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THE INTERNATIONALIZATION OF BUSINESS:
THE SWEDISH CASE

By

Elaine Benoit Robinson

The salient features of Swedish industry are analyzed in this dissertation in
thehistorical context. The dissertation identifies the preconditions ofindustrialization
in Sweden. It then examines the process of industrialization in the late-nineteenth
century. It also examines the organization of the Swedish labor market and the
founding of the umbrella organizations representing management and labor, the
Swedish Employers’ Confederation and the Swedish Trade Union Confederation.
The dissertation explores some aspects of Swedish exceptionalism and the
economic nucleus of the Swedish model and three thematic areas of the
internationalization process: (a) industrialization threats and opportunities, (b)
industrial relations, and (c) the new paradigm ofinternational business management.

Data for this dissertation came from research work conducted in Sweden at
the Swedish Employers’ Confederation and the Labor Movement Archive,
Arbetarrérelsens Arkiv, both located in Stockholm; Tavistock Institute of Human
Relations in London; and study visits to numerous multinational enterprises and
international business institutes in Europe. Interviews were conducted in Sweden,
Detroit, and Washington, D.C. In addition, numerous periodicals, newspapers, and

books were consulted.
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Major findings include that industrialization was an ongoing process for
centuries. International trade based on local raw materials and local skills had been
an important source of domestic revenue for centuries, dating back to the twelfth
century in the iron industry. As a small country with a restricted domestic market,
there existed a source of human capital and a financial structure that was more
advanced than in other industrialized countries, contributing to Sweden’s status as
an "impoverished sophisticate." In addition, the organization of the Swedish labor
market and industrial relations were ridden with conflict and high levels of industrial
strife, although management-labor relations were characterized by collaboration, and
compromise decision making beginning in the 1930s, which was the basis for more
than forty years of labor peace, before the Great Depression and what became
known internationally under the rubric of the Swedish Model of industrial
development.

In the twentieth century, Sweden emerged as a small open and global
economy based on high-tech and industrial products for world markets. The
expansion of international trade until the 1980s was through foreign direct

investment and the creation of multinational enterprises.
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INTRODUCTION

Background

The scholarly efforts of this dissertation emanate from the initial goal of
acquiring knowledge about international business and the management practices
atlarge multinational enterprises. Later, | found that circumstances more and more
related to Swedish industrial development, and soon differences between Swedish
and American economic transformation became more evident, at first in
contemporary terms. However, as a historian, | found myself going further back in
time to establish a sharper understanding of change, reaching to the past century.
Due to this predisposition, it was necessary to find out when, where, how, and why.
In some respects, it was a task of fitting together pieces of a challenging puzzle.
Although industrial techniques can be the same in many countries, each nation’'s
social and economic reality has its own distinctive features.

One of the strongest motivations for this research came from study visits to
major Swedish enterprises during an academic program initiated by industrial
psychologist Kenneth Wexley in the early 1980s. Within a few years, | became
involved in planning and implementing the innovative academic program, which
evolved into a six-week International Business Management Program in Europe. |
conducted the program through Michigan State University's Office of Overseas
Studies, the Center for International Business, Education, and Research (CIBER),

and the Department of Management and Graduate School of Business. We visited
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high-tech manufacturing production sites, at first in SWeden and then in other parts
of Europe. All these multinational companies faced the challenges of ongoing
technical and organizational change to remain competitive in producing goods for
demanding global markets.

The overseas business management program facilitated being received in
corporate board rooms and participating in meetings with management personnel.
During on-site visits to numerous multinational firms, | observed a variety of
production processes. | also visited European business schools, management
institutes, and universities and organizations relating to industrial relations and the
reorganization of work in nine European countries. The last country included in the
expanding program in 1995 reflected the major political and economic changes in
Eastern Europe with a week in Prague and the Czech Republic and a study visit to
the Skoda automobile assembly plant, which recently had been taken over by
Volkswagen. However, intentionally, Sweden remained the core of the program.

Through this academic program, many business students learned about the
importance of the cross-cultural aspects of business, the importance of knowing
foreign languages, the understanding of other cultures, a variety of complex
business strategies in changing markets, the role of trade union organizations and
industrial relations, and the emergence and the significance of the European Union.
Students also gained an understanding of the complexity of introducing new
technology in the work place, the production process, organizational change, quality
of work life, empowerment, and automated and flexible manufacturing systems

(FMS)."
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Moreover, | realized that some business students grew to appreciate the
importance of historical development and the integration of economics, political
policies, and the cultural aspects of management philosophies and a flatter,
nonhierarchical organizational structure, as integral parts of industrial development
and the evolution of increasingly interdependent economies. Similar to the business
students, | concluded that there was still much to learn. During the majority of these
memorable study visits, it became crystal clear that the leaders at the multinational
enterprises viewed historical development as a vital component of the current status
and competitive position of the organizations. Above all, a sharper focus for my
research started to develop.

Presentations at business schools and the International Labor Organization
in Geneva revealed that, indeed, Swedish case studies and use of advanced
automated manufacturing systems were well-known in Europe. Sweden isregarded
as a front-runner in organizational change, new management techniques, and the
use of new technologies, partly because the small industrialized country is so
dependent on the external market for the sale of manufactured products used in
industry in countries outside of Sweden.

Sweden has a long history in the iron trade, going back for centuries, and has
been host to a number of multinational enterprises operated as international firms
from their inception in the last three decades of the nineteenth century. As aresult,
the Swedish economy, social structure, and industrial apparatus continuously have
had to respond to the international and increasingly global market more expediently
than the United States, for example, a country with a large domestic market and a

currency that sets the standard for the rest of the industrialized world. Sweden
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appears to have been undergoing constant transformation, renewal, and product
upgrading, all part of the continual and organic process of adapting to the
international markets. When visiting Swedish firms that were manufacturing
primarily industrial products for international markets, it gradually became clear to
me that one could not understand current business development without analyzing
the preconditions embedded in‘Sweden’s relatively late industrialization.

In the comparative European context, the industrial revolution came rather
late in Sweden. However, once industrialization was under way in the 1870s, the
process engendered rapid economic development and elevated levels of material
prosperity by the mid-twentieth century. The process also brought about Sweden'’s
international reputation for collaborative labor-management relations and
international recognition for becoming a world leader in developing and introducing
new workplace technologies. The small and apparently backward country of the
mid-nineteenth century has achieved areputation for quality in industrial production.
Sweden is also renowned for developments related to quality of work life and new
forms of designing production processes that incorporate the socio-technical aspects
of production—the technical and human aspects of the production process.

Volvo abandoned the traditional assembly-line method of automobile
production with the opening of the Kalmar plant in the early 1970s. In the 1980s, the
firm implemented more intense team production at the new Uddevalla plant. There
all assembly work was carried out by employees in work teams, which made it
possible for individual team members to perform varied tasks. Also, work teams
handled large parts of the administrative details required in building cars; thus, every

employee on the shop floor was brought closer to decision making. The redesign

4
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of work was evident in other Swedish enterprises, as well, all part of modem
industrial development leading up to the twenty-first century.

A combination of my original motivations, knowledge, and clarifications led to
the need to investigate the historical roots of Sweden’s industrial development.
Swedish industrial history witnessed an evolution from the "basic industries” based
on the natural resources of iron, forests, and water power, to sophisticated
knowledge-based industries concentrating mainly on the manufacturing of products
based on engineering. The melange appeared to require a difficult balancing act of
integrating many systems-technical, social, andinstitutional--which atthesametime
paid homage to tradition and cultural attributes, all within the context of international
markets and pressures from external competition.

Through developing and working with this international academic program for
almost a decade, visiting eighty-five international firms and organizations in Europe,
meeting with leaders of multinational firms and international organizations in nine
European nations, learning two foreign languages in order to gather data and
acquire a better understanding of other cultures, and residing and studying in
Europe, it became clear to me that | must resist simple explanations about standard
economic growth and international market activity, and the variety of models put
forth by a multitude of historians. | was compelled to develop my own model of
industrial development in Sweden.

Part of the learning and research experience included attending seminars in
a graduate, program at the University of Stockholm. The university's graduate
curriculum included a seminar in Industrial Relations at the Swedish Center for

Working Life. Two of the guest lecturers at the seminar were Gosta Rehn and
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Rudolph Meidner, economists from the Swedish Trade Union Confederation (LO)
and architects of the Swedish "active labor market policy” formulated in the 1950s.?
Rehn and Meidner presented their views of contemporary events relating to
Sweden’s economic development.

With the assistance of the Swedish Employers’ Confederation, | was able to
interview personnel in the international departments at Volvo and Ericsson about
their training and support programs for sending staff abroad and also for repatriation.
At the time, many Swedish enterprises were multinational as well as multicultural.
Volvo regarded developing intercultural skills as an "investment—one of many ways
in which to make the Company more globally successful and competitive " (Going
Global, 1988, n.p.). It was important to understand that, in business terms, "There
are truths on this side of the Pyrenées, which are falsehoods on the other” (Blaise
Pascal, cited in Going Global, 1988, n.p.). At Volvo, it was believed that
*international life has become a part of our every-day life" (Going Global, 1988, n.p.).

Also, while at the University of Stockholm, | completed seminars in
international relations and political science, among other subjects, and participated
in language training, "Swedish for Researchers." At that university, | wrote and
presented a paper on Swedish international business. In addition, when | presented
my research ideas to the Swedish Employers’ Confederation, the umbrella
organization representing business in the Swedish labor market, and also at F. A.
Radet, the Swedish Institute for Management and Working Life Issues in Stockholm,
| was awarded a grant that made it possible for me to stay in Sweden and embark
on archival research in Sweden and England. Professor Hans De Geer was

extremely helpful with gaining access to the archives in Stockholm. In addition,
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further support was provided by a Council of Europe Fellowship from the Swedish
Institute and a language study grant from the Swedish Information Service in New
York.

As | organized my research plan more thoroughly, ametamorphosis occurred
regarding where to begin, which originally hinged on the crucial period in Swedish
economic development, spanning the era from 1870s to the 1970s. One could not
analyze the present without investigating the roots of the historical process of the
internationalization of Swedish business. This would act as my jumping-off point for
the investigation, thus contributing to a better understanding of relevant
contemporary issues. Success in international markets had to be analyzed within
its own time to understand the underpinnings of the processes of industrialization
and internationalization.

A review of the literature revealed that the era of industrialization from the
1870s to the First World War had often been overlooked. There seemed to be a
heavy concentration on the interwar and Depression eras and the Swedish Model,
as parts of the industrialization and internationalization processes.

Thus, this dissertation is focused on the historical developments contributing
to Sweden’s achieving its current position in the international market place. Because
of the complexity of this process, it was only possible to analyze an era spanning
from the 1870s to the First World War, and then to highlight some pertinent
contemporary developments, occurring mainly in the 1970s, a century after Sweden
became involved in the transformation from an agrarian to an industrial-based

economy.
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The main body of the dissertation is concerned with areas | have identified as
critical to the process of industrialization and the internationalization of business in
Sweden. The selected areas may be regarded as a series of essays as parts of the
bigger picture. Undoubtedly, these areas deviate from what other scholars have
chosen, as | wanted to complete an original study. The few focused areas
representing the modern era require more research, which can be undertaken in the
future. This work, therefore, can be regarded as part of an ongoing process of
intellectual curiosity and scholarship.

