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more and more concentrated, individua entrepreneurship waned in importance, the generd public grew
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1. Introduction

In Capitalism, Socialism and Democracy (CSD) Joseph Schumpeter raised the question whether
cagpitalism as an economic system would be able to survive. He concluded that socidism would
eventudly displace capitdism aso in Western democracies. Even if he thereby reached the same
conclusion as Marx, his arguments were quite different. It was not the shortcomings or the instability
of capitalism that produced the victory of socidism. Instead it was the superior performance of
capitalism that paved the way for socidiam.

Today we live in an erawhere the achievements of capitalism are far more obvious than when
Schumpeter published hisbook in 1942. Y &, the introduction of socidism in the classical sense has
disappeared from the political agendain democratic countries. This does not necessarily mean that
Schumpeter would have admitted that he was wrong in his prophecy. In his discusson of the time
perspective he emphasizes the secular perspective: “...in these things a century isashort time.” He
also makes clear that thereis no pure economic reason why capitalism should not have another
successful round.

A further dimengon is nationd diversity. Schumpeter underlined that different countries are unlikely
to follow the same route to socidism. Looking a today’ s Situation this observation does little to save
Schumpeter’ s prophecy. For along time, however, the development in the Swedish economy
followed apath Smilar to the onelaid out in CSD. Aswe will show this could to some extent be
explained by economic policies that aimed at reinforcing the tendencies to follow the path that
Schumpeter had predicted for capitalist economies. A concrete plan (wage-earner funds), that had
the potentia of transferring the ownership of the Swedish business sector to the labor unions, was
introduced. If the origina plan had been implemented, Sweden would have been very closeto
fulfilling dl the partsin Schumpeter’s prophecy. However, in hindsght it is clear thet this plan
marked aturning point in Swedish economic development. The plan was abandoned in the 1980s
and Sweden has since then, as most other Western countries, developed in away that has been
contradictory to what Schumpeter predicted.

Thereis, however, alegacy from the old policies. The efforts to put the Swedish economy on a
Schumpeterian path has contributed some idiosyncratic structurd features to the Swedish economy,
notably that Sweden ended up being dominated by large corporations to alarger extent than
perhaps any other OECD country and that private ownership became very concentrated. In
addition, private financid wedth became lower than in most industriized countries. The combined
effect of these features has, as we shall see below, contributed to arapid increase in foreign
ownership of the Swedish private sector, particularly following the internationalization of firms and
financid markets.



The am of thisarticle isto investigate to what extent the Swedish economy followed the
Schumpeterian path and aso to try to identify the factors that eventualy set the Swedish economy
on another course. A conclusion of our andyssisthat Schumpeter’ s theory increases our
understanding of Swedish economic hitory after World War [1. But the analysisis dso of amore
generd interest. Many of the Schumpeterian forces that were present in the Swedish economy were
present in most Western democracies up until the mid to late 1970s, even if the tendencies were
more pronounced in Sweden.

The paper is organized asfollows. In the next section we briefly discuss the theory of evolution of
the capitaist economy that was presented in CSD. The analyss of Schumpeter does not lend itsdlf
eadly to amplifications. Still, we have extracted Sx sylized propostions that are essentid eements
of his prediction about the fate of capitalism. These propositions will in subsequent sections be
confronted with data for the Swedish economy. The third section andyses the main ideas that were
shaping economic policy during the first decades after World War 11 in Sweden. In many respects,
the policies served to strengthen the tendencies in capitaist development that Schumpeter predicted
would eventudly lead to the victory of socidism. In particular, the policies contributed to a greater
role for large corporations and to an increased concentration of firms and private ownership.

In the fourth section we examine the actua implementation of policies and discuss their relation to
the generd ideas that were andlyzed in section 3. In section 5 we confront the development in the
Swedish economy up until the beginning of the 1980s with the stylized propositions derived in
section 2. Section 6 contains an examination of the effort to replace private ownership by wage-
earner funds, and we try to identify the factors that eventudly led to areversal of palicies. In section
7 we discuss the development of the Swedish economy after the abolition of wage-earner funds and
the subsequent reversal of policies. Section 8 concludes.

2. ThePropostionsin Capitalism, Socialism and Democracy

Few economists have done more than Joseph Schumpeter did in The Theory of Economic
Development (1911, 1934) to increase our understanding of the role of the entrepreneur in the
capitaist economy. In particular, he asserted the crucia role of the entrepreneur in the process of
innovation and creetive destruction —today it is virtualy impossible to concelve of adynamic
capitdist economy in the absence of the Schumpeterian entrepreneur.

However, in his late work Schumpeter (1942) saw the declining economic importance of the
entrepreneur as one of the mgjor forces in the transformation from capitaliam to socidiam.
Schumpeter claimed that by means of modern techniques and modern modes of organization the
innovation process would become more and more automated. Innovations would no longer be



connected with the efforts and the brilliance of asingle person. They were increasngly to become
the fruits of the organized effort of large teams. This would be done mogt effectively within the
framework of large corporations.1

By using the proceeds from its monopoly power to finance new innovations, the large corporation
could improve its monopoly postion and in practice crowd out entrepreneurs and smaller firms.
Schumpeter went as far as saying that the entrepreneurid function would become obsolete. Like
Marx, he therefore predicted that the economy to an increasing extent was going to be dominated
by large corporations. Unlike Marx, and for that matter Veblen (1923), Schumpeter did not foresee
any problems of economic tability or economic efficiency for the capitalist system. Instead,
capitdism would kill itself by undermining its politica base by its own efficiency; the forces of
cregtive destruction would eventudly kill capitaism itsdf.

The entrepreneurs were, according to Schumpeter, the backbone of the bourgeoisie, thus providing
capitdiam with itsingtitutiond and political basis. By destroying the entrepreneurs through its
effectiveness, capitdism would aso destroy its own political foundation. In an economy that is
increasingly dominated by giant corporations and devoid of entrepreneurs, the defense of capitdism
has no condtituency. Ingstead, capitdism will have to confront increasing hodtility. Here the
intellectuas were, according to Schumpeter, going to play an important role in formulating a criticiam
agang the capitdist system and itsingtitutions. Eventuadly, a democratic and peaceful transformation
of the economy to socialism would take place.

While Schumpeter discussed therole of the intdlectuas in the downfal of capitdism at great length,
he was very brief on therole of the labor movement in this phase. He refers to the labor movement
in connection with the discussion of the intdlectuds, where he maintains that the intellectuals will
invade labor politics and contribute to a radicdization of the labor movement. He did, however,
come back to the labor movement more directly in later writings. There he wrote that [abor would
dominate the paliticd scenein the last stage of capitdism. For ingtance, he criticized Lenin for saying
that imperidism would be the last stage of capitdism. According to Schumpeter thiswas dl wrong.
Instead he maintained that laborism is the last stage of capitdism. Laborism is characterized by
Schumpeter asthat stage in capitdist society in which the labor interest is predominant (Swedberg,
1997, p. 119).

We have presented a very brief account of the scenario that Schumpeter (1942) envisaged for
capitalism in the chapter named “ Crumbling Walls’. From Schumpeter’ s scenario we extract the
following stylized propostions:

1 See Rosenberg (2000) for athorough elaboration of thisissue from today’ s vantage point.



The bulk of innovations will be made in large corporations.

Large corporations will be increasingly predominant in the economy.

New and samdler firmswill play a declining role in the economy.

The concentration of ownership will grow over time.

