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Preface

The present study has grown out of the deliberations on wage
policy atthe rgTr Congress of LO, the Swedish Confederation
of Trade Unions. For many years now LO has pursued a

policy of solidarity in wage policy. This can be defined as a
policy which seeks to relate pay to the nature of the work which
an employee carries out and not to the capacity or ability-to-
pay of his employer. At the ry7r Congress considerable
concern was expressed about one of the consequences of this
solidarity, that 'excess profits' could and did arise in more
efficient companies as a result of the unions concentrating their
bargaining priorities on lonr-pay groups. 'What attitude should
the unions adopt to this state of affairsl

Wider issues were identified as well. Should the unions be

more actively involved in capital formation in industryl Should
they have a greater say in what happens to any additional
company earningsl What attitude should be taken to the

distribution of ownership of assets in profitable companiesl As
a result of this probing and questioning, the Executive of LO
was asked to commission a study of worker influence, Particu-
larly via some form of collective capital formation.

Dr Rudolf Meidner, a senior economist employed by LO,
was invited to head a working party within LO to study the

problems in depth. At previous LO Congresses in 196r and

1966 Meidner had put forward various suggestions which
involved the establishment of branch or sector funds. So

the scene had already been set. In August r97t Meidner and
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lris r:ollt'agrrt.s procluccd a first version of a report on employee
lirnrls, uncl tlris was made the subject of an intensive study
carrrpaign anrong union members throughout the winter of
tgTr-6. Tlis consultative process also found a focus in the
responses which r 8rooo union members produced to a series
of written quesrions which Meidner and his colleagues posed
in the study material. As Chapter 6 of this study in parti-
cular brings out, these replies were influential in shiping
the final version of the reporr, which was publish"a in
time to be discussed at the LO quinquennial Congress in
June ry76.

The Congress accepted the report as a basis for further work
on the subject. The Execurive stressed that the Meidner
Report was setring our the basic principles, plus an outline
sketch of possible arrangements, and the Congress agreed to
keep an open mind on the details of the scheme that might
finally be adopted, such as the rate of build-up of employee
investment funds, the scope of the system and the administra-
tive arrangements. Dr Meidner himself indicated that he saw
his study as a contribution to the long-term solution of the
problem of ownership and the distribution of power in
industry and in society.

This study has proved extremely conrroversial in Sweden,
and it has evoked a wide range of responses in various ways. A
number of critical suggestions have been made and alternative
proposals put forward, for example by a working group ser
up jointly by the Federation of Swedish Industries and the
Swedish Employers' Confederation. The Central Organisation
of Salaried Employees (TCO) has also published a first study
of capital sharing. In that sense the Meidner Report is in thl
best tradition of Swedish policy making, thai of making
progress on important social and economic issues through
intensive debate and dialogue. Before the Meidner Report had
heen completed a Royal Commission was appointed to examine
the subject of employee influence and capitil growrh, and the
Meidner and other studies will be grist to its mill. It is generally
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agreed that employee participation in the ownership of capital
is an emerging theme for the r98os, at any rate in Sweden.

This English version of the Meidner study contains the body
of the original text in substantially unabridged form. The
original study in Swedish contained nine appendices running
to r84 pages which documented the detailed studies which
provided much of the raw material for the final text. These

lrave not been reproduced here, with the exception of a sum-
rnary (in Appendix I) of the questions which were put to the

participants in the consultative process and a brief indication
of their responses. There are numerous references in the
nlain text to these questions, and it may be useful to have thern

available in outline. The main points of some of the other
appendices have been incorporated in the main text. The report
also contains references to some major cltanges which have

recently been made in Swedish labour legislation, and a

summary of this legislation has been incorporated as Appendix
II of this English edition.

This edition has been prepared by Dr T. t,. Johnston.
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Chapter r

Background, Remit and Aims

The ry7r Congress of tO had before it a report from a special
committee appointed to examine the subject of wage policy,
and the committee and the Congress found themselves asking
what was to be done about the problem of excess profits in
many successful Swedish companies. If the trade unions put
the main emphasis in their collective bargaining on solidarity
and pressed the claims of poorly paid groups, did not this
mean that highly profitable companies escaped with lower pay
bills, and therefore higher profits, than would be the case if
wage policy were to operate according. to the principle of
ability-to-payl There would then exist some untapped poten-
tial for pay increases.

There was and is no intention of abandoning the wage policy
based on solidarity. Emphasis on helping lower-paid workers
was to continue, and the co-ordination of wage bargaining
rounds was seen as the best means of promoting equity. Yet
there is a dilemrna. Employees in successful enterprises have

found that if they do exercise pay restraint there is no way in
which low-paid employees in other firms gain the benefit of
their self-denial. All that happens is that profits in their own
firms rise, and are excessive in the sense that the potential to
pay wages on the part of these companies is not exploited to the

full, owing to the principle of solidarity. Thus the more
successful the policy of solidarity proves to be, the greater
are the undesirable side-effects in the form of these extra
profits.
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Two possible solutions were envisaged in the discussion of
the problem in r97r. Some scheme for taxing profits might be
devised, or some form of funding might provide an answer.
The idea of neutralising these excess profits was the key
question in the deliberations of the r97r Wage Policy Com-
mittee. Yet it was clear that there was also a longer-term
perspective very near the surface. It was certainly desirable that
companies should be profitable and thus financially sound,
since this would provide greater security of employment. But
it was also essential for the community and the trade unions to
acguire a greater say in the allocation of profts for investment
purposes. Thus it was not only the dilemma of wage policy
solidarity which was being identified, but the far greater
dilemma of how- profitability and an increase in private capital
formation are to be combined with democratic control over the
process of capital formation itself. The trade union movement
should have far more insight into and more influence over the
investments of individual firms.

The concentration of ownership of capital was explicitly
recognised as an issue. How should it be tackledl Perhaps there
might be some kind of arrangement for redistributing profits
within particular companies, via industrywide or sector funds,
or through some kind of fund which covered the whole front
along which LO operates. Various proposals originating in the
Metalworkers' Union focused these matters for the ry7t
Congress, and the present study has taken them into account in
its analysis and recommendations.

Our primary task in this report is therefore to resolve or at
least reduce the conflict between trade union solidarity and the
need, for purposes of distribution. policy, to restrain the
profits of successful enterprises. Our second objective is ro

check the concerutration of wealth among traditional groups of
owners which is the inevitable concomitant of industrial self-
financing. This is of course merely one part of the problem of
the unequal distribution of wealth in Sweden. However, we
do not propose to concern ourselves with this wider question
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of ownership and with the taxation of individual persons
through wealth, gift and inheritance taxes and capital gains tax,
but to confine ourselves to the narrower question of industrial
ownership. Not only is this a part of the problem where
inequality is very much in evidencel it is also one of major
strategic significance.

These two objectives relate to equity and matters of distri-
bution. A third aim is to discover ways in which we can

increase employee influence over the economic process.
We can therefore identify three aims for this study:

(r) To complement the wage policy based on the principle of
solidarity.

(z) To counteract the concentration of wealth which stems
from industrial self-financing.

(l) To increase the influence which employees have over the
economic process.

There is an obvious common element among these three
goals, in that they are all concerned with distribution policy.
There is the fear that if wage solidarity is successful this will
lead to an unintended shift between the incomes of capital and
labour, to the detriment of the latter. Industrial expansion
largely takes place via self-financing, which means that the
increase in assets (a prerequisite for growth and progress)
accrues to the owners of capital. Intensive changes in the econo-
mic structure accentuate the concentration of ownership and
thus of power.

There is nothing new in this. Wage solidarity has been

pursued in Sweden for years. Capital growth via self-financing
has been going on for as long as modern capitalism has been in
existence. The process of industrial concentration is an

obvious consequence of constant changes in economic struc-
ture, the scope of which was demonstrated in official studies
many years ago. The concentration of economic power, also a

problem of distribution, is a phenomenon which has long been
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noticed and discussed. 'What is new in the situation is that these

problerns are more and more being experienced as central or
key problems and they have been drawn into the spotlight
which has long been shining on other issues, such as inflation,
the structure of the economy and intensive social reform
work. The discussion at the r97r Congress and our subsequent

remit indicate that a fundamental social question of distribution
has again become topical, and also that trade unionists have

begun to see some connection between capital formation and

the amount of influence which employees have over industrial
life.

The distributive aspects of continued economic growth have

also been attracting increasing attention beyond trade union
circles. The most recent Long-Term Economic Survey of the

Swedish economy, published in ry71, discussed the outlook
towards the end of the century, and suggested that social

balance would require that the gains from growth were divided
equally among various groups in the community. Another
group of experts, working on behalf of the Industry and Society
Studies Group (SNS), observed in a recent discussion of
future investment that some form of employee funds will
probably provide the long-term solution to the prevailing
conflict between the growth of capital and the distribution of
wealth.

The objectives we have set out are thus identifying some-

thing much more pervasive than a trade union concern alone.
Even within that broader framet'ork, however, it has not
proved possible for us to range absolutely freely in our
inquiry. We are conscious of certain conditions which set the

scene for us. A number of these are alqeady given and generally

accepted, and therefore require no detailed discussion. First
and foremost among them there is the demand for full employ-
ment, or jobs for everyone. The achievement of this most

fundamental of all our aims must not be prejudiced by any
reforms in policies towards redistribution.