Chapter | provides a general background for subsequent chapters. It covers
the key components of the processes of industrialization and internationalization of
Swedish industry, specifically the crucial period of industrialization up to the First
World War. This chapter can be helpful to those who are not familiar with Sweden.
The first chapter also forms the frame for the study, including a review of the
literature. Although Sweden was a relatively poor and backward country in the mid-
nineteenth century, human resources were highly developed, earning Sweden the
apt title of the "impoverished sophisticate.”

The transformation of the Swedish economy from an agrarian to an industrial
base is examined in Chapter Il. Sweden’s industrialization was similar to
Switzerland’s experience, except that Sweden had a history of commercial activity
in external markets due to the export of timber and metals.

Chapter lll covers the significant aspects of the ancient iron industry, the
Swedish bruk, the decentralized ironworks interspersed throughout the Swedish
countryside, based on local raw materials and skilled labor. Iron production and the
iron export industry had contributed to the national treasury since the thirteenth

century, but by the nineteenth century the industry faced a structural crisis. The bruk
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acted as a bridge between slow and rapid industrialization. The iron industry
provided industrial development in Sweden with a special "mentality.”

Chapter IV discusses the period of mature industrialization and the formation
of a modern capital market. The Swedish State Railway, special attributes of the
"genius" industries, internationalization of business, the role of prior related
knowledge, and the significance of the long-established commercial contacts
developed through the iron industry also are examined.

Chapter V focuses on the early stages of trade unionism and the foundation
for participation in the Swedish labor market. Highlighted is the founding and stormy
beginning, in 1898 in Stockholm, of the Swedish Trade Union Confederation (LO)
representing manual workers.

Chapter VI continues in a similar vein with a discussion of the umbrella
organization representing business in the Swedish labor market, the Swedish
Employers’ Confederation (SAF), established in Stockholm in 1902. Although SAF
eventually was one of the main actors, along with LO, in collective bargaining, the
organization’s leaders did not welcome that role during the early years.

The political dimension of the organization of the Swedish labor market,
particularly the linkage of the Social Democratic Party and LO, is analyzed in
Chapter VII. The early leaders guided the labor party along a path of reform.

Chapter Vlllis the concluding essay, which highlights the prominent elements
of change surrounding a "new paradigm” in management and the introduction and
use of new technologies. These factors have made it possible to reorganize
production along socio-technical principles based on the ground-breaking

experiments conducted by the Tavistock Institute, located in London, in the mid-
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twentieth century, and the implementation of team production in Swedish industry,
at Volvo in the 1970s.

The research is based mainly on primary documents at the Swedish
Employers’ Confederation (SAF) and the Arbetarrélresens Archive, both located in
Stockholm; the Tavistock Institute of Human Relations in London; interviews in
Sweden and in the United States, i.e., in Washington, D.C., and at the Walter
Reuther Library in Detroit, Michigan; and material from meetings with numerous
managementrepresentatives, industrial leaders atmultinational firms, and academic
staff providing schooling and higher education for industrial managers at institutions
such as the Institute for Management and Development (IMD) in Lausanne and
INSEAD outside of Paris, and faculty at the University of Berlin involved with the
transitional economy in the former East Germany, among others; and on-site visits
to production facilities at numerous corporate headquarters.

Particularly illuminating were the interviews with industrial, business, and
labor leaders in Sweden. First, with the help of some directors of organizations in
Sweden working in the field of international management, appropriate people were
identified for the intended interviews. The same people then offered to make the
initial contact by letter with the potential interviewees. Soon after, | followed up with
a telephone call and a letter. | would recommend this method of being introduced
by someone respected in the field to anyone intending to conduct research in
Sweden.

One, exception to the method described above was the interview with Jan
Carlzon, President of Scandinavian Airlines. Afterreading Carlzon’s book Moments

of Truth, | wrote to him, responding to the ideas presented in his work and
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requesting an interview for further discussion. Carlzon willingly and graciously
honored my request. All of the interviewees had carefully considered the questions
I had sent to them before the interviews were conducted. During the taped sessions,
they offered thoughtful and varying responses. The interviews in the United States
with Irving Bluestone, retired Vice-President of UAW-International, and Michael

Maccoby, a consultant for Swedish firms, were planned through direct contacts.

A Small Open and Global Economy

To some people, Sweden is a land of trolls and medieval castles and the
home of adventuresome Vikings who, a millennium ago, struck out of the Swedish
archipelagos to carve out their northern empire. Perhaps less widely known is that
Sweden has a long tradition of international operations. Sweden is also home to a
clutch of industrial empires that rely heavily on advanced manufacturing and state-
of-the-art manufacturing philosophies.

One of the enduring impressions one forms after visiting large Swedish
manufacturing enterprises, multinational firms, is that Sweden’s manufacturers
compete vigorously in global markets, exporting anywhere from 85 to 95 percent of
the total industrial output to markets in the United States, Europe,and the Far East.
The presence of many large multinational corporations has fostered a detailed
knowledge of international business, management, and language skills. English is
mandatory in the public school system, and many Swedes study a third language,
as well.

Sweden is a small, open and global economy, one of Europe's least

populated countries, with only 19.5 inhabitants per square kilometer (a population

1
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of 8.8 million in 1996), and the third largest in terms of geographical area. Sweden
ranks highly when it comes to balancing business efficiency with environmental
protection. (According to the World Competitiveness Report of 1996, the emissions
of carbon dioxide and chlorofluorocarbon are lower in Sweden than in other
developed countries.)

Through its geographic location and European Union membership, Sweden
is part of three significant economic areas. Scandinavia, where Sweden traditionally
has held a strong position, has a population of close to 25 million people. The
country also has a strategic position in the rapidly expanding Baltic region, with its
population of 100 million inhabitants.

Major Swedish international industrial firms earn a substantial proportion of
their profits through subsidiaries abroad, where they employ largely non-Swedish
labor. About one-third of the employment in Sweden depends directly on exports,
and more than half of the country’s total industrial production is exported. More than
50 percent of Swedish exports go to European Union countries. Profits from these
exports pay for a sizable proportion of Sweden'’s imports, which originate largely
from the same group of trading partners.

The Swedish industrial empires such as Sandvik, Asea Brown Boveri
Robotics, Volvo, Saab, Ericsson, and Atlas Copco, to name a few, are going to be
even more deeply involved with the economic life of the European Union. The
Union’s primary goal is to provide a free flow of goods, capital services, and
personnel among member countries.

Due to the limited Swedish home market and a total lack of dependent

territories overseas, a free trade policy has been a natural occurrence. European
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market integration and continued access to internatidnal markets are fundamental
tomaintaining both industrial and material standards, which presuppose anintensive
exchange of goods and services with other countries. Sweden’s truly global
corporations will reap the benefits of a huge single market as part of an integrated
Europe. Membership in the European Union has provided access to a market with

a total of 370 million people (ISA, 1996, p. 2). (See Figure 1.1.)

Fig. I.1: Member states of the European Union, 1996.

Source: Invest in Sweden Agency (1996), p. 5.

Sweden’s major export markets--Germany, the United States, the United
Kingdom, and Norway-account for 38 percent ofits exports. Sweden'’s imports from
Germany, the United Kingdom, Norway, and Denmark totaled 43 percent in 1996.

Engineering accounts for about half of Swedish exports, with machinery, electronics,
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electronics, and motor vehicles making up the main categories. Other exports
include forest products, chemicals including pharmaceuticals, and minerals.

Few nations are as dependent on exports as is Sweden. The Swedish
economy is about 30 percent trade dependent, one of the highest such levels in the
industrialized world. The total value of exported goods in 1994 amounted to almost
500 billion Swedish crowns. Applying the 1998 rate of exchange of 7.4 Swedish
crowns to the United States dollar, the total value of Swedish exported goods in

1994 was $67.5 billion (Swedish Central Statistics, 1995). (See Figure 1.2.)
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Fig. 1.2: Trade dependency--Trade as percentage of gross domestic product (GDP).

Source: Volvo Media (1987), p. 15.

A number of multinational corporations have their origins in Sweden, and

today the Swedish economy is highly dependent on a limited number of large
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international companies. These include well-known names such as Asea Brown
Boveri, AGA, Astra, Atlas Copco, Electrolux, Ericsson, Gambro, lkea, MODO, Saab,
Sandvik, Scania, Skankska, SKF, Stora, Tetra Laval, and Volvo. (See Appendix for
a list of the largest firms and their product lines.) The concentration of industrial
output in a small number of large companies is one factor contributing to the
relatively high level of spending on research and development in Sweden.

Due to a constructed domestic market, Sweden must export to and grow in
international markets to reach economies of scale (reducing the cost of production
byincreasing the quantity produced, and specialization in production and marketing).
It is obvious that the development of an advanced and differentiated industrial
structure would not have been possible if the export goods, concentrated in
engineering and electronic products, specifically machinery and motor vehicles and
telecommunications, were sold exclusively in the small domestic market.

By expanding internationally, Swedish companies have been able to spread
the cost of research and development over a larger production volume, thereby
carving out their respective niches in an efficient way. At a level of just above 3
perceﬁt of GDP, Sweden spends more on research and development than does any
other country in the Organization for Economic Cooperation and Development
(OECD). Almost 90 percent of industrial research and development is related to
transport and telecommunications equipment, pharmaceuticals, and machinery.
Most of the intensive research and development work has taken place in the home

environment (see Figure 1.3).
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Source: OECD Main Science and Technology Indicators (1993).

Political and E ic Stabil

The popular image of Sweden is one of politically stable and contented
Swedes calmly going about their business in their corner of Northern Europe.
However, this notion is a bit simplistic. The stereotypical view of Swedish
development often dismayed Swedish academics and politicians, who were aware
of the multifaceted and sometimes precarious nature of Sweden’s economic history.
Political and economic stability were not achieved in Sweden until capitalism and
laissez-faire economic policy were tested during the Great Depression in the 1930s.

The next forty years were a time of economic growth and political stability, along with
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increased internationalization. Stabilization of relations in the labor market and in
the political arena were both prerequisites for the development of what became
known as the Swedish Model of industrial relations.

Even though Swedes enjoy the same civil rights as do those in most other
Western European countries, Sweden has a tightly organized—some would say
highly regulated--society. Public policy debate tends to focus on what is good or bad
for the society as a whole, rather than for the individual. Perhaps this is because
Sweden is a small, ethnically homogeneous society, as compared to alarge country
with a pluralistic population such as the United States. Also, virtually all Swedes
making up the active labor force are covered by collective wage contracts, whichhas
the effect of limiting wage differentials and discretionary income.

These features do not mean that Sweden is a closed or introverted country.
On the contrary, Swedes make a genuine effort to be informed about international
trends in many fields, and many of them are well traveled (the vacation period
mandated by law is five weeks). This outward-looking mentality is due, in large part,
to a history of trade.

Sweden is well reputed for its industry, having captured a leading edge in
many high-tech fields such as telecommunications and information technology,
pharmaceuticals, and health care, and enjoying a strong position in the automotive,
iron and steel, and pulp and paper industries, to name a few. Because of Sweden'’s
historical participation in world trade, the business sector has extensive interests and
contacts abroad. The financial community has seen much of its market deregulated

in the past decade and now is finding its niche in the new global financial market.
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However, Sweden's industrial history reveals that world trade has been
ongoing in Sweden for centuries, and the beginning of the dual processes of
industrialization and internationalization is difficult to pinpoint. Even though another
factor related to international expansion following 1938 was a minimum of industrial
strife, which contributed to high levels of employment, full production, and timely
delivery of products for markets abroad, the processes of industrial development and
industrial relations have been far from smooth and painless. By the end of the
turbulent Depression decade, a peaceful labor market emerged, while retaining
democratic institutions and a free market economy. At the same time that
authoritarian regimes triumphed on the Continent, leaders in Sweden demonstrated
that problems could be solved through compromise--politically and in the labor
market.