The generd public, not least the intdllectuds, will grow increasingly hogtile towards capitalism
Socidism will eventudly replace capitdism.

o gk~ wbdhE

The eventud defeat of capitdism was an unconditiona forecast by Schumpeter. Technologica
change, paliticad development and even the intellectud debate were al endogenous parts of
Schumpeter’ s scenario. There was therefore no room for a politica effort to save capitaism. On the
other hand it was from the point of view of the socidist parties important to let events run their
course. Attempts to introduce socidism before the time was ripe could result in falure. (See
Schumpeter’ sdiscussion on “trangtion” in CSD, pp. 227-229.)

Inthe rest of our article we will show that propositions 1-5 stand up well againg the actua
development of the Swedish economy during the first four decades after WW 11. Aswe will see,
Sweden aso came close to fulfilling prediction 6.

It goes without saying that the process of private wedlth crestion plays a crucid rolein the capitalist
system. This process was d<0 at the center of Marx’ s andysis of the rise and fal of capitalism. In
fact, Schumpeter is unclear on this point. Thereforeit is not possible to extract asmple and clear-
cut proposition from CSD on this matter. When Schumpeter discussed the increasing concentration
of ownership he was referring to direct ownership. In his scenario households would own sharesin
the big companies. Thiswould not, however, in his view make people attached to the companies or
to the capitalist system. Even if Schumpeter did not express a clear and comprehensive view on the
role of private wedth formation, we will andyze the role of this factor in the development of the
Swedish economy. We will do so firgtly because private wedlth formation is an integral part of an
entrepreneuria society. Even in Schumpeter”s giant corporation scenario ahigh savingsrate is
necessary. These savings have to be generated somewhere. In the Swedish case, government
policies towards savings played an important role in moving the Swedish economy aong on the
Schumpeterian road towards socidism. This congtitutes our second reason for andlyzing the
development of savings and savings policiesin this article.

3. Theldeasbehind Economic Policy in Sweden after World War 112

2 Johansson and Magnusson (1998) provide a comprehensive account of the issuies dealt with in this section. Seeadso
Lindbeck (1997).



For 44 years, from 1932 to 1976, the Social Democrats held the palitica power in Sweden.
Despite nine years of nonsocidist governments (1976-82 and 1991-94) it isfair to say thet the
Socid Democrats have dominated the political scene and the policy discusson since the early 1930s
until the present day. As areault, thereislittle doubt that its philosophy had a tremendous influence
on paliticad decisons impinging on entrepreneurs, firms, private versus collective ownership and the
overdl busness climate. In view of this circumstance, we will focus on rdaying the ideas advanced
by Socid Democratic thinkers on the issues of interest here. It is gpparent that the most important
Socid Democratic thinkers have seen the large industria corporation as the mgor unit of
production. Erngt Wigforss, Minister of Finance in 1925-26 and 1932-49 and probably the most
influentid of al Socid Democratic ideologues, is quite clear on this point. For ingance, in his essay
on CSD (Wigforss, 1956) he seems to agree with Schumpeter on the inevitability of the movement
in capitaist societies towards progressively larger companies.

Among leading Socid Democrats a the time, the well-read Wigforss was probably donein his
good knowledge of Schumpeter’swork. A more influentia theorist in the Socid Democratic
movement was of course Karl Marx, whose wievs on the development of the capitdist society had
clear connections with Schumpeter’ s. The Norwegian sociologist Gudmund Hernes (1991) has
emphasized the connection between Karl Marx’ s theory of the development of industrid societies
and the Nordic Socid Democratic Modd. A key factor in Marx’ s theory was the importance of
economies of scae, which would gradudly lead to the phasing out of amdl firms aswell as severd
of the less competitive large firms.

Wigforss does not find Schumpeter’s and Marx’ s prediction, that smal and new firms are dwindling
inimportance, disquieting. Instead he seems to argue that thistrait of capitdist societies will facilitate
the collectivization or socidization of the productive capitd stock, which isthe ultimate god of the
labor movement. Furthermore, Wigforss (1952, pp. 125-126) finds it essentid to focus on the large
industrial corporation for non-economic reasons.

That iswhere the adversarid relationship between owners and employeesis most fundamenta, and where

the collective form of ownership and management can be most essily used asameansto achieve more
equdity, freedom and solidarity (authors’ translation).

In the tradition of Wigforss, the Socid Democratic economist Villy Bergstrom (1973) sketches a
drategy for a step-by-step trangtion from private to collective ownership of the means of
production. Bergstrom was aso convinced that the pertinent unit to focus on is the large industrid
corporation: " Throughout | consder the large industrid corporation as the incarnation of ‘the firm'™”

(p. 8).3

3 In Swedish: " Jag har helatiden de storaindustriforetagen framfar mig som sinnebilden av 'foretaget™.



Thus, the notion that large-scae production and a socid order with strong collectivist €l ements were
conducive to economic development had considerable apped a the time, and it was easy to find
inspiration from contemporaneous socid scientists. In particular, John Kenneth Gabraith, who was
undoubtedly greetly inspired by Schumpeter (1942), was instrumental. Especidly hisbook The
New Industrial State (1967) provided an important rationade for an economic policy oriented
towards the large corporation.4

Thus, by the late 1960s it was quite clear that the Socid Democrats considered small firms and
individud entrepreneurs as margina eements in the process of economic development, and in due
course such phenomena would be totaly anachronistic. But what about the ownership and control
of these large production units?

Somewhat surprisingly, in Fackforeningsr 6relsen och den fulla syssel sattningen (Trade Unions
and Full Employment), amgor policy document from the Confederation of blue-collar workers
(LO) published in 1951 (in English as LO, 1953), it is difficult to find any bias favoring large
companies or ingitutiondized private ownership, dthough there is a clear inclination towards the
view that collective ownership and state ownership should gain in importance.

Thisindinaion isin line with Wigforss stance on the ownership issue. He maintained that in the long
run the large industrid corporations had to be converted into ”socid enterprises without owners’
(samhallsforetag utan &gare). In these enterprises individuas could gtill be shareholders, but the
shareholders were no longer resdud clamants; wages should be set in wage negotiations, dividends
should be related to the level of interest rates in capitd markets, and all excess profits should remain
within the companies.

For the trade unions and for Wigforss collective ownership of the means of production was the
ultimate political god. In this perspective a strong concentration of ownership could be seen asa
natural and even desirable intermediate station on the road towards the ultimate goa. The strong
concentration of ownership dienated the Swedish congtituency from capitdist values and could be
expected to contribute to a broad-based support for the industria policies of the Social Democratic

party.

If astrong concentration of ownership is seen as undesirable from a palitica point of view, an
dternative to the policies actudly pursued would have been apolicy supporting aless concentrated

4 Oneindication of Galbraith’s great impact on Swedish policy makersis that shortly after the publication of The New
Industrial State hewasinvited by the then Prime Minister Tage Erlander to his officid summer resdence Harpsund to
give atwo-day seminar on hisbook to the members of the government.



and more broad-based individua ownership of the corporate sector. But such a policy would have
run counter to the long-term gods of the Socid Democratic party. However it should have been a
very naturd politica course for the nonsocidist parties. Since they did not get into government until
1976 they never had the opportunity to pursue such apolicy. Nether did they, during the 50s and
the 60s, manage to create a broad-based support among Swedish voters for such a policy.

Aswe shall see, the industrid policies actudly pursued promoted a development of the economy
towards the visons of LO and Wigforss. In contrast, there were up until the middle of the 70s very
few attempts, by direct measures, to transfer ownership of corporations from private hands to the
government. However some steps were taken — especidly in mining, sted and forestry —to increase
direct state ownership of the corporate sector. In 1970 the centra government founded
Satsforetag AB, alarge conglomerate to which most of the state-owned enterprises were
transferred. No doubt, many politicians saw this as an offsetting force to private owners. Still, sate
ownership of theindustrid sector was among the lowest in the OECD countriesin the 1970s
(Lybeck, 1984).