Closely related to this is the demand for a high level of
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capitalformation;indeed, this is an essential condition for high
and rising employment. The Swedish
exposed ,J_ro."ig,r'.ompetition, u.,d o hrgfitn"Trffi ffil
must accordingly be sustained in order to defend our position
in foreign markets. probably few trade movements are as
positive as the Swedish one in their attitude to a high revel of
investment, to the steady expansion and technorogi.ai.ege.re.a-
tion of the apparatus of production. This can belttrib.i*d.,o,
solely 

.to 
a ready appreiiation of economic relationships but

primarily to a successful employment and labour murket
policy. Our terms of reference do ,.,ot expressly require that
the outcome of our mission should be the recommendation of
a. higher 

i".":l ,f capital formation. Nevertheless, the assump_
tion is a fairly obvious one; our solutions must not exacerbate
the problems of providing the investmenr which the authori_
ties consider desirable.

Another important stipulation is that any attempts to meet
our three main objectives should be neurraliith rer)ect to costs,
ruages and prices. A measure of distributlve policy which
imposed a cost burden.o_n enterprises could concei.rably be
shifted.on to prices and be inflaiionary without at the same
time achieving any real redistributive effect. It also folrows that
wage policy must not be prejudiced, and wage bargaining
must be assumed to exploii to the full the pJssibililes f#
consumption, wirhout being responsible for ihe relationship
betweerr consumptiotr and savirrg.

Finding an-arrangement which reinforces soliclarity in wage
policy must finally satisfy the obvious condition that it dois
not run counrer to the main aim of that policy, which is to
equalise incomes between different groups of 

"-ploy"es. 
This

means. that any profit-sharing scheme which grr" ,L" to new
disparities in income within ihe total ,ggr"gu-," of employees
would not be acceptable to the t.rd" ,,ii-on movemenr.'We 

have accordingly to conduct our search for solutions to
the problems which we have posed within a fairly narrow
framework of specific objectives and condition., und this in



Emplo.Yee InYestmen t Funds

fact rneans that the range of choice among various models for

redistribution is a rather limited one.

r8 r9
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Other Suggested Solutions

As was mentioned in the previous chapter, two specific
proposals were suggested to the I-O Congress in r97r as

rnethods of reinforcing wage solidarity and at the same time
'correcting' the undesirable distributional side-effects of the
pay policy. The first envisaged the establishment of branclr
funds which would be administered by the unionsl the second,
higher corporation tax. Both methods deprive enterprises and
their owners of some part of their profits, the former for the
benefit of a number of collective employee funds, the latter for
the community as a whole through the increase in tax revenue.
They also have in common the point that neither involves any
additional employee influence within a business enterprise.
Obviously, then, the two methods do not entirely meet the
objectives which were postulated in the preceding chapter; but
they may conceivably offer some kind of partial solution, so
it is worth looking at them in somewhat greater detail. We
consider them in turn.

BRANCH FUNDS

Both the wage policy report to, and various proposals made at,
ilte r97r LO Congress suggested that branch funds could
serve as 'an instrument of wages policy'. The idea has its
iristorical roots in the traditional desire on the part of the unions
to redistribute the total wage share between high- and low-
v.age earning groups. One suggestion made in r938 spoke of
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transferring capacity-to-pay from one sector of the economy

to another. Another idea floated at the rgtr Congress was for
'an equalisation fund for industries and the trade union

movement'. Enterprises with high profits ought to set aside in
this fund part of the pay increase from which their members

abstained, and this sum would then be used to improve pay in
less profitable firms. The Congress of that year torpedoed the

idea as being unrealistic.
Ten years later the 196r Congress had before it a new

solution - branch rationalisationfunds - for essentially the same

problem.r The suggestion was viewed as one way of avoiding

the consequences for the distribution of wealth which followed

from the wage solidarity policy. At the same time it was

thought that these funds could help to achieve other obiectives,

such as promoting capital formation without increasing private

asset holding, and facilitating policies for actively changing

the structure of industry. Resources would be channelled into
these branch funds after normal bargaining between the

negotiating parties on the labour market, and the funds would
be utilised for such things as research, market research and

training, but also, on a longer view, for direct measures of
industrial policy.

If the r95 r equalisation fund idea was entirely an expression

of distributive thinking, the 196r branch fund concept was

likewise coloured by the kind of thinking which was typical
of the r9tos, that the trade unions should give support to the

forces of expansion and growth, structural rationalisation and

increased capital formation. When the ry6t Congress dis-

cussed the branch rationalisation funds the concept experienced

the same fate as the earlier equalisation fund idea; the subject

was quietly dropped. There was not even a need for a formal

vote, since the LO Executive had not incorporated the ideas in
its declaration on industrial policy.

Yet the subject was by no means dead and buried. It was

r See T. L. Johnston, Economic Expansion and Structural ChangerLortdon, t963,

esp. ch. XIII, for an exposition in English translation of these ideas.

Other Suggested Solutions

raised again in a new expert report put to the ry66 Congress.t
The branch rationalisation funds had now become branch
funds; but broadly speaking the objectives were the same,

although it is worth noting that some additional aims had been

specified, such as retraining, severance pay and assisted early
retirement for workers whose jobs had been lost as a result of
rationalisation. All of these additional aims were, it will be

noted, designed to mitigate the harmful effects on the labour
force of rapid changes in industrial structure. The optimistic
note struck in the rgyos had begun to be replaced by a more
cautious outlook towards industrial change, reflecting the

sometimes bitter experiences of industrial dislocation. The
change in attitude found expression in the proposals for these

new uses for the funds; but the underlying idea rernained

the same. The funds should supplement the pay policy of
solidarity.

A distinction was drawn between such funds and profit-
sharing schemes and investment wages. The funds were to be a

form of collective capital formation, 'foundations without
owners'.

Yet the proposals again evoked little interestl they
occasioned neither debate nor decision at the ry66 Congress.

Again, however, the ideas have proved robust enough to be

kept alive, and they were taken up in the wage policy report
put before the ry7t Congress.

The final paradox in all this is that in the present report we
reject the idea of branch funds in favour of other solutions,
just when we have been asked to put the branch fund idea into
some concrete shape. Experts can of course change their views,
and doubtless that it not always a bad thing. But the real

reason for the change in our thinking stems from the fresh and

much more ambitious objectives which the trade unions have

marked out.
We can still say that the allocation of resources to branch

t See S. D. Anderman, Trade Unions and Technological Change, London, 1967, for
the English version of this study.
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funds, mainly from high profit firms, could lend some measure
of support to wage policy. However, it is not in the interests
of the unions to transfer these excess profits to inefficient
enterprises. That would simply give them what was tantamount
to a subsidy on wages. Such problems of weak enterprises
should be tackled via labour market policy, which is the job
of the whole community. If the need to support employment
has been clearly established, this support should be provided
through some form of social action and not via the medium of
wage policv.

This is not to say thar the authors of the ry6t and ry66
studies had such a 'wage clearing' arrangement in mind when
they put up the suggestion for branch funds. They were
thinking of the other uses of the funds which have been
mentioned: training, severance pay, and so on. If the funds
were to be used for such purposes, however, this would stand
in the way of the collective capital formation which the Metal-
workers' Union, for instance, had put forward as one of the
objectives in its submissions ro the ry7t LO Congress. A
certain amount of capital would be drained away from
profitable enterprises through the funds and the payments
disbursed from them, without this being offset by an equiva-
lent amount of capital formation on the part of the branch
funds. This would then frustrate both a coniinued hieh level of
capital formation and neutrality with respect ro costs and prices.
Last but not least, the collection of profits from efficient
enterprises into branch funds would in no sense enhance
employee influence in these firms. The growth of assets within
them which was being generated by selI'-financing would
continue to accrue to the traditional ovv.ners.

Thus we conclude that the branch fund idea, which had been
a perfectly adequate means of satisfying the earlier aim of
supplementing wage policy, and which also fitted well into the
ongoing debate in the r95os and r96os about industrial policy,
does not provide an adequate answer to the questions which
we were asked to examine.

Other Suggested Solutions

HIGHTiR CORPORATION TAX

The vast majority of the LO members who took part in the
study campaign on employee funds clearly thought, in the
autumn of ry71, a time of m.arked recession, that the question
of 'excess profits' was indeed a problem. Barely 3 per cent
thought that there was no problem to be tackled while 40 per
cent thought that the problem would become a minor one if
employee funds were once introduced. The majority, however,
or t 8 per cent of all those who responded to the question about
excess profits, considered that, whatever the circumstances,
excess profits should be tapped, for example through a

higher corporation tax. This attitude fits well with the r97r
wage policy study, which spoke of the possibility of reducing
excess profits via taxation. A progressive corporation tax was
in fact suggested atthe t97r Congress. One proposal envisaged
that, as with the investment funds schemert profits would be
salted away, but employees would have a say in the uses to
which they were put.

It is necessary at this point to distinguish between excess

profits in the wage poliry context, that of untapped potential
or scope for pay increases, and excess profits as a more tem-
porary or cyclical phenomenon. There is the final obvious
point as well, which is quite independent of the two aspects
just mentioned, namely, the precise construction of the
corporate tax. There has undoubtedly been some confusion in
the debate as to the types of profit and excess profits which
\vere at issue, and the replies given to the questions posed in the
l-O study campaign must therefore be interpreted with
caution. It is obvious, nevertheless2 that a substantial propor-

I For recent descriptions of this scheme see Sveden, OECD Economic Surveys,

ry75 and ry76, and H. G. Jones, Plenning and Productivity in Sweden,London, t976,
esp. Pp.22 et seq.

