital exports from the U.S.A. and the
rising volume of international crx?its granted by both
Western Qermany and Oreat Britaini).

The fact that the capital movements have not become more
extensive during the last ten years, must be seen partly

against the background of the restrictions which various
countries apply in dealing with different forms of capital il
‘transfer. Another contributory cause is probably that lconolicgg
and political conditions have been relatively unltlb{p in most
countries, which has reduced the potential investors ‘inclina-
tion to place capital abroad. .

To the extent capital transactions are liberalized, a common
European market will probably bring about appreciably larger S5
capital movements. This will not only be a consequence of the
transformation of the industrial structure outlined above whiceh
may be expected to follow the removal of trade barriers and
should not in itself necessitate increased capital movements
But as the various countries will in all probability be force
to coordinate to some extent their economic policies - in
excess of the coordination already necessitated by the

convertibility of current payments - it is likely that the
general disposition towards capital export will rise along
with the partial elimination of politically inspired risks.

The volume and direction.of future capital movements elanct;w
predicted. In the first place it is difficult to determine in
advance in what ways the trade exchange will be influenced
in the long run. In the second place the question will depend
on the relative capital yield in various countries, apart from
the changes in the European investment pattern that may be
brought about by the common market. Capital tends, of course,
on the whole towards such objects as provide the best returns.
How the relative capital yields in various European countries S
will work out when in twelve to fifteen years time the Continent
is a free-trade area is clearly impossible to forecast. The Sk
capital return in a country is in fact determined, except by
natural resources, technical inventions and wages, by such

things as the interest rate, company taxation, personal taxation
o1 income of capital,incidence etc. It is therefore in a high
degree affected by the objectives and direction of economic

Policy. Relatively, the capital yield will also depend, among
Other things, on the possible difference between the various
countries regarding long term trends of consumption, e.

adjustments in the direction towards consumer goods nhioﬁ
require more capital.

Hence 1t is not possible to Judge what effect a European free-
trade area and the rules applied to it regarding free capital
movements can have on capital imports to and capital exports
from Sweden. There does not, however, seem to be any reason to
fear that such capital movements will—"in themselves, cause
difficulties or have injurious effects. Apart from institutional
investment conditions, capital transactions are, as has been
sald, dependent on economic policy which, among other things,

1) The extent of the capital movements to and from Sweden 1in
recent years s summarised in Appendix 1.
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6. Po

icular Covernment Measures that int ludnce RRVOBTHENt in thE Delrids
The fellowing vory important chsnges in economic policy took
plece during the investigation period.

a) At the bogimning of 1955 the Swedish Government imposed o 12§
tax on all industrial investments of more than 30,000 Swedish crowns
per enterprise. Public companies were exsmpted from this special in-
vestment tax which lasted three years, because of the tax, investment
in private enterprise was considersbly reduced during this peried.

®) The same year the corporation state taxes, which are levied at
e flat rate, increased from 40X to 508 for all joint-stock compenies.
Thus, from 1955 until the end of the investigetion peried, the state
income tex rate for joint-stock companies was fimed st S0% of annual
net profits less deducation of lecal income tex payments. Joint-stock
companies de mot, however, pay a state capital assets tax.

The profics of Swedish joint-steock companies are subject te
double taxation. Pirst of all, companies must pay & local income tax
of, on an average, 13.5¢ on their taxable profit. After subtracting
the amount of the local tax from their texsble profits, the companies
pay the stete income tax on the remaining profits. Together, these
texes reduce company profits by, on the average, sbowt 57%. Secondly,
shareholders must pay locel end uational income texes on dividends
received as well as a state capital assets tax on the value of the shares
owned.

This high texation rate makes the issuing of pew shares a very
expensive way of finmencing new investments.

e) Furthermore, the metheds of writing off machines and other
equipment and commodities stocks were tightesed during 1985. Uader the
new laws the companies ave still permitved somewhat to evenm out profits
end losses botween various years but they are not permitted to reduce
one year's texable profits by the loss sustained im a previous year.

Cepital assets, vhich are subject to such rapid comsumption
that they have no presumed economic value after three years of use, may
be totally written off in the year im which they are purchased.

The law specifies two methods for figuring depreciation and
each year a company may choose that method which is most advantageous
to the company. The first methed states that mechinery and plents may
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be anually depreciated one third of the current beok velue. The second
methed states that each year an asset may be depreciated 20% of its
purchase price. This second methed is mathematically necessary inm
order to depreciate an asset to serc and makes it possible for the
company to depreciate amy machine or plant to sere in five years® time.
From 1938 until the beginning of the fifties the writing-off methods
for tax purposes were estremely liberal. This meant that & new machine,
regardless of how expensive, could be completely written off the year
it was purchased.

Under the new laws, 2 building may not be written off faster
than what corresponds to the economic duration of the building.

Commodities stock may net be valued at a price lewer than 40%
of the value when bought, celculated either on & first-in-first-out
basis or the present market valus, whichever is lower. T7This means that
the commodities stock may be written down & maximum of 60%. Before
1955 the Swedish texation authorities had a rule-of-thumd stating that
the commoditics stock could not be valued at a price lower than 308
of the first-in-first-out value. An important provision teday states
that rav material or staple commodities may be calculated at the lowest
market value which has occured during the last nine years. That lowest
value may then be written down 30%.

d) Finally, it should be mentioned that the discount rate was reised
by the Bank of Sweden 1¥ in April 1958 (from 2.75% to 3,75%), 0.25% in
the autumn of 1956, and still snother percent in the summer of 1987, It
was subseguently lowered 0.5% in the autuem of 1958, It elso became
more difficult for Swedish commercial banks to lend momey to the industry
in 1955 because of govermment stipulations that higher cash reserves
should be kept on hand, ‘

All of the tax increases and regulations which took place during
1985 were due to the inflation scare. They resulted mainly im less
faverable self-fimence possibilities for Swedish industry. Consequently
they affected the investment policies of industrial firms.