This policy has been named "the historical compromisg’ (Korpi, 1982). Theindudtrid eite
acknowledged and accepted that the Socid Democrats by virtue of ther palitical strength would use
the political power to implement far-reaching wefare reforms, while the labor movement, on ther
part, abstained from socidizing the industrid sector. Among the ideologues in the socid democratic
party this historical compromise was certainly seen as atemporary arrangement. The industrial
policy was working towards the goas set out by Wigforss and LO and within the labor movement
the debate on “the third step of sociaiam”, i.e., the abalition of private ownership to the means of
production, was dive.

4. Reinforcing Economic Policies

Schumpeter’ s conclusonsin CSD, summarized in our Sx propogtions, primarily follow from his
andysis of the nature and functioning of capitalism, where inexorable interna forces are said to result
in the eventua demise of capitalism. A naturd extenson of Schumpeter’s anadlysis would be to
examine whether different economic policies would precipitete or decderate this dlegedly inevitable
development. In this section we will show how Swedish economic policies from the 1950s through
the 1970s were designed so that they directly encouraged the fulfillment of propositions 2—4. These
policies therefore paved the way for the realization of propositions 5 and 6, i.e., an increasing
hodtility towards capitalism in the population and the eventud trangtion to socidiam.



4.1. Tax Policies

Severd features of the pre-1990 Swedish tax system disfavored younger, smaler and less capita-
intengve firms, and discouraged entrepreneurship and family ownership in favor of inditutiona forms
of ownership. Severd important distortions slemmed from high statutory rates of corporate income
taxation coupled with other policies that resulted in much lower effective tax rates. The Satutory
corporate income tax rate remained in the very high range of 50-62 percent from the early 1950s
until 1990. Beginning in 1958, alarge gap emerged between statutory and effective (average) tax
rates as aresult of accelerated depreciation rules, the so-called investment fund system, inventory
vauation rules, and other ad hoc tax reductions. However, their usefulness as tax avoidance
mechanisms differed greetly across industries and types of firms. A dear and important example
was the liberd provisons for accelerated depreciation of machinery and equipment. These
provisions favored machine-intensive manufacturing industries over service-producing industries.
More generdly, the depreciation rules disfavored firms and sectors that were intensive in human
capitd, financia capitd and intangible forms of capita. See Sodersten (1984, 1993) and Davis and
Henrekson (1997) for further details.

High statutory tax rates favor areliance on debt rather than internaly generated funds or new share
issues to finance investments. However, the ability to exploit the tax advantages of debt financing
differed among indudtries and firms. In particular, to the extent that debt financing is less costly and
more readily available for larger, more established firms, high statutory tax rates coupled with tax-
deductible interest payments work to the disadvantage of smaler firms and potentid entrants. Debt
financing is also more easly available to firms with ready forms of collaterd. Hence, firmsand
sectors that more intengvely use physical capita regp greater benefits from tax code provisons that
favor debt financing. In practice, this aspect of the tax system favored the capitd-intensive
manufacturing industries rlative to other industries®

S Sodersten (1984) shows that during the 1960s the effective marginal tax rate on manufacturing was considerably lowered
relative to that of other industry and commerce.



Table 1 Effective Marginal Tax Rates for Different Combinations of Ownersand  Sources of
Finance, 1960, 1970, 1980, 1985 and 1991 (real pre-tax rate of reurn 10% a actud
infletion rates).

Debt New share Retained
Issues eanings
1960
Households 27.2 92.7 48.2
Tax exempt inditutions -32.2 314 31.2
Insurance companies -21.7 41.6 34.0
1970
Households 51.3 122.1 57.1
Tax exempt inditutions —-64.8 15.9 32.7
Insurance companies —45.1 42.4 41.2
1980
Households 58.2 136.6 51.9
Tax exempt inditutions -83.4 -11.6 11.2
Insurance companies -54.9 38.4 28.7
1985
Households 46.6 1121 64.0
Tax exempt inditutions —46.8 6.8 28.7
Insurance companies —26.5 32.2 36.3
1991
Households 31.7 61.8 54.2
Tax exempt inditutions 9.4 4.0 18.7
Insurance companies 14.4 33.3 31.6

Note: All caculations are basad on the actud assat composition in manufacturing. The following inflation rates were used:
1960: 3%, 1970: 7%, 1980: 9.4%, 1985: 5%, 1991: 5%. The cdculaions conform to the generd framework developed by
King and Fullerton (1984). The average holding period is assumed to be 10 years. A negetive tax rate impliesthat the rate of
return after tax is greater than before tax. For instance, atax rate of —83 percent for a debt-financed investment owned by a
tax-exempt inditution in 1980 tells usthat ared rate of return of 10 percent before tax becomes 18.3 percent after tax.
Sour ce: Caculations provided by Jan Stdersten, see Sodersten (1984, 1993).

To provide a sense of the magnitude of the digtortions introduced by the Swedish tax system, Table
1 presents effective margind tax rates for different combinations of owners and sources of finance
for selected years between 1960 and 1991. Three categories of owners and sources of finance are
identified, and the effective margind tax rate is caculated assuming a pre-tax red rete of return of
10 percent. A negative number means that the redl rate of return is greeter after tax than before tax.

The table highlights four important aspects of the Swedish tax system during the postwar period
through the 1980s. Firdt, debt financing consistently received the most favorable trestment and new
share issues the least. Second, retained earnings were consistently taxed at lower rates than newly
issued equity, which favored incumbent firms relative to entrants. Third, the taxation of households
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as owners was much higher than for other categories, and their rate of taxation increased during the
1960s and 1970s, wheresas the reverse occurred for insurance companies and tax-exempt
inditutions.® From some point in the 1960s until the 1991 tax reform, more than 100 percent of the
red rate of return was taxed away for a household buying a newly issued share. Fourth, tax-exempt
ingtitutions benefit from alarge tax advantage relative to the other two categories of owners, and this
advantage increased strongly during the 1960s and 1970s.”

How do these distortions in the Swedish tax system compare to other countries? To partidly
address this question, Table 2 reports corporate tax wedges for investments in machinery, buildings
and tota business capitd (an aggregate of machinery and buildings) in severd OECD countries as of
1985. According to the table, the margind tax wedges were invariably negative, which means that
after-tax rates of return exceed pre-tax rates of return. Among al listed countries, Sweden exhibited
the largest negative wedges and hence the largest corporate-tax bias towards capitd-intensive firms
and indudtries.

6 Tax-exempt ingtitutions by definition pay no tax on interest receipts, dividends or capital gains. This category includes
charities, scientific and cultural foundations, foundations for employee recreation set up by companies, pension fundsfor
supplementary occupationa pension schemes, and the National Pension Fund (the AP Fund). In terms of industry
ownership and control, tax-exempt ingtitutions have a dominant position in Sweden.

7 The calculations for households are based on an average household, but households owning a successful business typically
faced an even higher tax rate because of the combined effect of wedlth and income taxation. Until 1992, wedlth tax was levied
on 30 percent of the net worth of afamily-owned company, incorporated or not. As of the mid-1980s, the maximum weelth
tax rate was 3 percent. Since the wedlth tax was not deductible at the company level, funds required to pay the weelth tax
werefirst subject to the persona income tax and the mandatory payroll tax.
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Table2 The Estimated Margind Tax Wedge for Business Capitd a a5 Percent Red
Interest Rate and the 1985 Inflation Rate (percentage points).