The long-established investment fund arrangement allows companies to set aside
a proportion of pre-tax profits in any year in an investment fund which can only be
disbursed on proiects and at a time approved by the authorities. In r974 two additional
funds, mentioned in the text, were established to deal with the buoyant profits of that
period in an anti-cyclical way.
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tion of those who were asked did regard collective employee
funds as an appropriate means for mitigating the effects of the
wage solidarity policy on profits.

Let us begin by examining briefly the question of exception-
ally high profits, often limited to particular seoors of the
economy and originating in abnormal export opportunities.
These profits are important ro wage policy, not because they
are one of its consequences but because they make it more
difficult to implemeni such a policy. This paiticular problem
can conceivably be resolved in a number of ways, via a special
prosperity tax, export levies, or the earmarking of profits, suclr
as was applied in ry74 in the earmarked fund for improving
the environment at the place of work and the special investment
fund (excess profits fund). Although employees see the profits
ofa boom as 'excess profits', it is necessary to assess the profit
position over the whole cycle. In an economy which is exposed
to foreign competition and in which the trade unions are strong
enough to acquire through bargaining the available porential
for pay increases, profits which deserve the title or deicription
of 'excess' occur only infrequently, as for example around the
year rgtr during the Korean boom and in the extremely
favourable export nrarkets of ry74 and ry75. There were
experiments in the r9;os with both special excess profits taxes
and export levies which were set aside in special equalisation
funds. The technical aspects of this type of arrangemenr are nor
particularly complicated, although inrernational trade agree-
ments do to some extent inhibit the use of export levies.
Sweden is not sufficiently dominant in the world market for
any products for her cusromers to fear that such levies would
be shifted on to them in the form of higher prices for their
imports. There would probably be greater understanding
abroad for any Swedish acrion via export levies than for
import restrictions. Wage pressures would be reduced if it were
possible to impose export levies when particular sectors of the
Swedish economy were enjoying exceptionally high profits.

In ry74-t the Swedish governmenr adopted another
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method of 'catching excess profits'. Firms were required to
set aside 20 per cent of their pre-tax profits to improve con-
ditions at the place of work by means of accident prevention
measures, improved sanitary arrangements and measures

against occupational diseases. A special excess profits fund was
also established, into which firms had to pay r t per cent of their
pre-tax profits for subsequent investment in plant and equip-
ment.

The government's budget proposals for ry76 contained the
information that 3r7yo million crowns had been set aside in
these funds, of which r,zyo million crowns had been used in

ry75 and a further Sw. cr. r,825 was likely to be drawn upon
in the course of ry76.

These are substantial sums, but they cannot be regarded as

constituting a slashing attack on profits; they are more in the
nature of a subsidy, equivalent to a reduction in corporation
tax. On the assumption that the funds have been deployed
fairly rapidly for investment purposes, an assumption that
seems to be a reasonable one for a suhstantial proportion of
them, the exemption of these appropriations from taxation
brings about an increase in the capital assets of their owners.
The main object of the measures was to stimulate a continued
high level of investment. From a distributive point of view we
therefore have a preference for export profits taxes and export
levies over such investment fund arrangements as methods of
reducing profits in export boom conditions.

A heavier corporate tax as a permanent feature of the
Swedish tax system is a much more complicated question. In
terms of government revenue the existing corporation tax is of
minor importance, contributing for example only 4 per cent
oftotal central and local government tax revenues in the boom
year rg74. Its redistributive eft'ects have altered in character in
the course of the years. It was originally intended to redistri-
bute net profits from business enterprises to the whole
community and thence to other groups in society via govern-
ment spending programmes, but increasingly it has become a



Employee fnyestment Funds

mechanism for redistributing the burden of taxation in favour
of the most expansive and successful enterprises at the expense
of less profitable companies. It has become increasingly plain
that there is a dilemma between the government's desire to use
tax policy to stimulate business invesrment and the undesirable
distributive effects which this has had in the form of increased
wealth among the owners of capital. The dilemma has been
accentuated in addition by the fact that business firms are given
more and more direct assistance in a variety of forms, often on
industrial and employment policy grounds.

It is tempting to go on from this to recommend higher rates
of corporation tax, for example by making the tax progressive,
an idea which was indeed suggested at the t97r LO Congress
but rejected on the advice of the Executive. It was felt that
progressive taxation was justified with regard to rhe taxation
of property, inheritances and gifts, but it was feared that
progressive taxation of business profits would have a directly
damaging effect. The distributive dilemma of Swedish com-
pany taxation, with its generous incentives for growth, cannot
be resolved by tightening the tax screw most severely on those
companies which are expanding, thereby hampering the finan-
cing of their investment programmes.

There are of course some persuasive arguments in favour of
modifying the exrreme emphasis which Swedish company
taxation places on profitability, growth and industrial change.
It may be that Swedish industry is approaching the limits of
growth and concenrrarion. Even if the policy were to be
changed, however, so that it did not provide the same selective
support as in the past to successful enterprises, the fundamental
problem which is the source of our remit would still remain,
namely, that in every expanding economy the owners of capital
require high enough profits to be able to finance new invest-
ment.

Given the type of economy which Sweden has at present,
where industry is overwhelmingly privately orvned und i.rrrert-
ment decisions are made by private individuals interesred
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chiefly in profitability as the test of success, the government
is in a cleft stick in designing its company tax policy. The
total package of taxes, levies and contributions must be
devised in such a way that it does provide the desired amount
of investment, not only in aggregate but also, given the
ambition with which Swedish tax policy aspires to a high degree
of selectiveness, within those sectors of the economy which
are to be given preferential treatment. It is then illusory to
imagir-re that a higher rate of corporation tax can achieve major
gains in the distribution of wealth and income without
coming into conflict with fundamental objectives of economic
policy.

The solution which we recommend does not therefore in-
volve a severe and all-embracing increase in corporation tax.
What it does mean is that a tax policy which has encouraged
investment and the consolidation of assets will in future not
have the adverse distributive effects v'hich it has undoubtedly
had in the past. If we are to retain the ground rules of the

present system of company taxation this does, however,
presuppose that the system has built into it an arrangement
which enables employees to share in that growth of assets

which is at once a prerequisite for and a consequence of the
self-financing process which is at work within business
enterprises.

In the first section of this chapter we rejected the idea of
branch funds as an appropriate method for providing em-
ployees with a share in the growth of assets flowing from self-
financing. Even after such funds had been established the
growth of these assets would continue, though on a lower
plane. For similar reasons we reject a tougher corporation
tax as the principal remedy. Some increase in the rate of
corporation tax is always possible, but it can never be increased
to such an extent that self-financing and the accompanying
growth of wealth in the hands of asset owners become impos-
sible.

We have to accept that both profits and self-financing are
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necessary features of a growth economy. The solution which
we propose means that ernployees will obtain a share in this
assets growth via the gradual allocation of profits to a system of
funds which are owned and administered by the employees
themselves. Our solution will also enable employees to
achieve greater influence within industry, an objective which
neither branch funds nor higher corporarion rax can satisfy.
And this objective of employee influence, it will be recalled,
was one which the ry7r LO Congress regarded as extremely
important.

z8

Chapter'3

W'age Policy and the
Concentration of 'Wealth -
the Evidence

We have already remarked that the wage policy of solidarity
and the concentration of wealth are two of the strategic factors
in our investigation. So far we have taken the two phenomena
for granted. W.e have assumed that the wage policy that has

been adopted and pursued has been oue of solidarity, and

that this has favoured the owners of high-wage companies,
with the result'that the structure of ownership of property
has become skewed. We now propose to document the correct-
ness of these propositions.

WAGE SOLIDARITY IN ACTION

Common to all the declarations in LO specialist reports,

proposals submitted to the Congress and contributions to the

debate which have asked that some method should be devised

for supplementing the policy of solidarity in pay, has been the

assumption that the policy can produce a situation in which
some proportion of the potential for pay increases is not tapped

but accrues instead to owners of capital. A first approach to
testing this proposition is to analyse wage trends and investi-
gate whether the intended compression of wage differentials
really has occurred. If it has not then the problem becomes

irrelevant.
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-The 
evidence is quite clear as ro the success of the policy

of solidarity since the mid-r96os. The objective was ro reducl
the wage differentials between various LO groups, while
awaiting a more comprehensive and sophisticated system based
on jcb evaluation. The results can be measured by reference to
the change in the dispersion of wages around the average in
manufacturing industry. Partly as a consequence of the empha-
sis which LO over a period of years has placed on a low-wage
drive, this dispersion has been reduced and differentials have
narrowed. It is not certain that this compression is precisely the
one which we should have rvished to achieve if a comprehen-
sive system of job evaluation had been available. But that is
not relevant to our argument. The essential point is that wage
policy has been conducted in a co-ordinated form, that the
object is to achieve greater equity in pay as between groups and
individuals, and that in recent years these efforts have mani-
festly produced resuhs.r

This statement can be supported in a number of v,,ays, all of
them deficienr in some respeo. One rather crude but very
illuminating method is to examine how the relative positions
of the various collective agreemenrs in the bargaining secror
occupied by LO and SAF (the Swedish Employers' Confedera-
tion) have altered since abour 196o. Figure r shows the trend
in earnings according to this method. The upper curve repre-
sents the average for those agreements which lay above the
industrial average, and the lower curve that for the agreements
below the average. Measured in this way, the spread of wages
has declined by almost a half in fifteen years.