During a time when the automotive industry in the United States was plagued
by violent strike activity, such as the sit-down strike at General Motors-Flint in 1938,
labor and management in Sweden formulated the infamous Saltsjobaden
Agreement, traditionally known as the Basic Agreement, based on collaboration.
The agreement would establish the pattern for industrial peace and form part of the
foundation of Swedish prosperity. The Swedish Employers’ Confederation (SAF)
and the Swedish Trade Union Confederation (LO) achieved a "model" of industrial
relations, in which the two centralized organizations negotiated freely without
governmental intervention for almost four decades. For many years, Sweden
maintained, an enviable record of labor market peace. There were only minor
conflicts between labor and management from 1933 to 1969, with one exception in

1945. This form of industrial development has been of intrinsic interest in the wider
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international comparative context. The Swedish experience of peaceful negotiation
in industrial relations has been of particular interest to Americans, primarily because
*the history of American industrial relations revealed that organized labor believes
it serves its members best by remaining management’s adversary” (Levitan &

Johnson, 1983, p. 11).

Purpose of the Study

There is abundant literature concerning the causes and attendant
circumstances of Sweden’s industrialization process. These include growing
international demand for goods that Sweden was capable of producing, as well as
the availability of endogenous raw materials, a literate and skilled labor force that
often was drawn from agriculture, and the feasibility ofimporting capital from abroad
with the adoption of the Gold Standard in 1873. One important factor that has been
insufficiently explored is the historical development of the internationalization of
business in Sweden.

This dissertation illustrates certain aspects of Sweden’s industrial history
related to comparatively late industrialization and the internationalization of business
in Sweden as the historical backdrop for the growth of multinational corporations and
Sweden's advance toward prosperity in world markets. The focus is on the evolution
of industrialization, reformist economic and pragmatic industrial policy, and an
adaptive business-management structure, in terms of continual structural change,
as important underpinnings for increased internationalization and the competitive

position of Swedish industry in global markets.
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Time Frame

The analysis is confined to a period of rapid economic growth in Sweden from
the 1870s to the First World War, specifically, with some historical changes of the
modern era, particularly the 1970s, when public spending and tax rates were still not
particularly high. This dynamic era spanned a hundred years of structural change

and adaptation to international markets.

Focus

The intention in this study is to explore some characteristic features of
industrialization and the internationalization process in Sweden within a historical
context. The focus is on the dominant vehicle of internationalization, often referred
tointerchangeably in the literature as the multinational corporation or enterprise, and
briefly to review its role and influence in the Swedish economy. The scope is limited
tolarge Swedish international companies. Although many medium-sized firms went
abroad, very little is known about their development; that part of Swedish economic
performance requires separate research. In addition, an analysis of the great rush
of social legislation during the twentieth century is beyond the scope of this study.

The analysis is divided into three thematic areas of the internationalization
process:

1. Industrialization—-threats and opportunities. Swedish exceptionalism
and late industrialization created special conditions of Swedish economic
development during the early period of internationalization of Swedish business.
Production 'processes in the iron mills (the bruk)located in the countryside and the

ancientindustry based onraw materials created a special "mentality” aboutindustrial
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development. The country's long dependence on industrial markets guided special
aspects of late industrialization in Sweden, which was prompted by foreign demand
and local raw materials.

2. Industrial relations. The organization of the labor market from the turn
of the century, the economic nucleus of the Swedish model, and the business
climate for economic development and growth are all significant aspects of the
Swedish form of industrial relations. During the last decades of the 1800s, the
increasing dissatisfaction exhibited by workers catalyzed difficult conflicts in Swedish
society and at new factories, and industrial turmoil continued until just before the first
world war.

3. International business management. Of particular significance in the
modern era is the influence of management techniques from abroad and the
development of Swedish management philosophies. Frederick W. Taylor is known
as the father of scientific management. Scientific management, also known as
Taylorism, is essentially regarded as a rigid system of control of the worker and
constrained productive systems in the manufacturing setting. Taylor's ideas were
formulated in the United States at the end of the nineteenth century, when
industrialism was gathering momentum in Sweden and the United States. Taylor's
theory was published in 1911 in a book entitled Principles of Scientific Management.
This book was translated into Swedish in 1913, although the concept had first been
introduced in Sweden in a union press article a year earlier. Hans De Geer (1972)
presented a comprehensive account of Taylor's influence in Sweden.

"Taylorism”™ and the emphasis on "industrial rationalization" may be defined

as any approach that has the potential to increase efficiency or output; Taylor's
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theory applied mostly to unskilled labor. Efficiency can be achieved in various ways.
Reorganization of firms may include closing some manufacturing units and
expanding others, horizontal integration or merging different stages ofthe production
process, and vertical integration or merging support units that are duplicating others,
thereby eliminating waste.

In the 1960s and 1970s, in Sweden, scientific management theories were
displaced by a socio-technical approach, emphasizing the social and technical
attributes of the production process or organization of work in an industrial setting.
The socio-technical concept arose in conjunction with the first of several field
projects undertaken by the Tavistock Institute in the British coal mining industry
during a time of postwar reconstruction of industry.

New technology and new international competitive conditions required the
reorganization of work and production. With the emergence of alternative systems,
there were other ways of designing work and organizing production, rather than
conforming to Tayloristic principles. A participative and decentralized management
philosophy resulted in a "shift in doctrine” and a "new paradigm" in the 1970s at

Swedish international enterprises.
A New Paradigm
Harvard business historian Alfred D. Chandler chronicled the formation of
modem business practices and the management of the firm, specifically the rise of
the modermn business enterprise and its managers, centering on the years between

]
the 1840s and the 1920s in the United States. Chandler characterized the "modern

business enterprise® as having distinct operating units and management by a
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hierarchy of salaried managers. Each box of the management grid represents
separate offices of the enterprise as part of a multiunit structure (Chandler, 1977).°
According to Chandler, these features were essential to internalizing the many
business units of the multiunit enterprise into a single enterprise.

In addition, "the businessman, for the first time, could conceive of a lifetime
career involving a climb up the hierarchical ladder® (Chandler, 1977, p. 9).
Managers were to "allocate resources for future production and distribution. In order
to carry out these functions, the managers had to invent new practices and
procedures which in time became standard operating methods in managing
American production and distribution" (Chandler, 1977, p. 7). In a general sense,
this American model of business management that Chandler described was
apparent in much of the Western industrialized world well into the twentieth century.

However, times and business circumstances evolve, demanding new methods.

My Contribution

Processes associated with Sweden’s special features of industrial
development are investigated in this study. They include the importance of the
export market, multinational activity and business management philosophy, the role
of new technologies, the combination of human and technical resources in the labor
market in the context of special strategies for international expansion, and the
climate for cooperation and collaboration in collective bargaining created by the
social partners in Swedish industry representing business and the trade unions.

All ec':onomic development is, in varying degrees, related to changes in the

social and political structure of the community, as well as to changes in the nature
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and origin of the driving forces in the technical economic area. Economic history is
concerned primarily with production and transportation, and business history tends
to focus on policy and organizational structure and their effects on profits.

When analyzing Swedish economic development, historians and other
scholars often have focused primarily on the social and political dimensions related
to the institutional structure, thus disregarding the industrial development of the
country. Work about industrial transformation in the international context will open
up favorable opportunities for research in the border areas between the different
social sciences, as well as in the insufficiently explored areas that the historian has
in common with the field of business administration. When considering aspects of
the history of working life, historians have notinvestigated the significant role of work
organization, having mainly studied working life from the same angle as political life--
a one-sided conflict perspective that often is too narrow to explain development
regarding issues of production technique and personnel, for example.

This study concentrates on strategies that have contributed to Sweden'’s
achieving its position in the international market. Although there is extensive
literature on American and British multinational companies and their expansion, or
the whole idea of business "going abroad," relatively little has been written about
their Swedish counterparts, atleast outside Swedish academics. Knowledge about
the Swedish development of large firms in that country is quite limited.

In an international framework, managers make their decisions by putting
problems intheir own unique cultural and environmental context. Thus, no two sets
of circumstances are identical, but there are some general patterns that are cross-

national and others that are unique. Business is so complex today that, as a
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practical matter, companies cannot afford to behave as if better knowledge of the
past does not lead to alternative decisions and strategies.

By exploring the border areas between the social sciences and business, an
interesting philosophical question is raised--whether it is possible to draw a clear
connection between historical insight and knowledgeable business decisions. The
growing interest of historians in the underdeveloped border areas, blurred by a veil
of history, bodes well for the future of this largely uncultivated field—for international
scholars, business and industrial relations, and society. Inthe historical context, the
international economic and political operating environment for business research is
ayoung and fast-growing field, as national economies become more interdependent

and business and industrial relations more global.

Methodology

Important archival material examined for this study included the Swedish
Employers’ Confederation (SAF) archives in Stockholm, the Archives and Library of
the Labor Movement (Arbetarrérelsens Arkiv och Bibliotek) in Stockholm, and
Tavistock Institute of Human Relations Archive in London, where documents in
English and Norwegian regarding quality-of-work-life issues were analyzed. Other
vital sources included interviews with business managers, scholars, and authorities
at labor organizations in Sweden, the United States, and Europe. Excerpts from
some of the interviews are included in this work. Other useful sources were
company records and annual reports, newspaper articles, statistical data, and study

. e ' . 3 . . . . 3 .
visits to numerous multinational companies and international organizations in
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Europe. Secondary sources in English and Swedish were also used when
appropriate.

There are some problematic aspects of investigating the transition from an
agrarian to an industrialized society. The secondary materials contain vast
contradictions, and quantitative data are often widely dispersed or nonexistent.
Retrospective studies often involve a number of statistical annoyances. Other
problems are as follows:

1. Curiously, before the 1910 census, no data are available, other than
estimates, regarding incomes in agriculture, the most important occupation in
Sweden at that time. The timber industry was the basis for economic growth and
expansion in the export trade in the latter part of the nineteenth century, the
foundation for an increased share in international markets during Sweden'’s
breakthrough in industrialization around the 1870s. However, in tracing the
expansion of the timber industry, the figures for that industrial sector were classified
as part of the agricultural statistics for most of that era.

2. In terms of language, there are multiple difficulties for those not of
Swedish origin, whereas native speakers have the ability to investigate primary
documents, capturing the nuances, cultural experience, and language patterns from
times past. One example is the misunderstanding of welfare ( Vd/fé@rd)in the Anglo
Saxon world. Another example is the inability to find an English equivalent for the
Swedish term “Jagom, "which vaguely means "just right” to a Swede. Swedishis a
rather small language, compared to English; thus, double meanings can pose

problems in translation.
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3. The bulk of the appropriate analytical literature reflects labor’s position
and the development of a welfare state rather than industrial development, which is
focused on management practices, industrial relations and the engine for economic
development and growth, the expansion in international markets, and the build-up
of multinational companies and strategies.