Machinery Buildings Totd busness

capital

us. oOd -5.26 —2.41 -3.25
New —2.32 —0.68 -1.16

Japan -1,67 -0.81 -1.08
Germany —2.37 —2.40 —2.38
France -3.45 -3.29 -3.35
UK. Ol -5.55 -3.21 —4.58
New -3.03 -1.67 —2.46

Italy -3.85 -3.95 -3.91
Canada Old -3.61 —2.22 —2.77
New -1.53 -1.28 -1.38

Audrdia —7.98 -2.31 —4.78
Bdgium —6.95 —4.39 -5.51
Netherlands —4.52 217 -3.20
Span —6.21 —4.64 -5.32
Sweden -9.11 —5.09 —7.05

Sour ce: Fukao and Hanazaki (1987).

For asmaller set of countries, King and Fullerton (1984) report effective margind tax rates by
ownership category, accounting for both corporate and persona income taxes. In that study
Sweden was the only country where more than 100 percent of the real return was taxed away in
1980 for households making corporate investments.8 Sweden aso exhibited the most favorable
trestment of tax-exempt indtitutions. While strongly discouraging direct household ownership of
business, the Swedish tax system has generoudy subsidized investment in the housing stock. Fukao
and Hanazaki (1987) show that housing investment received preferentia tax trestment in all
investigated countries, but more so in Sweden.

4.2. Credit Market and Savings Policies

As dready mentioned briefly in section 2, an entrepreneuria economy is highly dependent on private
savings to retain its dynamism. However, Schumpeter (1942) — and, for that matter, Karl Marx —
foresaw adecline in the rate of return of savings as the mogt profitable investment opportunities
were gradualy depleted. At the same time, a high aggregate savings and investment rate was an

8 This high figure comes about even though it may be presumed that, within each country, owners choose an asset
distribution that is reasonably optimal relative to the tax system they face.
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essentia part of Swedish economic policy during the first decades of the postwar period
(Bergstrom, 1982). But achieving a high rate of aggregate savings without dlowing strong economic
incentives to private individua wedth accumulation was not possible without a number of additiond
measures such as large surpluses in the public sector and ahighly regulated credit market. Aswe
will see, these palicies can dso be expected to reinforce the tendencies put forth by Schumpeter in
CSD.

Throughout the postwar period until the |ate 1980s, the Swedish credit market was highly regulated.
Inspired, among other things, by Gunnar Myrdal’ s 1944 paper on ”high taxes and low interest
rates’, Swedish credit market policy was for along time aimed at low interest rates for favored
sectors of the economy. The credit volume to the industria sector was generaly subjected to
quantitative redtrictions and the rate of interest was aso regulated, which resulted in a Stuation of
virtualy continuous credit rationing. These devel opments continued until the early 1980s, when a
rapid process of deregulation began. The process was completed in 1989, when the remaining
foreign exchange controls were lifted. This set of regulations clearly favored credit access by larger,
older, firmly established firms and by redl capitd-intensive firms with ready sources of collaterd.
See Jonung (1994) and Henrekson (1992).

The mandatory nationa penson system (ATP) indtituted in 1960 transformed the public sector into
the most important supplier of credit. Large surpluses were accumulated in the national pension
funds, the so-called AP funds. In the early 1970s, the AP funds accounted for 35 percent of total
credit supply (Pontusson, 1992). The decision to accumulate savings to such a great extent in the
AP funds led to a massive further inditutionalization of savings, which can be expected to have
benefited large, well-established firms with a good credit rating that could operate on a high debt-
equity ratio.9

The structure of the Swedish tax and penson system reduced incentives for individud wedth
accumulation in generd and not only in the form of corporate equity. The avallability of equity
financing isacriticd factor for both start-ups and the expansion of incumbent firms. In generd, the
riskier the business, the greater the reliance on equity relative to debt financing. The existence of
collaterad notwithstanding, a Szable infusion of equity is often a prerequidite to obtain credits. In
addition, alarge infusion of equity by the owners sgndstheir belief that the project offers favorable
risk and return characteristics, which increases the willingness of banks and other outsiders to grant
credit.

The smdler and newer the firm, the more difficult for outside financiers to assess the viability and
profitability of the proposed investment project. Thus, ceteris paribus, smdl and newly established

9 The gradua introduction of mandatory supplementary pension schemes can be expected to have the same effect.
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firms are more dependent on equity financing than large, wdll-established firms. Low private savings
exacerbates the inherent problem caused by asymmetric information. Also, given the level of wedth
or naiond savings, the compaosgition of nationd savingsis not neutrd initsimpact on
entrepreneurship and small business development. The manner in which savings are channeled to
various investment activities influences the type of business organization that can obtain credit.
Pengion funds, for example, are lesslikely to channd funds to entrepreneurs than business angels or
venture capita firms. Hence, if the government forces individuas to carry out most of their savings
through a nationd pension fund system, small business credit availability can be expected to suffer
reldive to an dternative policy that alow for greater choice by individuas regarding their savings
and investments.

A digtinct point isthat thereis substantid scientific evidence supporting the idea that the individua
wedth pogition hasimportant effects for the probability of becoming an entrepreneur and for the
propendity to expand. This has been interpreted as showing that entrepreneurs face liquidity
congtraints (Evans and Leighton, 1989; Evans and Jovanovic, 1989). However, other
interpretations of the pogitive corrdation between family assets and the propendty to become an
entrepreneur and/or expand an extant business are feasble. Firs, inherently acquisitive individuals
may both start businesses and forgo leisure to accumulate assets. Second, the positive correlation
may largdly be due to the fact that the movement into salf-employment arises because children tend
to inherit family firms. Recently, studies have been made where these potentid biases are avoided.
Blanchflower and Oswald (1998) find that the likelihood of starting abusinessin Britain increases
sgnificantly among those who receive an inheritance or a gift. Lindh and Ohlsson (1996) arrive a
the same conclusion for Sweden when studying people who receive alottery gain.10 Holtz-Eakin,
Joulfaian and Rosen (1994) find that within the group of self-employed in the U.S. a the beginning
of the 1980s, the recaipt of an inheritance had a datisticaly sgnificant pogtive effect on both the
likelihood of remaining in business and on the expangon of the firm. In summary, srong empirica
evidence points to the importance of persond assets for the degree to which entrepreneurid taent is
exploited.

The evidence that individua weath matters for the deployment of entrepreneurid taent lends
support to Knight's (1921) view that risk bearing and ownership are inextricable aspects of
entrepreneurship. Thisisin contrast to Schumpeter (1911, 1934) who argued that the functions of
the entrepreneur and the risk-bearing capitalist could be separated. Our view, supported by the
evidence reviewed here, isthat entrepreneurship, ownership and risk-bearing cannot be fully
separated. Hence, palicies and indtitutions that channel assets away from individud control will
curtal the deployment of entrepreneurid taent and drive.

10 See dsp Van Praag and Van Ophem (1995).
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4.3. Conclusions

Thus, we may conclude from this section that from the 1950s until the 1980s a large number of
policy measures were implemented that had the effect of directly reinforcing the first four
Schumpeterian propositions. In particular, taxation of businesses became increasingly unfavorable
for individua owners and favorable for debt-financed investments. In combination with a policy of
highly regulated credit markets and low incentives for persona savings, one would expect these
policiesto reinforce the first four Schumpeterian propositions. As a cordllary, propositions 5 and 6
could be expected to come true in due course.