Sceptics challenge rhe restimony of these figures by advan-
cing the hypothesis that the policy of solidarity in pay has not
made any major contribution to this process of equalisation; it
would have happened anyway, by virtue of market forces and
vzithout such a policy. Unfortunately for the sceptics, the long-

t Most of the statistical material used in this section is taken from an article bv
Ingvar ohlsson, on the results and problems of the wage policy of solidarity, whicir
was published in Tiden in ry75.
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Figure r Growth of earnings - deviation from industrial average 1959-24

drawn-out wage negotiations in ry69 and tgTr provided a

unique opportunity to study wage movements during two
periods when no new agreements had been concluded and the
play of market forces was thus free to operate on v/age deter-
mination without any interference from the low-wage strategy.
The results are striking. In both periods, ry68-9 and r97o-r,
there was a break in the trend, and the gap between high- and

low-wage agreements widened. It is hard to imagine a more
convincing proof of the thesis that solidarity has achieved its
successes in the teeth of market forces.

The method which has been used to measure the spread of
wages is a fairly crude one, in that it measures the spread

between, but not within, collective aeireements. Since r97o,
statistics have been available on an individual basis for 75 to
8o per cent of the workers in the LO-SAF sector, and this
makes possible a very much better analysis of wage trends. It
appears that the compression of differentials has proceeded

somewhat more rapidly between than within collective agree-

ments.
The policy of wage solidarity simply has to produce results -

Average for lndustry
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and they have been surprisingly good results, given the
strength of market forces - if the union demand for a clawback
of profits from highly profitable companies is to have any kind
of firm foundation. But while this is a necessary condition it is
not sufficient on its own. Obviously, high profits can occur,
and mostly do, in other ways than via the unexploited poten-
tial for pay increases (sometimes called 'excess profits') and,
conversely, many low-profit companies have high-wage
groups. A thoroughgoing analysis of the relationship between
profitability and pay would be needed to establish whether and
to what extent restraint on the part of highly paid groups does
lead to increases in profits. The influence on the wage situation
of a number of factors, such as the composition of the labour
force with respect to jobs and qualifications, systems of pay-
ment, geographical location of the plant and the structure of the
local labour market, would all have to be examined. This is a

sophisticated research undertaking, on which no one has yet
embarked.

One study which was carried out for the purpose of this
report analysed information about the relationship between
profitability and pay in some eighty engineering firms in the
period ry7o-3J The analysis shows that the relationship is a

weak one. Broadly speaking, there are as many high-wage
companies among the profitable as the less profitable com-
panies. Conversely, it is by no means unusual for engineering
firms which are not particularly profitable, relatively speak-
ing, to have relatively high wages. For the time being,
therefore, caution must be exercised in speaking generally
about 'excess profits' as a consequence of the wage solidarity
policy.

Even greater caution is in order when we assess the influence
which the wage policy has had on trends in the wage share in
the economy. The available statistics are admittedly imperfect,
but they provide no support for the assumptioll that the success

I Appendix IV of the original Swedish version of the study contains the detail of
this investigation.
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of pay solidarity should have led wage earners as a whole to
krse out to capital. One tentative hypothesis is that the wage
policy of solidarity does nor affect tlre level of profits, or the
relationship between profits and pay in the aggregate, but that
it does affect the sffucture of profits. It would accordingly
favour the high-wage companies at the expense of the remain-
der. To the extent that high-wage companies are identicalwith
high-profit companies, the wage policy reinforces the effect
rvhich our growth-promoring corporation tax is endeavouring
to achieve.

The relationship between wage policy and the strucure of
profits is thus complicated and far from clear-cut. Neverthe-
less, strong arguments can be adduced for reinforcing the pay
policy of solidarity with a mechanism for skimming off profits,
via tax or in some other way, from firms which are profitable.
In principle, pay restraint does give rise to profit increases in
certain sectors of industry rvhich would nor otherwise have
occurred. Similarly, the low-pay drive results in reduced
profits in other enterprises, which are nor necessarily low-
profit firms. As we have already suggested, the total effect of
pay solidarity on the trend of profits cannot be elucidated
without an analysis in depth.

From a trade union point of view the effect of the wage
policy on the profitability of particular firms or sectors is nor
unimportant, however, irrespective of whether 'excess profits'
and reductions in profits cancel out or not. Restraint yis-d-yis
highly profitable companies frequently poses a severe tesr for
the highly paid groupsl it creates strains and srresses and threat-
ens to undermine union solidarity. These tensions can be
assuaged via wage drift, in the sense that (as was shown above)
market forces in part modify the objectives of wage policy.
But high-wage drift distorts the low-wage profile which LO
is pursuing, and other groups, particularly those with rigid
systems of payment, then demand compensation. In other
words, co-ordination of wage policy comes under serious
pressure, whether the highly paid groups are capable of
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following the Commandment of Co-ordination or market
forces work against these endeavours.

If the trade union movement wishes to continue to defend

the wage policy of solidarity - and that is the obvious datum

for our whole argument - it ought to be supported by some

method for skimming off profits from those companies which
are favoured by the policy.

THE DISTRIBUTION OF O'fi/NERSI{IP

The now familiar proposition that the wage policy of solidarity
has favoured ovrners ofcapital at the expense ofthe totality of
employees could conceivably be incorrecti 5ret the structure of
wealth can still alter in a manner which is undesirable from the

point of view of equality. This relates to the point made at

the ry7t LO Congress, that industrial self-financing leads to the

continued concentration of wealth in the hands of traditional
property-owning groups. It is clear from the debate on this

topic in a number of Western European countries that it is the

very fact that this growth in capital does and must occur

within business enterprises which provides the starting-point
for various schemes of profit shaiing via the setting-up of
funds. In stressing that they wanted to make more resources

available for investment without this producing adverse effects

on the distribution of wealth, the Swedish trade union advo-
cates were touching on one of the crucial problems in the

process of capital formation, and one that cannot be resolved

with the aid either of wage or tax policies.
We are thus interested solely in one part of capital accumula-

tion and the total mass of property. In principle, the cry for
justice can relate to the whole structure of property, which does

of course reflect major inequities. In Sweden 40 Per cent of
those who are liable to submit tax returns own no net assets at

all, and the net assets of a further tt per cent are below the

tax liability threshold. Something of the order of half of total
personal assets in Sweden are owned by 5 per cent of those who
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are required to submit tax returns. This may be irrcrluiralrlt,,
and major reforms may be needed; but our focus of attcntion is

none the less ownership in industry, as those who raised rlrt,
subject in r97r intended.

The statistics available on this topic are poor and our-()l-
date, but some features are nevertheless very clear. The valuc ol'
industrial capital constitutes only one-sixth of total rt'ul
capital in Sweden, and four-fifths of industry's capital is ownt.rl
by companies. It is the owners of this share capital, ir-r irst.lf'l
small proportion of her national assets, who largely detcrnrint.
the allocation of the productive resources of the country. SIrarr.

capital can in this sense be described as 'strategic' capital, as

distinct from other categories of capital such as durablc corr-
sumer goods and reai estate. In its various uses this srrart,git.
capital affects every aspect of the life of the community, suclr us

employment, incomes, regional dispersion and foreign trarlc.
The question of share ownership and its distribution is corr-
sequently much more than one of social justice; it is a marrc:r ol'
ensuring that employees do have a greater say in shaping
economic and industrial policy.

An inquiry which n'as carried out in late vlTl showcd rlrar

iust over Toorooo persons in Sweden own shares, an incrc;rst, ol
several hundred thousand over the position some tcn y(,ills
ago. The growth of unit trusts is an expression of the flcr rlrrrr

share ownership as a form of saving is on the increast. in
Sweden; indeed, this is natural, since this form of' saving
usually does become more important in countries in wlriclr
living standards are rising. It is aiso regarded as beneficial to rlrt'
national economy, since a broadening of saving through slralt.
ownership injects more risk capital into industry. In gcncnrl,
share ownership as a form of saving provides better prorccti( )n

against inflation than saving through the medium ol' rlrt.
banks.