4. Finally, the Swedish version of 7he Visible Handhas not yet been written.

Endnotes

1. Agurén et al. (1988) said that the term "flexible manufacturing systems” (FMS)
can be used to describe production systems that are highly automated and
also flexible. The purpose of FMS is to make it possible to use the same
equipment for effective manufacturing of different, but related articles and for
production to take place in the basis of the needs that exist from one day to
the next. Development could be said to be coming "from two directions.”
Highly automated, rigid mass production systems are moving in the direction
of greater flexibility, while in versatile, flexible workshops with small series
production, efforts are being made to increase the degree of automation. . . .
Sweden is well to the fore, especially in flexible, automated production cells,
use of robots, automation of handling, by using auto-carries (known as
AGV’s)forinstance. . . . Characteristic of developments in Sweden is the way
systems are built up step-by-step and expertise and technical solutions are
developed parallel. Experience to date quite clearly demonstrates that
technology, organization and competence have to be developed and seen as
an integrated whole. This development must begin long before the
equipment is installed and continue for a long time after it has been
commissioned. An overall name for highly integrated solutions is CIM,
Computer Integrated Manufacturing. (pp. 40, 41)

2. Active acceleration of structural change has been an important part of the
Swedish tradition of equitable wage policy (equal pay for equal work) based on the
Rehn/Meidner model developed within the trade union movement in the 1950s. The
“"active labor market policy” developed by LO economists Gésta Rehn and Rudolph
Meidner focused on the dual goals of low unemployment and low inflation. The so-
called Rehn/Meidner model was based on the assumption that full employment
cannot be created through the maintenance of high general demand in the economy
because this will foment inflation. As the level of demand generally varied between
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different sectors of the economy, the government’s policy was to be, instead,
directed toward maintaining moderate overall demand. A selective labor market
policy was designed to handle pockets of unemployment. The active labor market
policy not only involved work projects for the unemployed but also encouraged
geographical and occupational mobility within the work force and the retraining of the
labor force. The aim of this work strategy against unemployment was thus to put the
unemployed back to work at market wages, rather than on the dole. The postwar
policy of efficiency and full employment in Sweden was based on the view that full
employment was the very foundation of the developing welfare state and was
essential to a comprehensive social policy. The social protection of citizens was to
be achieved through a combination of labor market policies, social insurance, social
services, and an efficient economy that was able to compete in international export
markets with low levels of unemployment linked to inflation rates, dubbed the "third
way” by economists at the Brookings Institute. The Swedish Trade Union (LO)
supported a policy of wage solidarity and a redistribution of income with the aid of
the labor party, the Social Democrats. However, the Swedish experience confirms
that itis difficult to combine a high unemployment rate with low inflation, even though
this was the economic strategy employed in the five decades following World War |I.
Consequently, high employment ambitions in an open market economy place
policies for structural change at the top of the agenda in Swedish politics and
industries. Unemployment insurance is administered by unemployment-benefit
societies that are closely tied to the national trade unions. Membership is voluntary
and usually goes along with membership in the appropriate trade union. The
unemployment-benefit societies are financed by members’ dues and fees. In 1991,
3.5 million members belonged to 43 societies. Unemployed workers are eligible for
benefits, which may amount to 90 percent of the workers’ income.

3. Chandler's seminal work about the changing process of production and
distribution in the United States and how they were managed covers the period from
the 1840s to the 1920s, when the rural agrarian economy of the United States
became industrial and urban.
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CHAPTER |

THRESHOLD OF A NEW AGE

Introduction

Strategically but remotely pivoted on the edge of Europe (see Figure 1.1),
Sweden is in a peripheral position that has been a matter of geography and climate,
comparative poverty, and harsh conditions of life.

The cattle had all suffered extremely during the winter from the drought of the

preceding year; and in July, about a month before the harvest, a considerable

portion of the people was living upon bread made of the inner bark of the fir,
and of dried sorrel, absolutely without any mixture of meal to make it more
palatable and nourishing. The sallow looks and melancholy countenances
of the peasants betrayed the unwholesomeness of their nourishment.'

(Malthus, cited in Montgomery, 1939, pp. 4-5)

This woeful description of misery and backwardness describes Sweden atthe
beginning of the nineteenth century, when the great bulk of the agricultural
population belonged to the class of free peasants. This peasantry worked a greater
part of arable land, amounting to about two-thirds of the whole, and consisted of
peasant proprietors or peasants who held Crown land, the Swedish bdnder
(farmers). Much Crown land had been transferred to peasant ownership, and
gradually the Crown’s share in the arable land of the country dwindled to

comparatively insignificant proportions. Geography helped the peasants as the
!

population was sparse and the land mountainous and hilly, and unsuited for large-
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Fig. 1.1: Sweden'’s peripheral position in Europe.

Source: Cameron (1989).
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scale cultivation in some parts of the country. Thus, it was not attractive to the land-
owning nobility.

Inthe great agricultural regions of the south (Skane—the breadbasket) and the
Midland districts (Svealand), where cereal crops were the main interests of farmers,
the open field system, which prevailed in the mid-eighteenth century, proved a
serious obstacle to the introduction of improvements in agricultural technique (see
Figure 1.2). Therigidity of the old agrarian system did not allow for changes leading
to increased production, and the traditional methods of ownership militated against
reform.

The enclosures in Sweden and the transformation of the agrarian structure
had two different but interrelated aspects; one was the abolition of the bytvdng or
village compulsion and the strip system; the other was the distribution of the
commons and wastelands to individual villagers (Heckscher, 1954, pp. 155-156).
Even though the traditional agrarian framework was obsolete, a transition to more
efficient methods would lead to a lengthy, drawn-out process.

The first step, which laid the foundation for change, was the reform of the field
system. Enclosures in Sweden moved toward realization around 1749, with the
Field Enclosure Act, Sforskiflesstadgan, thereafter, it was a very gradual process.
In the international perspective at that time, “the only known comparable
development before the middle of the eighteenth century was the English
enclosures, which had been going on for a long time but did not gain momentum
before the eighteenth century” (Heckscher, 1954, p. 155). The English enclosures
led to strong criticism and fear that the independent British farmer would disappear.

In contrast, Swedish reform called for consensual compliance.’
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Swedish legislation provided that, in cases in which the fields had been
subdivided into narrow strips, the government surveyors would "gently but firmly"
impress upon the villagers the efficiency of this type of land use. Then the
government would repartition the land to aim at giving each farm at least one field,
and it was this arrangement that hinged on general consensus (Heckscher, 1954).
For centuries, peasants were tied to certain patches of land in the strip system of
agricultural production. In view of the ancient traditions, reform requiring general
consensus was far from optimistic.

It was not until the Surveying Act of 1783 that an individual villager could
claim consolidation of his holdings, but this meant that the rest of the village still
retained scattered parcels. Therefore, strong obstacles to individual consolidation
existed.®

During the long period of transformation and anincrease in agricultural yields,
the home production of cereals fell short of demand, even in years of plentiful
harvests. The shortfall had to be made up by imports, and in the 1780s a series of
bad harvests raised the average of annual imports to about 85,000 tons, which was
between 10 and 15 percent of the home production of grain (Montgomery, 1939,
p. 4).

In the inland districts of Norrland and the northwest parts of Delecarlia and
Varmland, years of scarcity recurred with disquieting frequency. When Reverend
Malthus recorded his observations during his tour of Sweden and Norway, he
happened to traverse those districts of western Sweden closest to the Norwegian
border, when a recent crop failure was at its worst. Indeed, when Malthus recorded

his gloomy observations about Sweden, the country was in a preindustrial state—-a
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poor, agrarian society, located on the northern tip of Europe, isolated from much of
the rest of the world.*

In the last decades of the eighteenth century, Swedish society was
economically and socially immobile and continued to remain stationary for much of
the nineteenth century. Later, Swedish economic historian Arthur Montgomery
(1939) estimated that even though occupational divisions were not that clear-cut, a
good approximation was that, at the end of the eighteenth century, 80 percent of the
population might have been categorized as agricultural. At that time, Sweden had
1.7 million inhabitants (Finland had been lost to Russia in 1809) (see Figure 1.3).

As late as 1870, nearly 75 percent of Sweden’s population depended on
agriculture for their main source of income, and less than 15 percent lived in towns
(Carlson, 1979, p. 12). A rural life meant living in a subsistence economy where
most goods needed were produced at home, i.e., food, textiles, furniture, tools, and
implements. Because the growing season was short, there was ample time for
handicrafts, such as the production of timber and smelting of iron in primitive
furnaces in the bruk, or ironworks, which were dispersed throughout the Swedish
countryside. In the meantime, the total Swedish population doubled from 2,237,303
to 5,136,441 in the nineteenth century (see Figure 1.3).

In molding Sweden’s economic destiny, agriculture, which had long been
firmly entrenched in ancient traditions, gradually was caught up in more scientific
and efficient agricultural systems. Sweden’s predominantly subsistence economy
shifted gradually from village to private farm, based on commercial agriculture.

Demographic5 alterations surrounding growth in population, as well as

technical changes following the Napoleonic wars, pushed Sweden toward an
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Fig. 1.3: Sweden’s population, 1632 to 2000 (in millions) (before 1780 and after
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Source: Statistisk Arsbok (SCB), (1988), Graph 1.
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economic revolution. Associated with large sectoral changes in the economy, the
relative importance of the agricultural sector declined, making room for a rapidly

expanding industrial sector.

The National Industries

In the early stages of transition, the shift was not significant enough to create
economic and social improvements commensurate with population growth. Even
though far-reaching agrarian reforms eventually were able to increase productivity,
thus requiring fewer agricultural workers, there was then small need for additional
employees in industry. The only industry of a fairly modemn structure, the mining
industry, showed no expansion. Also, the manufacturing industries were small and
were retreating rather than advancing.

For most of the middle decades of the nineteenth century, one of the major
branches of Swedish industry, the iron industry, could not keep pace with the rapidly
growing population. The iron industry was going through a structural crisis. The
export shares of Swedish iron decreased as a result of the competitive international
situation, going back to the eighteenth century. This meant that, by the mid-
nineteenth century, the iron industry could not take surplus agricultural workers. In
fact, at that time, both of the national industries, timber and iron, were advancing
slowly.

The industrial revolution and the industrialization process came to Sweden
relatively late, starting much later than in Britain and on the continent. In 1840, four-

fifths of the national population still depended on agriculture as well as its ancillary
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occupations for their livelihood (Carison, 1986). This figure was the same proportion
as in 1751, the first year of the Swedish census.

In addition, although Sweden was endowed with natural resources of iron ore,
forests, and water, and for centuries had exported both forestry products and iron
and steel, there was no domestic framework for industrial development before 1850,
when the small country still had a largely agricultural population. In contrast to
England, where farmers were attracted to the cities by possibilities for employment
in industry, this situation did not occur in Sweden.®

The bad harvests of 1866-1868 marked the last famine in Sweden. However,
due to lack of employment and a promising future, about a million Swedes emigrated
to the United States between 1850 and 1890, or about 20 percent of the population
(U.S. Department of State, 1987). The majority of Swedes went to North America
via Great Britain as no Swedish-American Line existed before 1915 (Sjohistoriska

archives). Unknowingly, Sweden was on the road to prosperity.