5. ThePropostionsand the Swedish Economy

In this section we will explore to what extent the actua development in the Swedish economy after
WW Il fits the propositions put forward in section 2. Starting with proposition 1, the question
where the innovations in Swedish industry were made, was studied in Grangtrand and Alénge
(1995). From a unique data set containing the 100 mgor innovations in Swedish industry during the
postwar period, the authors conclude that more than 80 percent of those innovations took placein
large Swedish firms. Thus, proposition 1 seemsto square with Swedish data. Whether the reason
for thisisthat the innovation process generdly is routinized and automated is however not possible
to say. The result could smply be areflection of the large share of big firmsin the Swedish
economy, which in its turn could have other explanations than the routinization and autometion of the
innovation process. The result shows, however, that the individua entrepreneur has not been an
essential ingredient in the Swedish innovation process.1! Lindholm Dahlstrand (1997) describes this
asaparticular Swedish large-firm mode of high tech innovation.

Let usnow turn to propositions 2 and 3 that obvioudy are closdly interconnected. During the
1980s, the sdlf-employment rate in Sweden stabilized at alow leve relative to Sweden's hitorical
experience and relative to the contemporaneous Situation in other countries. Since the early 1970s
until 1990, Sweden exhibited the lowest ratio of nonagricultura saf-employment to civilian
employment among al OECD countries (OECD Employment Outlook, July, 1992). The
European Observatory for SMES (1995) reports that Sweden had alower salf-employment rate in

11 Granstrand and Alange (1995) also briefly discussthe general question whether Schumpeter”s proposition that sociaism
will replace capitdismisright in the case of Sweden. By looking at the present situation they conclude that Schumpeter was
wrong. Our conclusion is different, mainly because we arelooking at the development of the Swedish economy during the
whole period after WW I1.
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1992 than any of the then 12 member countries of the European Community (EC). The Swedish
self-employment rate was found to be less than one-haf the EC average.

The European Observatory for SMEs (1995) provides complementary evidence on the relatively
amal role of smdl firmsin Sweden. Among 16 European countries, Sweden shows the largest vaue
for mean enterprise Sizein 1990. Average enterprise Size is 13 employees in Sweden, more than
twice the corresponding average vaue for the 16 European countries.

A number of measures comparing the predominance of large firms across countries are available. In
relation to the size of the economy, hardly any other country has as many large firms as Sweden.
Jagrén (1993) ca culated how many firms on the Fortune 500 list (covering the world' s 500 largest
businesses) that come from each country and compared this figure with the GDP. His caculations
arereproduced in Table 3. Relative to GDP, Sweden proved to have twice as many Fortune-500
firms than Japan and the U.K., and four times as many as the U.S. and Germany. Even compared
to other countries dominated by large firms, such as Finland and South Korea, the number of large
firms rdlaive to GDP was subgtantidly gregter.

Table3 TheNumber of Fortune 500 Firmsin Various Countries, 1991.

Country No. of Fortune 500 firms No. of firms per GDP unit

United States 157 0.028
Japan 119 0.050
United Kingdom 45 0.050
Germany 33 0.026
France 32 0.031
Sweden 15 0.104
South Korea 13 0.070
Switzerland 10 0.067
Netherlands 9 0.036
Italy 7 0.007
Finland 6 0.075
Norway 3 0.042
Denmark 0 0.000

Note: One GDP unit is defined as one hillion USD (PPP adjusted).
Source: Jagrén (1993).

In Table 4 the average number of enterprisesin different Sze classes in European countriesis
calculated for the period 1988 to 1991. The average number is then used to caculate the Sze
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digtribution of firms12 On average, Sveden has the greatest number of large industria firms per
capita among the countries compared. Here Sweden is followed closdy by Germany, but then there
isalegp to Finland. In terms of medium-9zed indugtria firms per capita Sweden is about average,
while it ranks below average in the smal sze class. The impression that Siweden has many large but
comparatively few smal firms compared to other European countries is strengthened when we
andyze the gze digtribution of firms. Sweden gtill ranks as number 1 in the large size dass, and the
distance to the 2nd ranking country is greeter. Swveden dso has alarge share of medium-sized firms
according to this definition. The share of smdl-szed indudtria firms, however, is reported to be the
second smdlest among the countries included in the comparison.

The interpretation of these cross-country comparisons of average firm size and size distribution of
firmsis clouded by ambiguities in the economic concept of afirm, by differences among countriesin
the legd definition of afirm, and by differencesin measurement procedures. Despite these
interpretationd difficulties, there seems little doubt that Sweden's reputation as aland of big
business was well founded in the late 1980s and early 1990s. If anything, the raw figuresfail to fully
convey the extent of concentrated ownership and control in Sweden. In this regard, Folster and
Peltzman (1997) note that the five largest find ownerst!3 in 1985 held roughly 44 percent of the total
voting rights in companies with more than 500 employees, and the ten biggest had more than half. In
addition, these final owners held shares through intermediaries, which in turn were linked through
joint ownership. Fourteen such groups dominated the corporate sector, with three mgor ones aone
controlling companies that accounted for some two-thirds of employment, sales and total assets of
the 270 largest corporations in Sweden.

12 The number of countriesincluded isgoverned by data availability. See Henrekson and Johansson (1999).

13 A final owner is an owner which is not in turn owned by another firm such as a subsidiary within a corporate group.
Typicd find owners are pension funds, individuals and family foundations. Investment companies, on the other hand, are
not find owners, since they are controlled by their own shareholders.
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Table4 The Average Number and the Sze Didribution of Firms per Million Inhabitantsin - the
Industria Sector, 1988-91 (rank in parentheses).

Firms per million inhabitants Szedistribution

Smdl  Medium Large Smdl  Medium Lage Sum
Germany 1187 (3) 144 (2) 33(2) 87.0(7) 106(6) 24(6) 100
France 669 (10) 84 (9) 19 (10) 86.7(8) 109(5) 24(6) 100
U.K. 650 (12) 75 (11) 22 (5) 87.1(6) 100(7) 29(4 100
Sweden 774(8)  112(5) 34(1) 84.1(11) 121(2) 37(1) 100
Ity 1365 (2) 77 (10) 11 (12) 939(1) 53(12 0.8(12) 100
Spain 1055 (5) 74 (12) 10 (12 926(2) 65(11) 09(11) 100
Begium 678 (9) 91 (7) 21 (6) 858(10) 116(3) 26(5 100
Portuga 1504 (2) 161 (1) 21 (6) 89.2 (4) 95(9) 13(10)0 100
Denmark 1131 (4) 124 (4) 21 (6) 88.7 (5) 9.7(8) 16(9 100
Luxembourg 668 (11) 141 (3) 26 (4) 80.1(12) 169(1) 31(2 100
Finland 787 (7) 101 (6) 27 (3) 86.0(9 1114 3.0(3 100
Norway 895 (6) 86 (8) 21 (6) 89.3(3) 86(10) 21(8 100
Average 947 106 22 87.5 10.2 22 100

Note: Small, medium and large firms are defined as firms with 10-99, 100-499 and 500+ employess, respectively. The
geographica coverage for Germany isthe former Federal Republic of Germany.
Sour ce: Henrekson and Johansson (1999).

Finaly, while available data are fragmentary, there is some evidence to suggest that Sweden
experienced low rates of new firm formation until the mid to late 1980s. Braunerhjelm and Carlsson
(1993) cdculate annud entry rates from 1920 to 1991 of new manufacturing firms with more than
one employee. Their series show that rates of new firm formation in the Swedish manufacturing
sector had became extremely low by the 1950s; it fell from gpproximately 4 to 2 percent from the
1920s to the 1950s. The annua entry rate fell further to 1.5 percent in the 1970s, and the average
entry rate was even lower in the 1980s.