However, these comparatively large figures for the nunrlrt.r
of shareholders and the broadening of share ownership ouglrr
not to conceal the point that share ownership is very urrcvcnly
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distributed. The vast majority have very small holdings while a
few persons and institutions have very large holdings. Inform-
ation about the distribution of share ownership has previously
become available only in connection with the work of the

official Committee on Concentration, and this related to the

mid-r96os. In a sample of fifteen quoted companies, on average

o'2 per cent of the shareholders owned 2t per cent of the

capital, 2 per cent owned to per cent, and ro Per cent owned no

less than 75 per cent. Many people have argued that the distri-
bution of share ownership has become much more even since

then, but this conjecture is hardly supported by a study which
we made of 67 of the total of some r4o quoted companies.l

Indeed, the opposite is the case.

f So far we have included in the term shareholders both
Lindirridrul and legal persons. The continuing concentration of

share ownership is in part an expression of a shift in the stock

market away from private to institutional holders. In r95o

individual persons owned 75 per cent of shares, whereas the

figure was only 5 5 to 6o per cent in t97o.z Our statistical
material shows the figure falling to barely ,3 per cent. Invest-
ment companies, which are of course largely owned in turn by
private persons, accounted for ry$ Per cent, family trusts)

pension funds and insurance companies for r 5 per cent. In

ry75runit trusts) whose shareholders can without exception be

described as small savers, held less than r per cent of all the

shares in the sixty-three companies which we studied.]
The structure of ownership among private Persons (owning

t3 per cent of all shares) is particularly interesting. As expected,

I Appendix I of the original study contains detail on the distribution of share

ownership. On average, o'ry per cent ofshareholders in r975 owned 3z per cent ofthe
shares (with more than zorooo shares each), o'4t per cent owned 47 per cent and 3 per

cent owned 66 per cent. Share ownership has thus become more concentrated. The
'small savers' with fewer than 5oo shares held 97|. per cent of all blocks of shares in
r97y, but they owned a mere 3t per cent of all the shares. Even companies with a

very large number of shareholders have this skewed distribution; for example, in
Volvo over roorooo small shareholders own to per cent ofthe shares, while the nine
largest own r 5 Per cent.

2 Roland Spint, Fcirmtigenhersfordelningen i Sverige (The Distribution of Wealth
in Sweden), Falkiiping, r975.
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the structure is less uneven when institutional holders are
excluded. Of all private persons who own shares in the sixty-
three companies, 98] per cent own 66 per cent of the shares
held by individual persons. To put the point the other way,
r j per cent of all private shareholders own as much as 34 per
cent of all the shares which are privately held. .Ihis imbalance
emerges clearly if one looks at the really large shareholders
with blocks of more than z,ooo shares. They hold only o.z per
cent of the blocks of shares owned by individual persons, but
they own not less than 18 per cent of that part of the issued
share capital held by private persons.

HOW DO SHAREHOLDERS EXERCISE THEIR VOTING
RI GHTSI

With some few exceptions nowadays, share ownership
entitles the holder to exercise the right to vote at company
annual meetings. The main duty of the annual meeting of
shareholders is to approve the management of a company by
the board in the year ended, to determine dividends, and elect
the board. Company annual meetings are usually rarher
undramatic and sparsely attended gatherings, and it is easy to
form the impression that real power lies with rhe management,
which frequently has only a small shareholding inrerest in
many of our quoted companies. Cases do occur where there is a
combination of strong and expert management and a diffuse
ownership which is primarily interested in income or capital
growth from the shares held, but in criticalsiruations it may be
of the utmost importance for the owners to exercise real
control. For maior decisions affecting the future of a company
with regard to mergers, acquisitions and sales of companies in
whole or part, closures, relocation, removal to another coun-
try, and so forth, it may be essential to have a firm grip on the
supreme decision-making body, the annual meeting. Only
the owners, who in the largest companies are without exception
a minority of all the shareholders, can exercise this power,
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quite in accordance with the rules of the Companies Act.
There are examplesr.not least from the recent feverish merger
activity in Swedish trade and industry, of the owners making
decisions over the heads of the management. The theory of
the managerial revolution provides a seductive argument for
belittling the importance of ownership in large Swedish
industries, but in reality management is severely circum-
scribed.

Who, then, does make the decisions at annual meetings)
decisions which are in the main of a largely routine character
but which can sometimes be quite cruciali We have probed
this question by studying the proceedings of the annual
meetings of more than fifty of our quoted companies, and the
following are the main points to emerge.r

Annual meetings are generally poorly attended, at the most
by a few hundred persons who usually account for less than r

per cent of all the shareholders. It is exceptional for more than
2 per cent to be present. But those few who do find it worth
taking the trouble to attend most frequently represent a large
proportion of the issued capital of the company. In half the
cases we examined those present represented between z1 and

to per cent of the total voting entitlement. In a further third,

5o to 8o per cent of the total voting entitlement was repre-
sented. In other words, it is the major shareholders, either
individuals or legal persons, who exercise their voting rights at
company annual meetings. Pride of place goes to the boald
members, who are frequently not quite so propertyless as the
talk of specialist boards of directors might lead one to imagine.
On average, the board owns close on 6 per cent of the votes
represented at annual meetings. However, it is customary for
the board rnembers to obtain proxies from other shareholders,
thereby strengthening their voting power. In the companies
which we studied the board alone couid achieve a majority in
twenty-one out of fifty-four cases (nearly 40 per cent) in this
way. It is important to bear in mind in this connection that

t The detailed results are given in Appendix II ofthe original Swedish study.
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under the Companies Act the annual meeting is the body
which scrutinises the board, but in fact there is a far-reaching
identity between this controlling body and the group which it
is supposed to be controllirrg.

Nor do other major shareholders outside the board neglect
to obtain proxies, with the result that the annual meetings of
our large companies are run by a veritable oligarchy, in full
conformiry with prevailing legislation and regulations. At
sixteen of the fifty-four annual meetings one person had a

voting majority, and in a further sixteen two persons could
dictate what happened. A further fifteen annual meetings would
have to be inciuded to cover situations where three persons
could decide. This is a remarkable state of affairs from the
standpoint of democracy, that in close on 90 per cent of the
companies we examined it required ar the most three persons to
reach accord (on the basis of their own holdings plus proxies)
for them to control a majority of the votes at the arrnual
meeting. In none of the fifty-four companies were more rhan
six persons required to achieve th:s rnajority.

Compare these lesults with the similar investigation which
the Concentration Committee undertook over ten years ago.
7n 1963 the voting majority in three-quarters of the quoted
companies studied was divided among nor more than three
persons. The correspondirrg figure for our fifry-four com-
panies was nine-tenths. In all probability, therefore, the con-
centration of voting power at company meetings has increased
further irr the past ten years.

T'o summarise, share ownership in Sweden is heavily con-
centrated, and this pr'ocess of concentration appears to be
continuing. Since the larger shareholders both make better
use of their voting enritlemenr and also reinforce this strongly
by nreans of proxies, the imbaiance at company meerings, the
supreme decision-making body, is multiplied many times
over. It is the rule rather than the exception for two or three
shareholders to hold a voting majority ar a company annual
meeting. This oligarchy has no counterpart anywhere in
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our democratic society. Those who see in a widening of
share ownership a route towards greater influence for the
small shareholder must ponder the point that this same
domination by a few persons prevails in our most popular
companies with many thousands of small shareholders. The
spread of ownership as a way of making industry truly
democratic scarcely merits even being termed a sham solution.
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Chapter 4

The Design of Employee
Investment Funds

I,' UNDAMENTAL COND ITIONS

our objectives, it rvill be recalled, are to supplement solidarity
in wages policy, to counteract the concentration of assets

which flows from self-financing and to increase employee
influence in industry. Any scheme designed to achieve these

aims must also satisfy certain conditions. There must be no
adverse effects on employment and on capitalformation. Wage

policy must not be stifled. The scheme must be neutral with
regard to costs and prices. It rnust not obstruct the road to
greater equality of incomes. In other words, the system

should achieve our three objectives without prejudicing other
important aims of economic and wages policy.

Some of those who have contributed to the debate on this
agenda have suggested that it would have been more appro-
priate to tackle the problems via a package of measures rather
than through searching for some 'comprehensive solution'. It
would be technically easier, in their judgement, and it n ould
also lead to less intervention in the existing social system than

some comprehensive solution such as a system of collectively
owned employee funds. The debate which raged in the

autumn of ry75 brought out sorne of the main approaches

rvhich such commentators had in mind.
It was thought that the problem of excess profts and pay
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solidarity could best be resolved via some form of clearing
system for wages, by the allocation of shares to sector funds
or via the taxation of pro6ts. The concentetion of w,ealth and
property could be tackled via savings incentives, individual
profit-sharing schemes, and tougher raxarion of property,
inheritances and gifts, and by capital gains taxes. Employee
in/luence was surely adequately catered for through the new
labour legislation. The logical conclusion from these various
strands of argument was that a system of employee funds was
to be regarded not only as somewhat risky but as quite super-
fluous to boot.

Such arguments may seem fairly plausible, but closer
inspection discloses some serious weaknesses. We proceed to
deal with the arguments in turn.

(a) Solidarity and excess profts. The idea of setting up some
kind of clearing system for wages as benveen high- and lorv-
profit enterprises to provide reinforcement for the solidarity
pay policy does, or at any rate did, evoke a sympathetic
response in trade union circles. One weakness in this line of
argument which was previously somewhat overlooked was
that, as we have pointed out earlier, low-profit firms are not
always identical with low-rvage enterprises. This proposal then
runs the risk of transferring funds from firms with high wages
and lox, profits to firms which are profitable and pay low
wages. A stronger objection relates to rhe opposite situation,
which is probably more common, namely, that profits are
transferred from highly productive firms, with satisfactory
capacity-to-pay, to unprofitable enrerprises. An arrangemenr
of this kind would fit rather ill with our specification of strong
and competitive industries as a guaranree of rising standards of
living and high employment. Similar objections can be raised
against the proposals for sector funds or higher taxes on
profits. In both cases the profits of highly productive enter-
prises would be siphoned off and capital fonnation mielit be
put at risk.