E ic Growth and International Market

Statistical data and Swedish business leaders concur that the 1850s marked
the beginning of a market economy in Sweden. According to Curt Nicolin, Chairman
of the Board of ASEA, a large Swedish multinational company founded in 1883, and
former president of the Swedish Employers’ Association (SAF), "In 1846, we decided
that trade could also take place in the countryside. Up to then it was reserved for the
cities, which gave the cities a monopoly, and 1846 was the birth of the market

economy in this country" (Nicolin, 1991). At that time, Sweden underwent a

37



indamental €cc
temographic gre
e 1850s signify

Significant;
ndustrial econom

ndustrial sector b

tirds of the natio
Meantime, indust
Railway co
e domestic marj
%0005 and raw mz
fom manufactyrir
laler, that gh, eh
An era of |
Pedominant, ata
Methods leading |
past. Gtalyzeq
industﬁaliZation. b

the heglg of an in

As Swede

sﬁmulated Natigp,
Generation of ing,



fundamental economic change, and from 1850 onward a declining rate of
demographic growth coincided with a rise in gross national product (GNP). Thus,
the 1850s signify a hfgh—water mark in Sweden’s economic development.

Significantly, the 1860s represent a watershed between an agrarian and an
industrial economy. Atthattime, Sweden had a well-balanced, but still rather small,
industrial sector before a big spurt. The agrarian population had declined to two-
thirds of the national total, and the decline continued decade after decade. In the
meantime, industry steadily increased its share of the workforce.

Railway construction was under way, which contributed to the integration of
the domestic market and removed many of the obstacles to the transportation of
goods and raw materials. In 1870, the contribution to the Swedish national income
from manufacturing, mining, and handicrafts was less than 15 percent; ten years
later, that share had increased to 20 percent (Dahigren, Lindahl, & Kock, 1937).

An era of free trade had just begun, and agriculture was becoming less
predominant, at a time agricultural yield was increasing as a result of more efficient
methods leading to increased productivity. In a break from the immobility of the
past, catalyzed by the engine and repercussions from Britain's earlier
industrialization, between 1770 and 1825, a new international economy emerged on
the heels of an increasingly vibrant era.

As Sweden’s isolation receded, the positive effects of industrialization
stimulated national economic growth, even if this was not as rapid as in the first
generation of industrialized countries. An increase in foreign demand for Swedish
raw materials, as other countries were developing along increasingly capitalistic

lines, resulted in an integration of the international market. Thus, Sweden's
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economic growth during the early stages of industrialization is attributed to
agriculture rather than industry. In this context, the export industry played a crucial

role in the Swedish economy.

The Export Market

By 1870, Sweden was well integrated into the international economy and
emerged as an industrialized nation based on its natural resources, iron and forests,
and products Sweden was capable of producing (see Figure 1.4).” Atthattime, half
of Sweden's exports went to Britain.

Economic growth was export-led, as all of Sweden’s growth had been. Even
as far back as the 1870s, Swedish exports were 20 percent of the GNP, and the
figure was the same in the early 1910s (Hornell & Vahine, 1986, p. 4). The export
ratio rose to just above 22 percent in the early 1890s, and thereafter it declined
somewhat (Lundstrom, 1991; for characteristics of the Swedish economy 1870-
1914, see chapter 8, pp. 176-187).

In the meantime, scientific agriculture, conditioned by a series of deep-
reaching agricultural reforms, led to a striking rise in production, which meant that
for a short time Sweden could export grains. Oats were exported to London to help
feed the army and some of the 300,000 horses that were required to operate the
omnibuses, the public transportation system (Lawrence & Spybey, 1986).
Consumer goods, technology, and capital were imported.

However, during the period from 1870 to 1910, Swedish exports became
more diversified. In the beginning, forest products dominated, and sizable amounts

of agricultural goods were produced. Nevertheless, the export of grains ended
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abruptly in the 1870s, when grains from America swept Europe. Following the
1870s, the share of more highly processed commodities, pulp and paper, food, and
industrial goods, mainly engineering products, increased (Lundstrom, 1991).

As in most countries with small populations, Sweden was influenced by
fluctuations in the international economy. There was a boom period in the 1870s,
which peaked and deteriorated into an economic crisis in 1878. Another low point,
in 1885, was followed by rising figures in the mid-1890s; then another slump in 1901
was followed by somewhat of a crisis again in 1907 (Lundstrém, 1991). By the end
of the nineteenth century, the combination of rich resources in forestry and minerals,
together withtheinternationalization ofthe manufacturing industry, contributed to the
development of the Swedish economy.

Following decades without State debt, which is unusual for a former warrior
nation like Sweden, the Parliament (Riksdagen) decided to embark on a state
railroad program, which implied foreign debts. From 1856 to 1910, Sweden was in
general a net importer of capital. Then, rather dramatically, Sweden became a net
exporter of capital from 1911 until the 1960s.

In addition to the demand for Swedish export products, another important
factor influencing the Swedish economy during the period leading up to World War |
was the railways. Even though most of the rolling stock was imported, the railways
brought market integration to large parts of the country, provided access to new
natural resources, and meant decreasing costs of inventories, to mention only a few
benefits. Moreover, the railways were of great importance to the Swedish banks.

Railway bonds created a Swedish bond market, and foreign loans increased
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contacts with foreign capital markets and supplied welcome short-term deposits
(Lundstrém, 1991, p. 177).

During and immediately after World War |, Sweden purchased most of its
foreign debt under very favorable conditions, when the Swedish currency, the
Swedish crown (krona), was strong compared to other nations’ currency. The debts
of cities and municipalities had increased with urbanization. Swedish bonds for 360
million kronor had been purchased before the truce at the end of 1918, and
approximately half of that amount came from Germany. Then in succeeding years
another 300 million kronor worth of bonds were purchased, two-thirds from France
(Lundstrém, 1991, p. 185).

Capital imports contributed to the development of the infrastructure—railroads,
telegraphs and telephone lines, harbors, schools, gas works, and water-power
plants. This also meant more workers in transport and service and maintenance, as
well as in nonagricultural pursuits, who needed to purchase the food and clothing in
markets. These favorable conditions, as well as Sweden's ability to remain neutral
during World War |, contributed to the nation’s industrial expansion. Rapid growth
propelled Sweden from one of the least developed European countries in the 1850s
to the ranks of the more developed countries in Europe by the early twentieth
century, increasing purchasing power in the home market at a rate never before
experienced. "Between the second half of the 1860s and the first decade of the
1900s, real Gross National Product per capita rose 150 percent" (Jérberg, 1973,
p. 379; see also Jonung, 1984).

Real growth per capita in Sweden appears to have been about the highest,

if not the highest, recorded in Europe in that period (see Bairoch, 1976, pp. 273-
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340). The substantial increase between 1870 and 1914 was approximately 2
percent per annum at constant prices (Lundstrém, 1991). By 1900, the contribution
of the industrial sector to the GNP exceeded that of agriculture. Interms of workers
employed, however, industry did not bypass agriculture until the 1930s.

Following the "take off" period of 1870 to 1910 in Sweden, when an

expansive industry started to rapidly develop, and particularly during the four

decades between the dissolution of the Swedish-Norwegian Union in 1905

and the end of the Second World War in 1945 . . . is a period of rapid and

extremely successful industrialization. Industrialization led to a period of
substantial and stable economic growth, relatively unaffected by crises. It
tumed Sweden from one of the poorest to one of the most prosperous

countries in Europe. (Gemzell, 1983, p. 71)

From the 1800s onward, there was continual international expansion and
integration into competitive and changing world markets. By the 1890s, the
industrialization process in Sweden encompassed aconcentration and centralization
within industry, as well as the development of new branches of the economy.
Extensive forests, rich iron-ore deposits, hydroelectric power, the application of
technology, and efficient organization enabled Sweden to become a leading
producing and exporting nation in the twentieth century (see Figure 1.5).

Swedish industry progressed from raw materials to high technology as the
Nordic country made dramatic adjustments from an agricultural economy to one
based more and more on manufacturing. During the transformation process, a
number of Swedish multinational companies developed side by side. The
development was no doubt influenced by the build-up of new techniques leading to

steel exports after the iron industry succeeded in adjusting to the new international

business environment in the late nineteenth century.

43



15

ol




1000 .
/
800 The world /
eworld  ;
600

5 R IR S N N

& A D D P o o P
@Q’Q \900 LI \‘36’0 & RO

Fig. 1.5: Exports: Sweden and the world, 1880-1990. Volume index, 1950 =
100; semi-logarithmic scale.

Source: SCB official statistics.

44



The nineteent!
ndustrialized econon
started before 1870, a
soduring the second
Ouring that time, Swe
gowthin Sweden ac

1. The first e
exort of grain and

2. The secon

3. The thirg

norease in demangd

ﬁﬂi
1

During the
$bstantia) €Conom;
onomist Assar L

mdustn‘alization pro

mostbalanCe decon
o br. 1-2) (see

Seen aq awt
mid~19608 Was gy

1
K What wag un



The nineteenth century was an era of transformation from an agrarian to an
industrialized economy in Sweden. In sum, the period of Sweden’s industrialization
started before 1870, and the pace quickened particularly during the 1870s, and more
so during the second half of the 1890s, covering the period from the 1870s to 1914.
During that time, Sweden was aided by capital from abroad. In essence, economic
growth in Sweden accelerated in three short periods during the nineteenth century:

1. The first era of acceleration, which started in the 1850s, was when the
export of grain and forestry products reached impressive proportibns.

2. The second period, during the 1870s, was a time of industrial-led growth.

3. The third period of acceleration, in the 1890s, was the result of an

increase in demand in the home market.

Rapid and Steady E ic Growtl

During the period between 1870 and the 1950s, Sweden experienced
substantial economic growth in the comparative context, prompting well-known
economist Assar Lindbeck (1975), an analyst of the ongoing and accelerated
industrialization process, to label the Swedish economy’s growth "the fastest and
most balanced economic growth not merely in Scandinavia butin the whole capitalist
West" (pp. 1-2) (see Figure 1.6).

Seen as a whole, economic development in Sweden from the 1870s until the
mid-1960s was extraordinarily rapid (see R. Benzel's graph in Jorberg, 1984, p.

168). What was unique about the increase in Swedish production was the fact that,
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Fig. 1.6: Gross domestic product per capita of various countries since 1870.
USD in 1988 prices; semi-logarithmic scale.

Source: SCB official statistics.
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although the development of production was rapid and steady, the periods of decline

were shorter and shallower than in other comparable countries.

Fluctuations in economic growth for the whole 1861 to 1970 period can be
seen in Table 1.1. The two series of figures, one for GNP and the other for total
consumption, are volume series per capita. During that period of just over a century,
the country's per capita GNP grew enormously, ten or eleven times, whereas
consumption increased eight or nine times. The slower growth in consumption

inwdicates an increase in the investment share of GNP.

Table 1.1

Annual Percentage Per Capita Growth in Gross National
Product and Total Consumption (Volume)

Gross National Product Total Consumption
1861-1875 22 14 1.7 14
1875-1890 0.8 : 1.1 :
1 890-1907 25 2.2
1907-1930 18 20 17 19
1 930-1951 2.6 2.3
19511970 3.0 28 26 24

-SQUrce: Krantz and Nilsson (1975), p. 183.

The figures in Table 1.1 show an increase in the growth rate for the 1860 to

1
S7o period as a whole. The substantial increase was approximately 2 percent per
|[nang m at constant prices, which was the highest in Europe and comparable to that

bl the United States. Three stages can be discerned:
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1. 1861 to 1890—the era of transition from agriculture to industry.

2. 1890 to 1930—mature industrialization.

3. 1930 to 1970-the Depression and postwar boom/era of labor peace.

Sweden’s economic growth can be attributed to a number of interrelated
factors. The Swedish economy was affected late by the Depression in the 1930s
and recovered early compared to other industrialized countries. Because Sweden
maintained neutrality during two world wars, it could supply war-torn countries in an
economic recovery. These factors contributed to accelerated economic growth and
international market expansion.