To summarize, in comparisons among OECD countries, Sweden stands out as having alow rate of
sdf-employment, a dominant role for larger firms, and highly concentrated ownership and control of
private-sector enterprises. The available evidence aso points to low entry rates of new Swedish
firms during alarge part of the postwar period. This characterization of the employment structure of
the Swedish economy was most extremein the mid 1980s.

As abackground to proposition 4 we will give a brief account of the development of savings and
private wealth formation in Sweden after WW 1. The development of Swedish net saving is
indicated in Table 5. Net nationa saving rose between the 1950s and the 1960s, and thereafter
declined sharply. For our purposes, the most noteworthy feature is the extremely important role of
the government sector for net saving in the 1960s and 70s. Close to two thirds of net saving took
place there, and alarge part of these funds had to be channelled to the private sector. But, aslong
as the government shunned ownership of industry this pattern of nationd saving presupposed lending
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on amassve scaeto the private sector. In particular, saving in the socid insurance system increased
from zero in 1959 to 4.7 percent of GDP in 1972. This saving took place within the mandatory
nationd pension scheme, the ATP-system, which was introduced in 1960. It accumulated large
aurplusesfor along time in a buffer fund, dthough the system was in effect a pay-as-you-go system,
where entitlements had no relation to the rate of return on the assetsin the fund. In the early 1970s
the AP fund system accounted for more than 35 percent of the total stock of credit outstanding
(Pontusson, 1992; Wickman, 1985).

Table5 Net Saving as a Percentage of GDP, Annua Averages, 1950-96.

1950-59 196069 1970-79 198089 1990-96

Total 119 14.7 115 4.7 19
Household 45 3.6 1.8 0.5 31
Corporate 4.0 2.6 3.0 4.6 2.7
Consolidated 34 84 6.7 -04 4.0
government

Sour ce: Statistics Sweden, National Accounts.

When the AP fund was indtituted it was decided that the fund should primarily invest in bonds. Since
most borrowers are too small to issue bonds, a number of so-cdled intermediary credit ingtitutions
were formed. These indtitutions financed their lending through bond issues and granted creditsto
housing, production firms and municipdities. As a consequence, avery smal fraction of AP fund
lending has been directly to firms. For instance, in 1980 7 percent of total assets congtituted direct
lending to firms. Thislending was mainly so-caled ”lending back” (aterlan) based on the rule that
employers were dlowed to borrow up to haf the amount they had paid in to the fund during the
previous year. The potentid for using this credit channe was therefore proportiond to the wage hill
of the firm. Thistype of lending was abolished in 1987.

The wesk incentives for private individua savings aso resulted in low levels of saving for households
compared to other industridized countries— see Table 6.

Table6 Household Net Savings as a Share of Disposable Income in Sweden, OECD and
OECD Europe, 196095 (%).

196069 1970-79 198089 199095

Sweden 6.1 4.0 11 5.6
OECD 9.7 12.1 11.2 9.8
OECD Europe 12.0 13.6 11.6 10.9

Source: OECD, Historical Statistics 1960—-1980 and 1960-1995; OECD, Economic Outlook, Vol. 64, 1998.
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Asareault of the conastently low household savings rates in Sweden for several decades, individud
financia wedth became very low by international comparisons. Such comparisons can only be
made for alimited number of countries. In Table 7 we report data presented by Pdsson (1998)
regarding financia wedlth per capitain nine OECD countriesin 1990 and 1995. Financia wedth
per capitain Germany, Canada, France and Italy is generdly 34 timeslarger than in Sweden and
Japan. Inthe U.S. it is approximately six times larger than in Sweden. 14

Table7 Financid Wedlth per Capitain Nine OECD Countries, 1990 and 1995
(Current US dollars).

Country 1990 1995
Canada 28,233 33,359
France 23,580 41,347
Gearmany 28,463 45,328
Italy 32,374 35,790
Japan 39,707 94,038
Norway 2,857 5,179
Spain 9,345 12,084
Sweden 7,152 13,516
u.S. 51,827 76,760

Sour ce: Pdsson (1998), based on OECD, Financial Statistics (variousyears).

Thelow levd of private wedth formation obvioudy tended to diminish the role of households as
ownersin the corporate sector. We adso saw in the previous section that the tax system favored
financing by debt and by retained earings relive to equity financing. The system was thus favoring
investments and accumulation of capita in the corporate sector at the sametime asit was
unfavorable towards private wedth creation. The system dso created an environment where the
stock market, because of extremely low vauations did not trandate the capital accumulation in the
corporate sector into household wedlth.

The replacement vaue of the capital stock in the corporate sector was generally much higher than
the stock market vaues of thefirms. Thisisillustrated by Figure 1. It showsthat Tobin’s g fel from
60 percent to 30 percent between 1970 and 1980. According to calculations in Sodersten (1984)
Tobin"s q was gpproximatively unity in 1960. Another indication of the low market vaues are given

14 |Lindh and Ohlsson (1998) find that amore unequa weslth distribution covaries positively with the share of seif-
employed. The combination of low private savings and an extremely even ditribution of these low savingsimpliesthat
fewer people ether from themselves or from their associates, friends or relatives are able to raise the requisite equiity to
redize their business projects.
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by the price earnings ratios for the large Swedish companies. The figure reports the P/E-ratios for
Ericsson, Electrolux and Atlas Copco, respectively. In the early 1970s, companies like these were
typicaly vaued a P/E-ratios around 2-3.

Asareault of thelow leve of private wedth cregtion and the strong disincentives towards private
ownership in the corporate sector, the share of private ownership in the corporate sector diminished
dramaticaly. Thisisillugrated in Figure 2.

Figurel Tobin’sqin 1970-80 in the Svedish Engineering Industry and the Evolution of the P/E-
Retio in Three Swedish Engineering Firmsin 1970-98.

Enclosed

Note: Tobin’s q is defined as the stock market value/ca cul ated replacement cost for the 13 leading engineering corporations
in Sweden; the PIE-ratio is defined as the stock market val ue/profits before tax and extraordinary items. The evolution of the
the P/E-ratios have been fitted to alinear trend.

Source: Tobin's q: Sodersten (1984); P/E-ratio: Findata.

Let us now move to the concentration of private ownership and Schumpeter’s proposition 4. We
will start by examining the distribution of ownership in 1950. According to Spant’s calculations the
households then held 75 percent of al Swedish listed stock. The caculations gpply to fina owners,
which implies that ownership by investment companies and other intermediate owners has been
netted out. The fina owner categories are households, ingtitutions and foreign owners. Private
ownership was highly concentrated at this point. Thisis clearly documented by Lindgren (1953) ina
study based on the 1945 Census. He shows that 6—7 percent of the stock owners controlled 6570
percent of the ock market vaue. His findings regarding the ownership contral in the large
companies (more than 500 employees) are of even greeter interest in our context. In no less than 60
percent of the large firms one single individua represented the mgjority of the votes at the
shareholders generd mesting. In more than 90 percent of the firms three owners or less condtituted
the mgority at the shareholders meeting.

Figure2 The Didribution of Ownership of Swedish Quoted Stocks across Ownership
Categories, 1950-97.

Enclosed

Sour ce: Spant (1975), Norrman and McLure (1997) and Statistics Sweden.

The increasing share of ownership of ingtitutions was paralleled by an increased concentration of
private ownership. Or to be more specific: The Walenberg family gradudly acquired an increasing
dominance on the boards of the largest Swedish firms during the postwar period. Glete (1994)
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studies the power structure of the largest firmsin 1925, 1945, 1967 and 1990. In 1925 the
Walenberg family controlled two of the 25 largest firms. By 1945 this had increased to five and by
1967 they controlled ten of the largest 25 firms. In 1990 the Walenberg family controlled the board
of nine of the 25 largest firms.