The Design of Employee Investment Fu.nds

(b) The concentration o-f assets. Many proposals have been put
forward for countering the concentration of wealth and its
accompanying pos,'er, but their efficacy can be questioned. It is
a commonly held vieu, that the structure of wealth would be

decisivelyaltered by an increase in individual saving. However,
it is difficult to see how private saving by individuals could be

increased without some strong tax incentives (subsidies), a

method which is extremely dubious from the standpoint of
policies towards distribution. It is equally difficult to see lrow

an increase in saving on the part of individual employees would
reduce the wealth of owners of capital. if the volume of saving

did rise to such an extent that it had a dampening effect on the

whole economy, policy measures would be called for to
neutralise this by stimulating demand.

Profit-sharing schemes which incorporate the right for the

individual to dispose of his shares have often been proposed as

a genuine alternative to employee funds, but the trade union
movement has steadfastly rejected this route as irreconcilable
with solidarity in wage policy. There are fundamental economic

as well as ideological objections to profit sharing as a solution.
What may appear possible or even apPropriate for the indivi-
dual firm and its employees on the micro plane may be irnproper

frorn a macro viewpoint. Firms can certainly distribute profit
shares to their staff, but unless savings habits change the

distribution of profit shares makes claims on the total resources

wtrich are available for consumption in the economy. If enough

firms v'ere to operate a system of profit sharing the profit
shares would in effect become wage and salary shares. The

wage policy founded on solidarity would be undermined,
without the total body of employees being able to raise their

consumption. The only way in which asset holding among

employees can be increased is through the shares of profits

being saved in some permanent form by the recipients. We

have just expressed our doubts as to whether such saving can be

achieved voluntarily. As far as we are aware, none of the

advocates of profit-sharing systems has recommended that such
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profit shares do have to be saved via some kind of obligatory
savings scheme, so there is no need to discuss the matter here,
particularly since such a solution does not appear to be
acceptable to the trade unions either.

To tone down the concentrarion of wealth by appropriate
tax measures is on the other hand a realistic alternative. Higher
property and capital gains taxes come ro mind, and they would
apply not only to shares but to other types of asser, particularly
real estate, which does of course constirute by far the largest
part of privately owned assets. Suggestions along these lines by
LO have produced a strong reaction from the non-socialist
political parties, and this should be taken as a sign that these
groups in fact do not wish to see such a tax increase. The main
reason why we do not propose this particular route as a means
of counteracting the concentration of assets is that our remit
is limited to dealing with that part of assets growth s,hich
accompanies business self-financing. The much more com-
prehensive question ofthe taxarion ofcapital and capital gains
is outside our assignment. In any case it is being examined at
the present time by a number of oltrcial commitrees.

(c) Eruployec influence.It is correct that the recenr reforms in
labour legislation do involve a very major step on the road
to economic democracy. However, the t97r LO Congress took
the position that employee influence based on the input of
capital into enterprises need r-rot be excluded ar u possibility,
and we have obviously had to follow this pointer in our
investigations. The position which that Congress adopted also
commands very firm support among the union membership;
about 9o per cent of those who participated in the consultative
process on collective employee funds reckoned that it was
absolutely imperative or important for the employees to be
given ownership rights in firms in order to increase their
influence. We would have been guilty of serious neglect of
both the Congress and of membership opinion if we had
sought for solutions along other avenues.
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All of these packages which we have nov'reviewed have one
feature in common. They fail to put a stop to the growth of
assets and wealth in the hands of capital owners which ac-
companies industrial self-financing. To adopt any of them
would be to leave one of our essential tasks unresolved. By
contrast, a system of collective employee funds rvhich are ac-
cumulated by means of successive allocations of profits does
not appear to be superfluousl indeed, it is an appropriate
device for achieving the three objectives which we have
repeatedly articulated. As distinct from other alternarives,
such as individual profit-sharing schemes, investment \\,ages

or excess profits funds of the type used in 1974, a system of
employee investment funds ought to be constructed in such a

way that it does involve real participation in capital formation
on the part of the employees or, to put it another way, a real
sharing of profit as between the ou.ners of capital and the
employees.

If this end is to be achieved, it is essential that that part of
the growth in assets which accrues to the employees rextains
as working capital within the enterprise. We cannot stress this
enough. The main objective would be frustrhted if there were
to be any withdrawals from the capital of the funds on a group
or individual basis. To many this fundamental requirement of a
system of employee investment funds may appear strange. It
has sometimes been described in the debate as the expression of
an authoritarian mentality which seeks to limit the free right of
disposal on the part of the private individual in favour of a

bureaucratically governed group.
In reality, however, the choice is not between the indivi-

dual's free right to dispose over a share of profits and collective
power, but between illusory profit-sharing and real profit-
sharing.

'We can bring out the point most readily by looking at the
activities of a consumers' co-operative. The shareholders create
a joint capital by acting on a co-operative basis. A small part
of the profit of the movement is repaid to the members in the
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form of a rebate, but the larger portion remains in the associa-
tion and thus within the whole consumer co-operative enter-
prise complex. The capital is continually being augmented
through the modernisation of retail shops, opening of new
department stores, expansion of co-operatively owned
industries, and so on. This very substantial total capital is
owned in Sweden by r,8oo,ooo households. None of the indivi-
dual members receives a cerrificate for his or her share of these
assets, still less can members demand to withdraw 'their' share
of the co-operative capital. Every withdrawal of that type
would weaken the economy of the co-operarive. If it were to be
possible for many members to withdraw their share of the
capital for consumption purposes or for investing in some
other activity, the very existence of the co-operarive would be
imperilled. The fact that it is not possible to make such indivi-
dual withdrawals of capital is not due to any authoritar.ian
attitude on the part of the management. It is entirely due to the
realisation on the part of the members rhat consumer co-
operation can only expand and develop provided the accumu-
lated capital remains witliin the group.

This whole line of reasoning can be applied by analogy to a
scheme of employee investment funds. 'We can visualise the
whole of our privately owned large-scale industry as one
single complex (an idea, incidentally, which may not be
particularly unrealistic in the long run, given present trends to
concentration). The activity of the complex yields a profit,
which is largely ploughed back into new investment, and part
of the new capital thus created accrues to the employees as a
group. Irrespective of who owr-rs it, the total stock of capital
forms the foundation of our economic and social progress. It
is nothing less than a gross illusion to give the individual
partner (the employee) the opportuniry to dispose as he sees fit
over'his' or 'her' share. It is of doubtful value to the individual,
and obviously harmful in the long run not only to the em-
ployees as a group but to the whole community.
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The Design of Employee Inyestment Funds

THE CONSTRUCTION OF EMPLOYEE INVESTMENT
FUND S

(i) Directed issues of employec shares

The modus operandi of employee investment funds can be
described quite succinctly in the following terms. The owner-
ship of part of the profits which are ploughed into an enter-
prise is simply transferred from the previous owners to the
employees as a collective. A proportion - we propose 20 per
cent - of the prof t is set aside for the employees. This money
does not however leave the business. Instead, a company
issues shares to that amount, and these are transmitted to the
employee fund. Legislation will be required to regulate the
forms in which these directed or restricted share issues are
made, irrespective of whether a system of funds could be set
up via collective bargaining negotiations.

Share issues, which is what we have in mind, normally
accrue to existing shareholders. A scrip or bonus issue means
that the worth of'a company is divided into a larger number of
shares. Each shareholder is entitled to a number of shares such
that his allocation of the scrip issue is as large as his share of
the ownership of the enterprise prior to the bonus issue.
Thus a scrip issue does not normally alter the distribution of
ownership. Everyone owns as much as he did before, but
divided among a larger number of shares. Share issues restricted
or directed to employee funds, on the other hand, would
gradually shift the weight of ownership towards the employees,
since the fund would receive each year an issue of shares
without the remaining shareholders having a similar enritle-
ment. If, over and above this, the annual meeting of the com-
pany were to decide on scrip issues of the normal type, the
rate at which the employee fund grew in an enterprise would
not on the other hand be altered. The employee fund would be
entitled to receive its portion of the bonus issue in proportion
to the holding which it had already acquired, leaving the struc-
ture of ownership unchanged.
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Other questions would also have to be dealt with through
iegislation. In its existing form the Companies Act is so

flexible that it would permit transactions undertaken with a

view to countering the growth and influence of employee
funds within a company. A review of the Act will be needed,

not of course in order to provide special arrangements for
employee funds as shareholders but to deal with the obvious
point that these funds would represent a steadily growing
owner in all large compauies, a new phenomenon which the

Companies Act did not contemplate. Thus the rules in the Act
which are intended to protect minorities and ensure equal

treatment for different owners do not automatically apply.

Any special rules ought to be based on the premiss that the

funds n'ill be guaranteed a legitimate influence. We have to
bear in mind the possibility that established shareholders, who
have to relinquish a proportion of their profits to a fund, will
combine in opposition to the fund.

A company may have various types of share, and the em-

ployee fund should receive allocations of the different types of
share in the same proportion as these occur in the company's

capital structure. Companies can, for example, issue shares witlt
differing voting entitlements, and some have different series of
shares rv'ith varying voting rights, such as A or B shares.