Like many otherindustrialized countries during the 1950s and 1960s, Sweden
benefited from historically unprecedented economic growth. Industrial production
increased by an annual average of 4.6 percent in the 1960s, and during the latter
part of the 1960s it climbed by a record-breaking 6 percent per annum. Industrial
productivity increased by 7.5 percent annually, the fastest growth until and since
then (Central Bureau of Statistics, Sweden).

The period of Swedish industrial growth and expansion was also a time of
high productivity and job security. According to Inge Janérus, ombudsman at the
Swedish Trade Union (Landsorganisationen i Sverige, LO), workers in Sweden were

educated that things ought to change--it might lead to new technologies and

demanning of the work, but it must be accepted. There were lots of
measures to help those [displaced workers] find new employment. . . . If
conditions were vastly reduced and workers would be resistant to change like
in the United Kingdom or the United States, there could have been a more
regulated industrial relations system in Sweden. (Janérus, 1991)

The strong growth period from 1950 to 1973 in the western world contributed

to increased economic independence as export shares grew, trade was again
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liberalized, and multinational investments soared (Mjoset, 1987). The export
performance of Sweden in 1971 is compared with that of other industrialized

countries in western Europe and North America in Figure 1.7.

Terms of Growth

Regarding patterns over time, industrial activity in Sweden since the onset of
industrialization in the 1870s and during the twentieth century, particularly in the
modern post-World War Il era, can be characterized as follows: (a) ability to adjust
to ever-changing conditions, (b) penchant for social and industrial organization, (c)
high levels of political and economic stability and labor peace, and (d) industrial
prosperity.

During the twentieth century, Swedish industry has in general shown a
remarkable power of development. Development means economic growth
accompanied by a substantial structural or organizational change in the economy,
such as a shift from a local subsistence economy to markets and trade, or the
growth of manufacturing and service outputs relative to agriculture. Growth is a
sustained increase in the total output of goods and services produced by a given
society, measured in GNP. Also, domestic growth may occur due to inputs of the
factor of production increase or because equivalent quantities of the growth in total
quantities of inputs are being used more efficiently. But for welfare comparisons,
economic growth is meaningful only if it is measured in total output per capita

(Cameron, 1989).
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Although increase in per capita income indicates nothing about the
distribution of that income, in the past, increased levels of gross national income
usually produced a higher standard of living, an increase in consumption ability, and
higher levels of material well being. Using those criteria for development, i.e.,
economic growth accompanied by a substantial structural or organizational change
in the economy, then Swedish performance is indeed significant. Real growth per
capita in Sweden appears to have been one of the highest, if not the highest,
recorded in the period 1850 to 1914 (Bairoch, 1976).

Expansion and economic growth are mainly a result of continued efforts to
organize productive capacity and increase productivity, i.e., the ratio of the output
of production to the input, and the organization of industrial relations in such a
manner as to create an environment to sustain growth. A small change in the
annual growth rate that persists over a long period has huge consequences for the
standard of living. "Between 1870 and 1970, GDP [gross domestic product] per hour
of work in Sweden increased by more than a factor of 17--one of the largest
increases recorded for this period, spanning the narrow confines of 150 years"
(Maddison, 1982, p. 137). In Australia, the corresponding factor was approximately
four.

In 1930, Argentina, Australia, Great Britain, Czechoslovakia, and Uruguay all
were among the world’s richest countries, but they are no longer members of that
leading group (Lindbeck etal., 1994). Thus, due to slow economic growth, a country
may slide far down the world income ladder during the course of half a century.
However, it may take considerable time before the official GDP statistics are

experienced as real problems in everyday life. Both for a household and for a
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country, a large stock of various capital goods accumulated during earlier years
continues to yield services not accounted for in the GDP figures or in household-
income statistics. Important examples include durable consumer goods like cars
and furniture or city environments and public infrastructure. Therefore, a significant
historical aspect of economic development includes preconditions for growth in

productivity and how they are influenced.

Determinants of Economic Development

Every nation possesses a range of factors of production. Because of their
tangible nature, factors of production are easily compared across nations, and most
frequently are discussed as determinants of international competitiveness. These
include physical resources, human resources, knowledge resources, capital
resources, and infrastructure (Porter, Solvell, & Zander, 1991). These terms are
deeply embedded in the language of economics, which has been used in this work
in discussing Swedish economic development.®

The process of capital formation has played different roles throughout the
industrialized era (Glete, 1987).° In Sweden, capital formation was attached to ()
large trading houses from 1800 to the 1920s, (b) banks from the .late 1800s to the
mid-1900s, and (c) large engineering firms in the 1950s (see Figure 1.8).

A special feature of the Swedish financial system is its concentration on long-
term rather than short-term credit. To a certain degree, this characteristic was
historically determined due to the relative backwardness of Swedish industry at the

urn of the century, which created a need for long-term credit in order to catch up in
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Measures of the
Organization and Units of
Capital

Liberal Era
(1820-1932)

Social Democratic/
Keynesian Era (1932-
1976)

Dominant factor of
capital growth strategy

Home market

Home market--growing
export

Type of financial system

Bank dominated

Bank dominant, with
considerable State
influence

Concentration of capital
escalation

Relatively low levels

Wave of mergers in
1960s and 1970s

Internationalization

Relatively low levels

Beginning to escalate in
1950s, 1960s, and
1970s

Control over/orientation
of business associations

Creation of SAF®/
functional

Controlled by home
market sector/ functional

*SAF = Swedish Employers’ Confederation (Svenska Arbetsgivare-
féreningen), historically the preeminent employer organization in Sweden, founded

in 1902.

Fig. 1.8: Organization of capital in Sweden.

Source: Adapted from Olsen (1992).
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he industrialization process. The Swedish banks were able to provide both venture
-apital for high-risk operations and stability and deposit protection.

Swedish trade, industry, and shipping were assisted to a great extent by
Swedish banks. The long, stable connection between banks and industry is an
nportant characteristic of the Swedish financial system and the highly concentrated
anking system. In 1854, A. O. Wallenberg founded Stockholm Enskilda Bank, and
ince then five generations of the Wallenberg family have directed the bank's
ctivities. In 1972, the Wallenberg bank merged with Skandinaviska Banken to form
kandinaviska Enskilda Banken, known as S. E. Banken in Sweden.

Today, holding companies control large shares of Swedish industrial firms,
s the banks are not allowed to directly own shares in such concerns. A major part
‘Swedish industry is closely linked to the Wallenberg family and S. E. Banken. The
allenberg investment group, Investor, has based much of its business in large
ms in mechanical engineering industries, such as SKF, ASEA, Electrolux, and
icsson. Other firms in which the Wallenberg influence is significant include pulp
d paper and the ancient company, Stora, as well as mining, steel, and chemical
ncems. The Wallenberg group has had limited involverhent in textiles,
pbuilding, and food and other consumer products (Porter et al., 1991).

Sweden had a comparative advantage in raw materials, particularly iron, and
ompetent work force, defined as human capital. The other determinants of
rnational competitiveness, although an integral component of expansion and
)nomic growth, fell behind what Sweden received from nature. Without iron, for
imple, there would have been no demand for the products and less need for high

2ls of human capital. These variables, in concert, are all part of the classic
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determinants of economic development: (a) land, (b) labor, (c) capital, and (d)
entrepreneurship, or the ability to organize and harmonize all three, often expressed
as management.

Inthelarger sense, these determinants are coordinated by the social function
performed by institutions to provide elements of continuity and stability, which
influence economic growth. Historical descriptions of economic development and
change are often institutionally oriented from a broad and general perspective.
However, the institutional framework’s influences on development over time,
regarded as a secondary effect on economic expansion or stagnation, are discussed
more rarely.

Although an accepted definition of institutions frequently covers formal rules,
deologies, and sundry organizations, institutions are seldom defined explicitly. In
recentyears, Douglas C. North has received much attention for his way of explaining
how, in the long term, institutions link the economic structure, the actors in a society,
and political power and how they influence a society’s economic development.
North (1993) defined institutions as humanly devised constraints (rules, laws, and
constitutions), informal constraints (norms of behavior, conventions, and self-
mposed codes of conduct), and their enforcement characteristics. Institutions
jovern a society’s economic and social actions. North (1990) integrated studies of
echnological change with institutional analysis. In his view, although institutional
“hange is a general process, the economic and historical framework in which ittakes

blace is unique.
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Internationalizat | the Road to P i

Sweden'’s economic activity was driven by a vital export market, a highly
rationalized labor force, and adaptive measures aimed at continual restructuring and
organizational change at a number of competitive multinational companies trading
in international markets. The nation overcame varying degrees of economic
backwardness and demonstrated an ability to "catch up," culminating in a Golden
Era during the postwar years.” By the 1970s, Sweden had achieved one of the
highest per capita incomes in the world."" It was a highly industrialized country,
with competitive export industries and multinational firms whose sales and
manufacturing subsidiaries spanned the globe (Carlson, 1979). This development
led some international scholars to ask whether there was a particular model for

industrial growth and/or "Why in Sweden?"

Why in Sweden?

Many reasons for Sweden'’s industrial growth have been offered and
analyzed, but one of the most compelling was offered by Kurt Lundgren (1995), who
viewed the subject through a lens of the "economics of learning," a field that
emerged in the 1950s. Lundgren concluded that Sweden had a stock of human
capital, the skills and knowledge embodied in the labor force, which could be fully
used only after the process of industrialization had reached a certain level. Although
Sweden had to import capital at that time to develop the infrastructure, the country

had a stock of human capital? in the form of well-trained engineers and skilled

workmen.
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There are indications that, before industrialization, Sweden was a rather
nodern country, intellectually and culturally prepared for industrialization. An
nportant institutional innovation for further development of industrialization was the
stablishment of the modern firms in terms of a joint stock company with limited
ability, introduced in Sweden in two stages, first in 1848 and second in 1895, when
‘was embodied in law just in time to give legal backing to the new large enterprises
ounded at that time.

In the mid-nineteenth century, the Minister of Finance, J. A. Gripenstedt,
nplemented liberal trade policies, and Parliament agreed to join the Cobden-
hevalier Treaty between France and England, which widened international trade
nd commerce. Therefore, the development of large firms did not encounter many
1stitutional obstacles, and freedom of trade was guaranteed by law in 1846 and
864. In addition, although social tensions appeared in Sweden toward the end of
1e nineteenth century, the political situation must be characterized as stable from
n international perspective.

Also, Swedish workers, technicians, and managers demonstrated an
bsorptive capacity for industrial learning and technique. Sweden'’s governmental,
xchnical, and educational institutions were more advanced than the country’'s
come level would lead one to expect (Sandberg, 1978). This sophistication was
flected in the country’s public acceptance of modern financial institutions and
rocedures.

By 1870, Sweden had a sophisticated financial system, which most
ineteenth-century countries achieved only at an advanced stage ofindustrialization

nd at a much higher level of per capita income (Lundgren, 1995). The banking
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system was well developed, but investment banking was premature in the 1870s,
~onsidering the stage of development of the Swedish economy. Banks were to play
an important role later as market-makers.

As early as the seventeenth century, the Church Law of 1686 had made
yriests responsible for teaching every person in the parish to read and write. In the
rineteenth century, the Education Act of 1842 mandated compulsory elementary
2ducation and called for all parishes, by 1847, to have one permanent itinerant
school in operation. Significantly, by 1850, Sweden was the most literate country in
-urope (see Table 1.2). The student/population ratio in the 1830s was the same as

n Germany, and in 1889 it was the same as in France.