In addition, frequently the same individuas or families held a mgority position in a number of firms.
Againg this background the then leader of the Communist party C. H. Hermansson coined the
expresson “the fifteen families’ in his 1962 book Monopol och storfinans (Monopoly and Big
Business). According to him these fifteen families controlled Swvedish industry. Thisview of the
world was later confirmed by the government commission on ownership concentration
(Koncentrationsutredningen, SOU 1967:7) and by Glete (1987, 1994). According to
Shumpeter’ sandyssin CSD Swedish industry had dready at this stage come pretty close to the
point where the socidization of the industria sector would become paliticdly inevitable. Aswe have
discussad a some length, economic policies encouraged an increasing ingtitutiondization of
corporate ownership, but it also spurred the development towards increased concentration of
ownership and firms.

At firgt Sght it may gppear paradoxica that asngle family has been able to expand its power so
tangibly, while economic policies have been amed at curtailing private ownership. In practice
however, the control of the firms has been based on a progressively smaller share of the equity base
of thefirms. It appears that the Walenberg family was far more capable of exploiting the ownership
void that opened as aresult of the far-reaching ingtitutionalization of corporate ownership during the
postwar period. Anyway, the upshot was an extreme concentration of private ownership in Swedish
indugtry, which isin accordance with proposition 4.

According to Schumpeter concentrated ownership breeds a hogtility towards capitalism, while a
large number of entrepeneurs and awidespread ownership creates a political climate that is
favorable towards the capitdist system. We may now move on to the question whether the generd
public in Sweden, as predicted by proposition 5, grew increasingly hostile towards capitalism.

In Table 8 we report the results from two questionnaires where a representative sample of
individuas have been asked about their attitudes towards entrepreneurship and business conditions.
In 1978 only 30 percent of the respondents believed that it was important to encourage
entrepreneurship and firm formation. In the 1980s peopl €' s attitudes on this issue changed
dramétically and by the mid 1980s approximately four quarters thought this was important. Perhgps
even more gtriking is the fact that in 1978 only 37 percent of the respondents believed that business
leadergentrepreneurs were most efficient in running afirm. In the 1990s this had aso changed and
by 1997 the percentage who thought that bus ness |eaders/entrepreneurs were the most efficient
was S0 high that the question had virtudly lost its relevance.



Table8 Resultsfrom Two Repeated Cross-Section Studies of Attitudes towards
Entrepreneurship.

l. Quedtion: Isit important to encourage entrepreneurship and firm formation? Share of respondents
bdieving thet it isimportant:

Y ear 1963 1967 1978 1981 1985 1997
Share (%) 50 41 30 72 74 88

[1. Question: Who do you think is capable of running a firm most efficiently? Choose between (1)
business |leaderg/entrepreneurs, (2) trade union representatives, and (3) do not know/equaly good.
Share of respondents believing that busi ness |eaders/entrepreneurs were most efficient:

Year 1978 1982 1995 1997
Share (%) 37 55 80 90

Sour ce: SIFO, Demoskop and The Federation of Swedish Employers, SAF.

Overdl the Swedish corporate sector was at the end of the 1970s in a state quite close to the
visons formulated by the blue-callar trade union (LO) and Wigforss just after WW 1. The
corporate sector was dominated by a smal number of very large firms that were controlled by an
extremely smal number of people and avery concentrated stock of wedlth. According to
Schumpeter’s (1942) andysis the time should be ripe for atrangition to socidism.

6. Towards Socialism

In section 5 we have shown that the Swedish economy during the period 1945 to 1980 complied
rather closaly with the first five Schumpeterian propositions presented in section 2. In this section we
will analyze to what extent the sixth and the most important proposition in CSD was fullfilled.

During the 1970s, the blue-collar workers' trade union, LO, was very successful in inducing the
government to take a number of legidative messures aiming & giving labor direct influence on
corporate decison making. Prime examples are union representation on corporate boards of
directors, and the extension of collective bargaining through the Codetermination Act of 1976 (see
Pontusson, 1992).
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The underlying ideology was at least to some extent inspired by the Marxian theory of vaue, where
al surplus vdue is said to emanate from labor. Hence, labor is the factor of production that should
have the most saying in management decisons. Of course, these ideas are greetly removed from the
idea that the entrepreneur is of key importance in the economy since he or she” pecidizesin taking
respongbility for and making judgmental decisons that affect the location, form and the use of
goods, resources, or ingitutions’ (Hébert and Link, 1989, p. 47).

The radicdization of the labor movement during the 1970s dso entailed explicit demands for
increased collective ownership. (In this process the intdlectuds, in line with Schumpeter’s
proposition 5, played an important role.) Such demands had from time to time surfaced within the
labor movement even earlier on. Already in 1961 the LO Congress had before it a suggestion to
introduce so-caled branch equaization funds, where high-profit firms should be forced to set asde
part of the pay increase from which they abstained as a result of solidarity bargaining.1® Such funds
were seen as ameans of avoiding the consequences for the wedth distribution following from a
solidaristic wage policy (LO, 1961). A first important step towards increased collective ownership
was taken in 1974 when afourth National Pension Fund (AP Fund) was introduced with the aim of
investing in the stock market. Until then the National Pension Funds had been totally banned from
equity invesments.

Explicit demands for increased collective ownership on a much grander scadle were voiced a the
1976 L O Congress where Rudolf Medner and his collaborators presented a plan for an inexorable
transfer of ownership from private hands to collective "wage-earner funds’ (Iontagarfonder) — see
LO (1976) and Medner (1978). This can be interpreted as a concrete plan for materializing
Wigforss origind vison to convert the large corporations to “socia enterprises without owners’.

The wage-earner fund scheme entailed a gradud transfer of ownership of dl firms with more than
50 (or possibly 100) employees to wage-earners as a collective group. The firms should be
obligated to issue new shares to the wage-earner funds corresponding to avaue of 20 percent of
the profits. Thus, the transfer of ownership would be more rapid, the more profitable the firm.
Incidentaly, assuming arate of profit of 10 percent, it would take 35 years for the wage-earner
funds to obtain amgority equity sharein the individua company. The wage-earner equity thus
acquired was intended to remain within the firm as working capitd. The voting rights and other
ownership prerogatives were to be exercized by the loca unions until the wage-earner shares
represented 20 percent of the total equity. At the point where the ownership share exceeded 20
percent the funds ownership rights would be transferred to more centralized bodies controlled by

15 According to Johansson and Magnusson (1998, pp. 115-116) the ultimate vision of the team writing this report was
“capitalism without capitalists’.
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the nationd unions but including representatives of other interests in society. It isinteresting to note
that thisform of socidization was exactly in line with Schumpeter’ s prediction of “laboriam” asthe
lagt dage of capitdiam.

Since the shares were not supposed to be traded, l1abor’ s influence over the dlocation of
investments across firms was not intended to increase, a least not in theory. But it was quite clear
that the authors of the report saw the wage-earner funds as a means to give the labor unions the
power to make corporate investment decisons of strategic sgnificance for the whole society. One
clam from LO was that wage-earner funds might prevent Swedish multinationa firms from moving
employment and R& D abroad (LO, 1976, pp. 68—76, 87-88).