Nowadays, no share cau irave voting rights more than ten

times greater than that of any other share, although examples

still exist of old B shares which have only one-thousatrdth part
of a vote. In L. M. Ericsson some 16 Per cent of the shares

have nearly rgo times as many votes as tlte remaining 84 per

cent of the shares. If no rules existed which provided for the

types of shares to which an employee fund was entitled, they
might be issued with shares with a lower voting entitlement
than the shares of established shareholders.

The Companies Act contains one rule which means that, in
the absence ofanything to the contrary in the articles ofassocia-

tion, no one may vote for more than 20 per cent of the share

capital represented at an annual meeting. Most companies have
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abrogated this rule and permit every individual to vote for the
lull r-rurnber of shares which he or she owns. This type of
restriction on voting rights oughr nor ro be reintroduced, in
case it is used to restrict the influence of en-rployee voting.

A new issue of shares enables a company to obtain new
capital by issuing neu, shares. Normally, the nen' shares are
offered as 'rights' to existing shareholders) so that they can
retain tlteir existing proportion of the capital of the company
by subscribing lbr their allocation of the new issue. Obviously,
then, an employee investment fund must be able to participate
in any new share issues rnade if it is not to experience a

decline in its relative position. Funds should accordingly
utilise part of the dividends that accrue from their aggregatc
holdings lbr the purpose of taking up their rights. It is of
course conceivable in theory that existing shareholders may
seek to postpone a takeover on the part of the fund by making
such large issues of nen, shares that the employee fund cannot
finance the purchase of its allocation. But this is probably no
more than a theoretical problern. It is hardly likely that so much
neri, risk capital could be mobilised to posrpone a takeover
x,hich eventually becomes inevitable. In any case an employee
investment fund could offer its allocation of shares to the fourth
National Pension Fund (set up in ry74 for the purpose of
investing in the ordinary shares of selected companies), if
the stream ofnew issues x,ere to exceed its available resources.

One possibility rvhich may be a more real one is for a com-
pany annual meeting to direct or restrict a new share issue to a
particular group. Used systematically, such a power could be
deployed to prevent an employee fund achieving a critical
voting capacity. There are on the other hand situations in
which restricted share issues may be desirable or necessary for
the company from the standpoint of the employee fund as

well, for example rvhen a rapid period of growth requires a

major injection of new capital which perhaps only the Pension
Fund can digest. One possible method of ensuring that
restricted issues were not used for the express purpose of
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obstructing the employee funds would be for the funds to
be given a right of veto over any transactions which did
involve the funds in shifts of ownership within a comPany.

It is not intended that a fund should dear in its holdings of
shares, v'ith the one exception of a merger situation. After a

merger the fund ought of course to own the satne ProPortion of
the new enterprise as corresponds to a weighed average of its
share of the previous company. It is conceivable that an existing
majority of owners could try to postpone, though they could
not ultimately prevent, a shift in power towards the employee

fund by merging companies which had a high ProPortion of
employee share ownership with firms in which the employee

share was smaller. The Companies Act does specify rules

about qualified majorities in merger situations, but the minority
rules are inadequate for the employee fund; any kind of thresh-

old could lead the previous shareholders to combine and ensure

that the fund did not pass the critical threshold which entitled
it to the special protection under the Act for minority grouPs.

It is therefore more appropriate to have a general right of
veto for the fund over any transactions n'hich may alter its
share of ownership.

The device of restricted enrployee share issues cioes assume

that the companies which are included in our proposals are

limited liability companies. f'here are, however, other forms of
business aimed at profit making which are organised in other
types of company. Partnerships and private companies occur

particulariy amonq small enterprises, though there are ad-

mittedly some very large partnerships.
It might be reasonable to require busitresses of a certain size

in principle to be carried on as limited liability companies. This
would not only facilitate the irrtroduction of a system of
employee funds. Under existing legislation an entrePreneur

chcoses for himself the form in w"hich he wishes to conduct
his business, and this leads naturally to the company form
being selected in the liglrt of tax or accountability rules.

Legislation in general, but perhaps tax legislation in particular,

to tr
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would be greatly facilitated if the legislator coulci assume that
every type of activity was conducted in the company form
intended for tlie type of business in question. Large business

enterprises would then be limited liability companiesl but this
u,ould not be permissible for small individual entrepreneurs
v,ho really do out their all into their business.

Partnerships and private companies could be used as the
organisational forms for small enterprises. An investigation is

currently being conducted concerning a particular forrn of
company for srnall businessmen who rnay rvish to carry on
their affairs x,ith a limited anlount of personal liability, but
without being forced to become limited liability companies. lf
a new form of company of this nature were to be established,
it would then be easier as u,ell to adapt the limited liability form
of company to the particular category of large-scale business

enterprises. Such businesses u'ould tiren be required to be

conducted in the form which had been designed for them.

(11) Pro-f ts as tlte basis of calculation
Since the object of the funds is to transfer the right of owner-
ship of part of the growth in a company's assets to the emplov-
ees, the most appropriate basis of calculation for this purpose
is profit. Only by linking appropriations to the fund to profits
do we obtain a direct relationship betu,een the growth of the

fund in the individual enterprise and the expansion of the

enterprise through self-financing. No less important from our
standpoint is that it is only by being linked to profits that the
funds can complement the solidarity wages policy. The higher
the profits which result from wage restraint, the more rapidly
N,ill the fund grow if the amount of the appropriation is made

to depend on profit.
Unfortunately, profit is not an altogether unambiguous

concept. Profit emerges as the difference between a firm's
receipts or income and its costs. In general it is possible to
determine incorne with a reasonable degree of precision in
monetary terms. The only really serious meihod of manipula-
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ting it would be by systematically charging too low prices for a

company's own products, and most firms have no reason to
undertake this kind of iuggling. It is in their interest to charge

as high prices as possible. But if it is the amount of profit that
is to determine the size of the allocations to the employee
investment fund, some companies may endeavour to dispose of
the profits in such a way that they fall outside the system.

Multinational companies with parent or subsidiary companies

in other countries present the most important and conrplex

risks in this connection. Internal or shadow pricing may be

used by international companies at the expense of the Swedish

companies in the group, and profits which ought properly to
be assigned to Sweden may be taken out in other countries.
This procedure is already illegal under current tax legislation,
but it is very difficult for the fiscal authorities to monitor it.

The cost side poses much more difficult problems, since there

are no simple or uniform rules for what are to be regarded as

costs. Purchases of inputs from outside a firm are fairly straight-
forwardl but problems arise with regard to the internal alloca-
tion of costs, as between foreign and domestic parts of an

enterprise, with regard to patent and licensing costs, and

selling, marketing, product development and administrative
costs. In our section on multinational companies we return to
the problem of international firms s,hich ."pott unreasonably
low profits in Sweden year after year.

The major detenninant of reported profits is, however, the

rules which govern the costs that are incurred through the

depreciation of capital. The timing of depreciation provisions
can affect reported profits. Firms like to depreciate as much as

possible early in the life of an asset and set this against any

profits tax liability, thus retaining funds within the enterprise
which would otherwise have been paid out in tax. This pro-
cedure can be likened to an interest-free loan or tax credit
from the central and local governments. Expanding firms
which are continually increasing investment can shift the tax
liability fbrn,ard in time, and during the whole period of
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expansion their reported profits u,ill systematically be too low.
Tax legislation therefore has to set limits to the rate at which
firnrs may depreciate assets. Swedish tax legislation is ac-
knowledged to be very generous in the u,rite-off rates which it
permits for investment and for stock depreciation, so generous
in fact that industry as a whole had in r97t accumulated
27)ooo million crowns in tax credits, eclual to about r r per cent
of the total aggregate value of inventories, ecluipment and
buildings.

Apart from the special problems associated x,ith international
companies, there are problems at the other end of the scale

with very small firms. Not only may their accounting practices
be inadequate; it may also be possible for them to report little
or no profit, depending on s'hat 'profit' is rvithdrawn in the
form of salaries or other benefits. So there are undoubtedly
major difficulties in using profits as the basis of calculation for
the employee investment fund system. Of course there is no
need to apprehend a worse measure of profit than that used in
fiscal law; indeed, there are grounds for holding that it should
be possible to arrive at a better measure of profit.

The prospects of active control ought to be greater in the
case of the funds than they are for the tax authorities. In the
first place, at least the large quoted companies with many
Swedish ortr/ners can scarcely stop reporting profits in Sweden.
In order to raise capital they have to report profits suffi-
ciently large to provide a reasonable dividend return to
their Swedish owners. Moreover, it is undoubtedly the case

that the tax and customs authorities in more and more countries
are striving to increase their control over the activities of
large enterprises in particular. In addition to this, or perhaps
because of it, accounting practices of most large enterprises
are increasingly tending to report profits where they originate.
We should not underestimate the difficulties, nor the likelihood
of firms adjusting their actions in the event of funds being
established. But at least one can assume reasonable reporting
standards in the case of large enterprises w-ith a diffuse owner-
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ship. The position is quite different in small family-Cominated
firms, where dividends are in addition often of no significance.
It is of course the larger companies which are of parricular
interest to the system uf employee investment funds.

In the second place, it is reasonable to assume that the
growth of the funds will be of interest to those e mployed in
the enterprises covered by them, and that they will monirol the
actions of their firms. The outloo,k for this kind of surverllance
will also improve w-ith the progress of the systern of employee
consultants, economic committees and the extended obligations
on the part of companies to provide information about their
activities.l

Surveillance of this kind will clearly require rules rvhich
prescribe what is and is not to be permit ted vis-d-vis:he funds.
'We cannot rely entirely on the rules of tax law here, for in-
stance with regard to the size of the salaries which people pay
themselves in partnerships or in small family businesses.