Table 1.2

Adult Literacy of Selected Countries (in Percent)

Country Percent of Population
(ca. 1850)

Sweden 90 ||
United States (white only) 85-90 "
Scotland 80

Prussia 80

England and Wales 67-70

France 55-60

Austria (excluding Hungary) 55-60

Belgium 55-60

Italy 20-25
| Spain 25 |
Russia 5-10 |

ource: Hamondsworth (1969), p. 694.
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This combination of Sweden'’s being a poor and backward country and having
an impressive stock of human capital led Sandberg (1979) to describe Swedish

development as the "case of the impoverished sophisticate.""

Ent Worl | Technicians:
Human Resources and Capital

The human factor, which so significantly determined the unique features of
industrialization in Sweden, included industrial leaders closely associated with
commerce and banking, elite groups of managers, and scientific and technological
experts. This combination of technology and human resources was an integral part
of the industrialization process in Sweden.

Management skills needed to be developed to increase the organizing ability
of entrepreneurs and to apply the inventions and innovations that were linked to new
enterprises at the tum of the century, incorporate technical skills into the business
structure, and organize and develop human resources. These skills were
particularly influential in the rise of engineering following the turn of the century and
particularly after World War |, to become one of Sweden’s leading export industries.

The evolution of industrial strength in Sweden depended on another human
factor, the person in the ranks, particularly the working class. The deproletariani-
zation of the workers and their rise to higher intellectual and cultural levels were
striking features and made an important contribution to rapid industrial advance and
fulfilling a demand for high-quality products within the constraints of a cost-effective,
adaptive production system (see Montgomery, 1939, for the early developments).

Of secondary importance to the industrialization process in Sweden was

capital in the transition from a preindustrial era. An influx of credit from Germany
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and the United States led to the possibility of creating a national railroad system.
[his was undertaken by the national government and initiated by the compromise
lecision in the Parliament in 1853/54, and the passage of the Railway Act. These
neasures eventually facilitated the rapid transport of agricultural products, iron, and
imber, as well as an integration of the domestic market." Crucial sources of
lomestic capital were made available forindustrialization through the reorganization
f the national bank (the Riksbank) in 1834 and, starting in 1856, the establishment
f private banks.

All things considered, Sweden seems to have had its most rapid early
xconomic development, with the largest transformation in the distribution of the labor
orce, between 1870 and 1915. By 1910, some 32 percent of the labor force was
mployed in industry and handicrafts, as illustrated in Table 1.3. As the table
ndicates, the percentage of the nation’s population engaged in agriculture declined
rom 72 percent in 1870 to 44 percent in 1920, whereas the number of persons
ngaged in manufacturing and commerce grew from approximately 20 percent to

nore than 50 percent in the same fifty-year period (Jérberg & Krantz, 1975, p. 11).

From Raw Materials to High Technol
senius Fi

During the period between 1870 and 1914, numerous companies were
stablished that would gain a dominant role in Swedish industry. At that time,
1dustry shifted rapidly from raw materials to more semi-finished and finished goods.
)espite characteristics of backwardness and late industrialization, new tendencies

merged in Swedish industrial development.
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Beginning in the 1870s, a number of new companies originated in Sweden,
built on industrial inventions during a period of expansion unparalleled before or
since. The internationally oriented firms, Sweden’s first multinational enterprises,
manufactured mechanical products. They were based on Swedish inventions or
adaptations of foreign inventions, among them pulp production, foundry and steel
processes, automatic lighthouses, telephones, separators, electrical power
transmission networks, ball bearings, and other precision products. The
multinational companies, the so-called genius firms, had ambitions built on basic
technological innovations (Lundgren, 1995).

In his review of Scandinavian industrial development, Senghaas (1985)
pointed out that in the final decades of the last century, some remarkable things
were invented, such as the milk centrifuge, turbines, electrical machinery, the
gasometer, and safety matches. The international competitiveness of the capital
goods sector'® was built on these inventions, critical to the early stages of Swedish
industrial development and exports.

Without doubt, the long history of the iron industry contributed to a new
international business environment during an era of industrialization, influencing the
build-up of heavy industry and engineering. Nevertheless, the establishment of
these Swedish international engineering firms often has been explained as an
"abrupt break" with the past. The inventions and sometimes innovations provided
the foundation for leading Swedish firms of international repute (see Table 1.4).

A significant part of Swedish industrial development was the genius of the
founders and technological sophistication of the innovations on which these

companies were based. Thefounders of the new Swedish engineering firms needed
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to do three things: First, they had to develop the fundamental idea or innovation.
Second, they needed to detect the business opportunities. Third, they needed to
create a niche in the international market for capital goods producers. Limited
resources in the newly developed firms at the end of the nineteenth century often

made market specialization a must.

Table 1.4

Sweden’s First Multinational Companies and the
Innovations on Which They Were Founded

Company Innovation Year I

SKF (Svenska Kullager Aktiebolaget) Sphe'ancal ball and roller 1907 ll
bearings

Alfa-Laval (Aktiebolaget Separator) Milk separators 1879

Ericsson (L. M. Ericsson) Telephone equipment 1876

Swedish Match (Svenska Tandsticks AB) Swedish wooden safety 1892
matches

AGA (AB Gasacumulator) /.\utomatlc sbngnals for 1904
lighthouses

ASEA (Elektriska Aktiebolag i Stockholm and | Three-phase generators and 1883-1890

later Allmanna Svenska Electriska AB) motors

Atlas Copco Machinery for roads 1893/1898 |

Note: AB = aktiebolag, a joint stock company.

*The first product mass produced in an automatic machine, a Swedish
invention, patent perfected by G. E. Pasch in 1844.

®Developed by Gustaf Dalén, Nobel prize winner in physics.

Iltwas necessary to absorb existing technological knowledge, which could be
described as Swedish prior industrial knowledge, develop fundamental ideas behind

the innovations, and mobilize a wide range of skills that would be decisive for long-
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term development (Lundgren, 1995, p. 211). After a firm developed the first
innovation, a continuous process of developing related products and improving
existing ones had to be undertaken. The ongoing process of research and
development meant that the handicap of limited size and restricted financial and
personnel resources had to be turned into an advantage by finding creative ways to
expand the market." Often, inventors and entrepreneurs associated with the new
Swedishindustries had international experience themselves, and in the early stages
of industrialization, experience in foreign countries was a vital component for
business success in international markets. Although there is a paucity of research
on Sweden'’s first entrepreneurs and their backgrounds, a study by economist Sune
Carison, covering a century of the activities of the "Captains of Industry,” deserves
mention."” Professor Carlson concluded that the family background of industrial
managers does not appear to have changed during that century, and this was not
surprising. However, in contrast, one of the most exciting findings to emerge from
Carlson’s study was that international experience was a good deal more common
among industrial managers both 50 and 100 years ago than it is today.

Although Sweden is located on the periphery of Europe, the country has for
centuries been heavily dependent on foreign trade, and at one time Sweden
supplied 40 percent of England’s demand for iron. International contacts with Britain
and other European countries were tied to the main Swedish export markets through
the distribution channel, historically dominated by Britain, going back to the middle
ages.

Based on years of trading experience, close commercial contacts led the

Swedish search for knowledge abroad, first "directly to Britain and later to America”
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(Lundgren, 1995, p. 216). Inthe process, Swedes demonstrated an aptitude tolearn
from other people and to cooperate with them. An international exchange on many
levels contributed to a transfer of technology and a realistic view of changing
markets when Swedish tradesmen who had international contacts could search out
projects in which they might develop a competitive edge. In addition, the overall
understanding developed thata small country "mustalways be dependent on foreign
countries for new ideas and for intellectual stimuli in general” (Carlson, 1979, p. 64).

Knowledge generated in foreign countries could be integrated with inherited
knowledge, mainly through the long history and experiences of Sweden'’s oldest
industry, iron. Existing channels of information in international markets, combined
with prior related knowledge and a supportive institutional framework, made
integration possible.”® Thus, the ability to integrate knowledge from the
international market and to use prior knowledge of markets and international

contacts has been critical to Sweden's industrial development and economic history.

Multinational Enterpri

Following the emergence of Sweden's major international companies based
on inventions and innovations at the turn of the twentieth century, the expansion of
international trade in Sweden until the 1980s was developed mainly through (a)
foreign direct investment and (b) multinational companies.

Swedish manufacturers must generally increase their output beyond the
requirements of the limited domestic market through substantial direct investment,
which is an investment abroad over which the investor has control. Through these

foreign investments, governments, institutions, orindividuals in one country acquire
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assets in another country. It was through the mechanism of foreign direct
investment that Swedish manufacturing firms established significant operations
within foreign markets.

Foreign direct investments often involve setting up subsidiary companies for
the domestic production of goods that previously were imported from the parent
company. Amajor motivation for foreign directinvestments is the assessment made
by private firms of the prospects for stimulating growth and expansion, which can
lead to long-term profitability.

Direct investments lead to multinational companies'® and the process of the
internationalization of business in foreign countries on a global scale. The dominant
vehicle of internationalization of business is the multinational company, defined in
this study in a wide, general sense, as a company whose operations extend across
national boundaries. Such companies are referred to variously and often
interchangeably as multinational, international, and global corporations (Bartlett &
Ghoshal, 1992). In most United Nations studies, the generic term for a company
operating across national borders is "transnational corporation.” Anotherwell-known
term is "multinational enterprise.” In a more specific sense, in this study, enterprises
are considered multinational entities if they have substantial direct investment in
foreign countries and actively manage those operations and regard them as integral
parts of the company, both strategically and organizationally.

As much as 80 percent of Swedish foreign direct investment originated in
firms that were already multinational by the 1920s (Lundstrém, 1986; for a list of
firms, see pp. 117-139). Consequently, to establish some preconditions and

reasons for starting production abroad, itis important to look back to the period when
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the firms entered the international market. The first period of Swedish multinational
growth, 1870 to 1910, was also the period of éweden's industrialization.

In abroader sense, the starting point for the internationalization of a business
typically is an innovation that a company creates in its home market.” A product
is developed at the lowest cost in the home market and then sold in other markets.
Faced with international competition, an expanding company cannot limit its
activities to the home market for any length of time. Demands for specialization in
production, diversification, and access to manufacturing facilities result, quite
naturally, in an interest in expanding abroad.

From a global perspective, both the internationalization of business concerns
and the rapid growth of multinational companies are two of the most important and
dynamic phenomena in postwar capitalistic economies (Federation of Swedish
Industries, 1973).? These phenomena are the result of an economic system
based on the international division of labor and the extensive freedom to transfer not
only goods and services, but also production components, across national borders.

Although they once originated in a specific country, multinational companies
have, over time, contributed to a greater internationalization of both business and
capital. Such companies have been a prerequisite for the rapid growth of the
international economy by being the initial driving force behind the development of
world trade, as well as the increase in efficiency and expansion of industrial
production.

To maintain aleadership position in any one developed country, a business--

whether large or small--increasingly has to attain and hold leadership

positions in all developed markets worldwide. It has to be able to do
research, to design, to develop, to engineer and to manufacture in any part
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of the developed world, and to export from a developed country to any other.
It has to go transnational. (Drucker, 1992, p. 31)®

Internationalization is part of the restructuring of the world economy on a
global scale. In this process, some Swedish companies that became global have
played a significant world role. The giant Swedish firm, ASEA, which was founded
in 1883, first became an industrial leader domestically in systems for power
generation, transmission, and distribution. During the twentieth century, the
company expanded internationally, and in 1988 ASEA merged its core operation
with the Swiss firm, Brown Boveri (BBC), and together they formed ASEA Brown-
Boveri (ABB). The corporate headquarters moved to Baden, Switzerland, from
Vasteras, Sweden, with Swedish Percy Barnevik as chief executive officer (ASEA
corporate papers, n.d.). In amatter of months following the merger, ABB announced
an alliance with Westinghouse in the United States and later acquired the American
firm Combustion Engineering, in 1989, making ABB the world’s largest electro-

technical group.