These explicit proposdsto infringe on private ownership implied that the labor movement broke
away from the old historical compromise struck in the late 1930s. In due course therefore, the
wage-earner fund proposals met unprecedented opposition from capital owners. Leading Swedish
capitd owners literaly took to the streets. On October 4, 1983 capital ownersrallied acrossthe
country in defense of the right to retain ownership and control of their firms. Moreover, the origina
Meidner proposa never gained full acceptance within the Socid Democratic Party and subsequent
joint proposas from LO and the Socid Democratic Party were lessradicd than the origind
Meidner plan. Paliticaly, any proposas were blocked from being carried out until the Socid
Democrats returned to power in 1982. At this stage the public opinion had shifted against wage-
earner funds, but under pressure from LO the government introduced a considerably watered-down
verson of wage-earner fundsin 1984. The five wage-earner funds thus introduced were financed by
a 0.2 percent pay-roll tax and a 20 percent tax on red profits above SEK 1 million, whichin
practice added approximeately five percentage points to the forma tax rate (Agdl, Englund and
SOdersten, 1995). Most importantly, the build-up of the wage-earner funds was restricted to seven
years. The funds were abolished in 1992 by the then non-socidist government.

7. TheTurning-Point

We havein a somewhat stylized way described the development in and the policy towards the
corporate sector as alinear process where in the end socidlism in one form or another would
replace capitalism. The wage-earners funds seem to fit perfectly into that model. However, the
introduction of the funds and their subsequent abolishment in fact became a turning-point for the

road towards sociaism as we have described it.

In the 1980s Sweden followed the generd trend of deregulation prevailing in the OECD economies

during thistime. There were adso a couple of large tax reforms that worked towards a more neutral
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treatment than before of different owners and different sources of finance. Tax progresson was dso
subgtantiadly lowered. A more detailed picture of these changes was given in section 4. A generd
result of these changes was that the Swedish economy to a much larger extent than before became
integrated with the other capitaliss OECD economies.

An important legacy of the old paliciesis that the abolitionof investment controls hasled to a
dramatic increase in foreign ownership of the Swedish corporate sector during the last few years
(see Figure 2). To acertain extent thisis a development experienced by dl industridized countries.
However, Sweden isinvolved in this process to alarger extent than most other countries.16 This
could to alarge extent be explained by the structural features of the Swedish economy that we have
discussed in this article. Of specia importance isthe crucid role of the large corporationsin
combination with the low leve of private wedth in Sweden.

A very interesting question is what the forces were that broke the trend. The answer must
necessarily be speculative. During the seventies there were two important, but not necessarily
independent, changes in the environment that atered the prospects for asocidist policy. Firs,
during the 1970s there was a marked change in the internationd view of the market versus the
planned economy. During the first two decades of the postwar period both politicians and
economigts harbored a strong belief in the possibility of planning the national economy. In this period
agrowing role for the public sector in the economy was with few exceptions seen as an inexorable
trend. Many scholars such asthe Nobel Laureate Jan Tinbergen (1968) predicted that there would
be a convergence between the economiesin the West and the planned economiesin Eastern
Europe. Thiswould result from the combined effect of increased sate planning in the West and
more flexible bureaucracies and a gradua easing of the palitica represson in the Eadt. In this
process Sweden was often heradlded as a role model among the Western countries. However,
during the latter half of the 1970s there was a renaissance for the free market economy in the
leading indudtridized countries. Among other things, this was aresult of the disappointing effects of
public interventions and planning in the West and the increasingly obvious falure of the planned

16 Foreign direct investment, inward aswell as outward, playsarelatively larger rolein the Swedish economy than in the
economies of most other industrialized countries. See Jekobsson (1999, Table 4, p. 347).
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economies of Eastern Europe.17 In addition, the Swedish growth performance was digtinctly worse
than that in most other industrialized countries (Lindbeck, 1997; Henrekson, 1996). This reduced
the confidence in the kind of interventionst policies that Sweden had pursued during the last couple
of decades.

Relating these developments to Schumpeter one must conclude that he did underestimate the
efficiency problemsin socidist sysems. The experiences in Eastern Europe aso underlined the
impaossibility of combining full-fledged socidism with democracy. To summarize: Schumpeter’s
assertion that socialism of course can work, had been refuted by red world developments, and this

assartion was one of the building blocs in his scenario.

Second, towards the end of the 1970s the previous trend of a growing predominance of giant
corporations and the waning importance of small (entrepreneurid) firms was broken (Loveman and
Sengenberger, 1991). The average firm and establishment size began to decrease and the individua
entrepreneur once again came to play an important role in economic development.18

There are saverd explanations to this development. To begin with, technical change no longer seems
to give rise to economies of scalein production the way it used to. On numerous occasions, smdll
scale, flexibility and customer proximity may lead to superior performance in smaler production
units (Audretsch and Thurik, 2000). Moreover, the comprehensive changes in technol ogies and
market conditions give rise to new business opportunities that can often be most suitably exploited
within newly formed business organizations (Badwin and Johnson, 1999; Acs and Audretsch,
1990). Findly, it islikely that the deregulatory process that wasinitiated at the end of the 1970sin
the leading countries undermined the monopoly position of many of the large corporations &t the
time, which created new business opportunities for smal firms and new entrants.1° Ronald Reagan
epitomized the Stuation in the early 1980s as follows. ”We have lived through the age of Big
Industry and the age of the giant corporation. But | believe that thisis the age of the entrepreneur”.
20 To the extent that this presumption was true, the structurd basis of Schumpeter’s theory and
Wigforss vison was gone.

17 See Yergin and Stanislaw (1998) for acomprehensive but easily accessible presentation of this development.

18 Blau (1987) documents that in the early 1970s the secular downward trend in the self-employment rate was reversed and
it has been rising ever since. The strongest factor behind this development isthat total factor productivity began to grow
faster in industries amenable to salf-employment relaive to other industries.

19 For an overview of studies providing corroborating evidence on these points, see the recent surveysin Wennekersand
Thurik (1999) and Carlsson (1999).

20 Quoted from Brown, Hamilton and Medoff (1990, p. 1).
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8. Concluding Remarks

In this paper we have shown that key economic policies in Sweden precipitated the gradua
fulfillment of Schumpeter’ svisonsin CSD. In particular, it is worth emphasizing that the increasing
hodtility towards capitalism foreseen by Schumpeter dso materidized. As aresult, the way was
paved for proposals entailing a democratic and peaceful trangition to socialism. However, these
proposals were eventualy abolished and Sweden turned away from socidism. This turning point
highlights a couple of flawsin Schumpeter’ s scenario. Firg, rea world developments refuted his
assartion that socidism could work as efficiently as capitdism and that it could reedily be combined
with democracy. Second, he did not foresee that technological change once again would pave the
way for the individua entrepreneur in the capitalist economies.

The globa renaissance for samdl business and independent entrepreneurship has probably
contributed to the increased popularity of capitalism. Therefore it seems as though Schumpeter was
right in his key assumption that the entrepreneur is the political backbone of capitaiam.

Findly, sructurd and technologica conditions may once more change in such away that smal
businesses and individud entrepreneurs wane in importance. Such a scenario cannot be ruled out.
There are & least some indications that large scale is gaining in importance: the current wave of
mergers and acquisitions among large multinationas, economic globdization resulting in strong scae
economies in digtribution and marketing, a least in the pharmaceutica industry we see important
scale economies in product development, and empirica evidence showing that optimal firm szeis
growing in the service sector is rgpidly accumulating (Davis, Hatiwanger and Schuh, 1996). Should
these tendencies prove to be a new trend, we could again experience the growing hostility towards
capitdism that Schumpeter foresaw in Capitalism, Socialism and Democracy. It is however
difficult to believe that socialism would come back as a credible dternative.
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