Ea[ly_Slaggs_Qt_lmemanQnaljzahgn_Qts lish Business: Emeraing Mofivati

In the international perspective, the earliest motivation that drove companies
to invest abroad was to procure key supplies for the home market, such as minerals,
energy, and scarce raw materials. That was not the case with Sweden. For
Sweden, the motivation was to secure markets in the international arena as it had
a comparative advantage in some raw materials, with the exception of petroleum.
According to Swedish international economist Sune Carison (1979), "The Swedish

direct investments in other countries have been related not to the needs of the home
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market but to the necessity of supplying growing export markets with services and
products that could most efficiently be produced abroad” (p. 9). However, in
Sweden, the decisions of large firms and multinationals to go abroad were rarely
driven by a single motivating force.

When setting up production facilities in the important countries, an
international company makes the transition from being an exporter to becoming a
true multinational company. This strategy implies greater risk taking than merely
creating an export business by trading across borders. In general, it can be
assumed that firms prefer to manufacture products in the home country if they can
attain some economies of scale and specialization in the host environment.
Production in the home country usually makes the planning, coordination, and
monitoring processes less complex and easier to manage. Ininternational markets,
trade barriers, differences in standardization and level of development, barriers of
culture and language, and so on, are all factors affecting companies expanding
beyond their national borders.

At the turn of the century, from 1870 to 1910, an increasing number of
Swedish manufacturing firms that had become active in international markets
expanded by starting production abroad. At first, expansion was facilitated through
sales offices; then Swedish industrial enterprise overseas primarily took the form of
manufacturing facilities. As Swedish exports to certain markets increased, the
exporting firms were apt to establish subsidiaries in the country of question. They
did this to defend or expand their growing position in foreign markets, making

investments abroad internationally market oriented.
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Most of the Swedish companies thatinvested in production abroad before the
1930s were in the fairly new engineering industries, which were based on original
investments or improvements of existing inventions. They included, for example,
Electrolux with Wennergren's improvement of the vacuum cleaner, later the Platen-
Munter refrigeration system, and ASEA, with a three-phase system for transmission
of electricity (Lundstrém, 1986).

Unfortunately, the historical knowledge of these Swedish manufacturing
subsidiaries is rather scanty. Some private studies have been conducted, but they
contain little data from the early period. Although the export statistics for the early
development period are quite good, there are no official statistics on subsidiaries
abroad. There is some scattered information regarding individual companies, but
that is about all.

The growth of multinationals is a recent phenomenon, dating back less than
a century. Moreover, the vast majority of multinational companies were developed
following World War Il, when there was a substantial increase in globalization of
competition. Internationally oriented enterprises had to devise global strategies to
strengthen their international position. Nowhere is this more evident than in
Sweden, which has many multinationals with a long presence in foreign markets.

Swedish multinationals are known for their pioneering efforts to move abroad
with sales, service, and manufacturing facilities. These companies include AGA,
Alfa Laval, ASEA, Atlas Copco, Ericsson, ESAB, Nitro Nobel, Sandvik, and SKF,
which had extensive foreign operations before World War |, forming the backbone

of Swedish business and industry. During the interwar period and following World
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War |l, other companies went abroad, including Saab Scania, Volvo, Tetra Pak,
SCA, Astra, Pharmacia Esselte, and lkea.

By the mid-1960s, some sixty Swedish firms had established manufacturing
concermns abroad (Ministry of Industry, n.d.). The manufacturing industry clearly
dominates Swedish foreign direct investments, accounting for almost three-fourths
of the total, with a high concentration in the engineering sector. This is quite
different from the American and British pattems.” Since the early 1960s, the
number of employees of majority-owned Swedish manufacturing companies in

foreign countries has risen from approximately 150,000 to about 500,000 (see Figure

1.9).
Number of
employees ('000)
900
)
800 Employees in Sweden

300

200

100

1960 1970 1980 1990

Fig. 1.9: Foreign employees of Swedish manufacturing companies, 1960-1990.

Source: Ministry of Industry and Ministry of Labor (1991), p. 14.
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Relative to size, Sweden has remarkably many large multinational
corporations. Hardly any other country has such a high proportion of large
companies per capita as Sweden does. Because of this particular type of industrial
development, Sweden has been described as "the most multi-nationalized country
in the world" (Ministry of Industry & Ministry of Labor, 1991, p. 13).

Foreign trade of goods and services amounted to 53% of Sweden’s GDP in
1989, which can be compared with 39 percent for France and 17 percent for the
United States and Japan (Swedish Ministry of Industry & Commerce, 1989, p. 12).
Almost half of Sweden's industrial production is exported; similar proportions of
manufactured and intermediate goods for domestic consumption are imported (see

Figure 1.10). The companies both trade and interact internationally.

Exports

50%

25%

E » Imports

25% 50%

Fig. 1.10: Import/export in the Swedish manufacturing industry.

Source: Ministry of Industry and Ministry of Labor (1991), p. 13.
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Twenty-five to thirty of the 500 largest companies in the world outside the
United States have their headquarters in Sweden.* This is é remarkably high
proportion, considering the fact that Sweden has only 0.2 percent of the world’s
population and that its GNP is only 3 percent of America’s and 16 percent of the
former West Germany'’s (Federation of Swedish Industries, 1973) (see Figure 1.11).
Therefore, even though Sweden is a small country, "economically it is much larger,
accounting for roughly 2 percent of global gross production,” with an economy based
today on increasingly high-technology, knowledge-intensive products (U.S.
Department of Commerce, 1994, p. 3).

Thus, following a late and rather modest start during the late 1800s and the
early 1900s, Sweden has experienced a period of extraordinary economic growth
and structural change.”® The industrialization process seemed to have a late start
in Sweden, as compared to other industrialized nations, but once it was in motion,
economic progress was rapid and modernization swift. In just over a century, since
industrialization began inthe 1870s, Sweden has experienced a transformation from
being one of Europe’s poorest nations, mainly dependent on forestry and agriculture,
with an inadequately developed infrastructure, to a modern industrial society with an
elevated level of material wealth.

However, even though industrialization came about rapidly once itwas begun
in Sweden, the internationalization of business has been gradual and incremental.
The development of new products has been a step-by-step process, which Sweden
still adheres to in accelerated markets today. It seems that exposure to global
markets and new technologies, in itself, must have stimulated innovative product

development.
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Fig. 1.11:  Sweden’s share of the world economy (in percent).

Source: Statistics Sweden, p. 34.
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Since the grim images of Malthus’s time, Sweden has passed through a
process of change related to both industrialization and internationalization. It is
some of the significant aspects of these complex industrial developments that are

investigated in this dissertation.

Internationalization of Swedish Manufacturing Industri

Three interrelated issues serve as the foundation of the investigation of the
international aspects of the development of Swedish industry. These issues are:

1.  The development of international business and the reasons why
international business matters.

2. The road toward high technology—a natural and necessary route for
Sweden in assuming a prominent role in international business.

3. The international thrust, requiring a complicated strategy for Swedish
labor relations.

Inherent in these three interwoven aspects of Swedish economic
development are the availability of endogenous raw materials, the supply of a literate
and skilled labor force, and the feasibility ofimporting capital from abroad. However,
the integration of these three salient features of Swedish industry must be seen in
the historical context. Thus, special attention has been paid to the international
aspects of Sweden’s development because Swedish industry always has been
highly dependent on foreign markets.

Swedish multinationals have developed global strategies in order to exploit
technology built up at home, to export and grow in international markets, and to

improve efficiency through larger volumes to achieve economies of scale (reduction
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of the cost of production by increasing the quantity produced), as well as
specialization in production and marketing. Through global sales, Swedish
multinationals have been able to offset the disadvantage of having a small home
market (see Swedenborg, 1973, and SOU, 1975).

The imperative that pushes the internationalization of the country’s business
community is that no Swedish company can grow beyond a modest level by
concentrating solely on its small domestic market. Although Sweden is one of the
largest countries in western Europe in terms of geographical size (174,000 square
miles-—-about the same area as California), its population density is relatively low—
about 8.8 million inhabitants (in 1994), compared to 120 million in Japan and 240
million in the United States. About 85% of the population live in urban areas.”®

Having a constrained market, especially for industrial products (the core
sector critical to economic development and expansion), companies must
demonstrate an ability to compete and expand sales in international markets.
Swedish industry is the work horse of the country and the force behind the country’s
economic prosperity. In addition, total autarky is not possible due to the need to
import coal, coke, and oil, the country’s Achilles heel. Thus, because of the lack of
fossil fuel and a climate unsuited for a variety of agricultural crops, Sweden’s need
for trade is great. Consequently, technical and organizational change have been a
reality for Sweden.

As a small industrial country, Sweden must constantly aim at achieving a
balance between internal and external factors to maintain a competitive edge. This
requires continual adaptation to changing foreign markets through the use of new

technology, changing organizations, and ongoing structural change. Therefore,
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Swedish industry must respond to rapid changes in the international market and

develop new forms of international and domestic coordination, as seen in Figure

1.12.

vV VvV VvV VvV VvV VYVYey

Fig. 1.12:

Source:

EXTERNAL CONDITIONS

INTERNAL COMPETITION
EXPORT/IMPORT SHARES
INTERNATIONAL PRODUCTION

INTERNAL CONDITIONS

LABOR MARKET CONDITIONS

CAPITAL MARKET CONDITIONS
ECONOMIC POLICY

LABOR MARKET POLICY

INDUSTRIAL POLICY (INC. R&D POLICY)
REGIONAL POLICY

EDUCATION POLICY

Determinants of structural change in Sweden.

Swedish Ministry of Industry (1990/91).

These economic and structural changes make Sweden, a small state with an

open-oriented economy, of considerable interest to international scholars and

industrialists who understand the multitude and complexity of problems facing

advanced industrialized economies as they become increasingly interdependent.

Advanced industrial societies moving toward a postindustrial era face the challenges

of shrinking world markets and downsizing, protectionist measures, heightened

international competitiveness, and the increasingly difficult task of balancing internal

stability with external turbulence.
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So far, Sweden has been able to maintain domestic stability during times of
world war, economic depression, and external turmoil. The influence of other
nations on Sweden’s domestic policy has been exerted through economic realities.
No foreign power has intervened directly in Sweden's domestic policy and

constitutional matters.

Economic Growth and Structural Change

Sweden emerged as anindustrialized economy late in the nineteenth century,
based on its natural resources such as timber, water (later hydroelectric) power, and
metals, mainly iron and copper. In the early stages of industrialization, capital-
intensive industries such as pulp, paper, mining, steel, and heavy chemicals were
dominant. However, during the twentieth century, Swedish industry has been
characterized by a shift to knowledge-intensive industries, such as engineering and
chemicals (see Figure 1.13).

The labor-intensive industries such as textiles receded in the 1960s, when
wages for relatively unskilled workers became high. Engineering companies now
top the list of the largest industrial enterprises. Most recently, the pharmaceutical
industry has become more important to the<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>