The measure of profit used to determine the appropriations
to the emplol,ee funds should of course be profits prior to
various 'appropriations out of profits', to use an accounring
phrase.

Depreciation and write-off periods for capital und inventor-
ies are intimately connected with the method used to value the
slrares which are to be allocated to the funds each year. Let us
now turn to this problem in detail.

(ii|) 7'he yaluution of employee shares

An annual valuation of a company will be required to deter-
mine how many shares can be allocated out of the sum set aside
for the employee fund. R value for each share can be deter-
mined by dividing the worth of the enterp:ise by the number of
shares in it already in existence, and this price can then be used
in issuing shares to the furrd.

For quoted companies share prices are available which are
determined by the stock market. There are cerrain attractions

I See Appendix II for a fuller discussion ofrecent labour legislation.
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about using these market quotations, in the sense that the
annual valuation could then take place quite automatically. But
the method also has certain disadvantages. The Swedish stock
exchange is an exceedingly small markct, and oniy a very small
proportion of the shares of companies quoted on it are turned
over in the market in the course of a year. Tirus it is quite
possible for large shareholders to manipulate the market.
Equally, we cannot exclude the possibiliry that the system of
employee funds will itself affect stock market quotations. In
straightforward economic terms, the very introduction of a

system based on an appropriation out of profits, which means

that the existing sirareholders experience a lower return, should
lead to a fall in share prices which reflects the decline in the
future expected yield. In addition to this economic response

there may, however, be a less predictable psychological
reaction. If the quoted rnarket price were to be applied for
valuation purposes, every fall in price in the shares of a com-
pany would mean that the employee fund obtained more
shares out of its allocation from profits. The possibility of
panic selling in the face of the prospect of an imminent total
assumption of power by the employee investment fund could
not then be excludeC.

W'e cannot believe that such a panic reaction would be

warranted or even likely; nevertheless, it may still be worth-
while countering the possibility by applying some sort of
substantive valuatiorr based on the actual assets of the com-
pany. This would mean that the individual enterprise couid
predict the consequences for it ofthe introduction ofthe funds,
and another advantage would be that the same system of
valuation could be applied to quoted and unquoted companies.

Let us now summarise our proposed scheme. The method of
calculating profit which we recommend begins from the pro-
position that profit is the differcnce between the value of the
company's own assets ?.t the end and the beginning of the
year. To this rve add s,hat has left the company in tax anci

dividend payments, while new capital arising from share issues
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is deducted. Additional adjustments may be necessary, if, for
example, the owners have paid themselves very high salaries as

a means of avoiding double taxation. The tax laws allow them
to do this, but it cannot be accepted without qualification in
relation to the employee funds.
- We have dealt in detail with the problems which have to be
resolved if company accounts are to serve as a basis both for
calculating profits and for valuation. We are convinced that it
is desirable and also technically feasible to link the appropria-
tions to the funds to profits, and to link the annual valuation to
a valuation of a company's assets and liabilities which is
consistent with the profit concept. We accordingly recommend
that this idea should be the subl'ect of the most careful examina-
tion.

Obviously, both parts of our proposal would require
legislation which did not flinch from calling for candour and
openness in companies' accounting procedures. Nor, however,
is there any question of requiring companies to do anyrhing
which would be unreasonable. Many companies which already
compile informative sets of annual accounts would find that
the changes we are proposing are in fact extremely modest.

(iv) The rate of allocation of prof ts
Apart from the total amount of the profit, the critical factor for
the growth of the fund in each particular company is the
proportion of profit u,hich is to be appropriated to the fund.

We propose that these appropriations should be made before
tax, for two reasons. In the first place, this will be advan-
tageous to companies in improving their solvency levels and
ensuring that their liquidity at least does not deteriorate.
Secondly, the appropriations to the fund will hit the existing
shareholders, and the proportion allocated ought not therefore
to be made so large that the supply of risk capital could be ad-
versely affected. By exempting them from tax, the size of the
appropriations to the funds can be increased and a more rapid
rate of growth of the funds can be achieved.
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The contributions of capital made by the existing owners

will for some considerable time continue to be the main source

of supply of new risk capital, although the fourth National

Pension Fund can also play an important Part. Accordingly,
the expected yield on investments made in companies cannot

be reduced substantially. Otherwise, capital would shift to

other forms of investment which are not affected by the funds
or the required rate of return on investments would rise so

steeply that the total volume declined.
However, expected yields are not so finely balanced that

every change means a decline in the relative propensity to

invest in shares. People buy shares for other reasons, for
example to obtain greater real protection of their assets than

they can achieve via the banks; they may invest in growth
stocks in order to reduce their tax liabilities, and so on. 'We

conclude that a modest reduction in the expected yield from
shares lies within the margin of uncertainty which applies in
any case to profit expectations. A major reduction, on the other

hand, would require other forms of investment to be penalised

as well, so that capital did not desert the stock market in favour

of such things as speculation in land. Lastly, freedom in Sweden

to select the profit levels which the country is willing to accePt

is also limited by her international dependence and by the

comparative mobiliry of capital across frontiers.
In principle, therefore, we proPose that appropriations to

the funds should be tax-free, in order to combine a modest

allocation with a reasonable rate of build-up of the funds. One

can of course question whether it is reasonable for the taxpayer

to contribute in this way to the accumulation of the employee

investment funds; a reduction in tax receipts from one source

must presumably be offset by higher tax revenues from
another.

It is not clear, however, how the exemption from taxation of
the appropriations to funds will in fact hit tax payments by
companies. We have already observed that under existing tax

legislation companies are very largely able to regulate for
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themselves how large the profit reported for tax purposes is to
be, provided they invest and expand. Companies do not always
take advantage of all the opportunities that exist for creating
conceaied reserves, preferring for a variety ofreasons to report
larger profits than they need to. In that kind of situation the
allocations to employee investment funds could in part be

transfers from tax credits, some of which would still exist. There
would then be no question, either, of tax payments failing to be

made (not, at any rate, if we assume that the firm is growing suffi-
ciently fast that tax credits need not be repaid in the foreseeable

future). On the contrary, the tax credit, which under the
present system gives neither a return nor any power, would
provide both if it were instead to become the employees' own
capital.

In other instances the tax-free appropriation to a fund would
mean an increase in capital retained u,ithin the enterprise and

thus an acrual reduction in tax payments. It is important to
note, however, that this tax exemption would operate in a
radically different manner from the generous tax rules which
apply at present. The present system provides owners of
capital with an increase in the value of their assets, whereas the
tax exemption through the funds would accrue entirely to the
employee group. If one takes the view that it is too easy for
companies to consolidate or that they will gain this facility
through the establishment of funds, it would make sense to
press for legislation which was less generous in other respects,

while exempting from tax the aliocations made to the
employee funds. By contrast to the two special funds set up in

ry74 (for improving the environment at work and for a special

investment reserve), the employee investment funds have no
negative effect at all on the distrihution of wealth.

Weighing up tax exemption and a reduction in the profit
expectations of the previous shareholders which is acceptable in
the light of the desired level of capitai formation, we have
arrived at the figure ofzo per cent of profits as a reasonable pro-

Lrortion for allocating to the fund. The rate ought not at all
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events to be less than that, given our method of valuing a com-
pany, which as a rule will involve higher values than the

stock market valuations.
Depending on how the yield on the firm's capital varies,

or on variations in the relationship between profit and value, as

we discussed these concepts earlier, the fund in the individual
company will grow in accordance with Table r.

Table r Ernployeefund's share oJ-the individual company where

profts uary (assuming that zo per cent of profts i-* allocated to the

fund)

prof ts
looh $o/o 2004

o'o4
o't7
o'30
o'42
o'52
o'6o
o,72
o'84
o'9)
o'97

(v) Concerns

All the constituent companies in a combine must be treated as a

single entity. One reason for doing this is that we are Pro-
posing to exclude small firms from the scope of the system of
funds. Firms in a combine might then use this exemption as a

loophole, manipulating prices and transferring all their
profits to a small member of the group designated for that
purpose. Another reason for treating them as an entity is to
avoid any tendency to hive off companies for artificial or
unwarranted reasons. The profits of the whole concern should

serve as the datum for appropriations to the employee fund,

o'o3
o'r3
o'24
o'34
o'4,
o'to
o'62
o,7t
o'88
o'94

5%
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t o'ot
IO O'O9

rt o'r4
zo o'r8
2t o'21

)t o'29

to o'18

7t o',52

roo o'74

o'o2
o'09
o'17
o'2,
o'12
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o'49
o'62
o'76
o'8t
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and the worth of all the member companies should be deter-
mined by the methods which we have already discussed. The
employee shares should then be issued in the parent company.
For these purposes the concern would include not only
subsidiaries in which there was a maiority holding, but every
ehterprise in which the concern held organisation shares.

The position of international companies is rather different.
In their case only the profit generated in Sweden should be

used as a basis for appropriations to the funds, and the divi-
dends of Swedish companies from foreign subsidiaries should
therefore be excluded from the profit used as the base. It then
follows that the shares which a Swedish parent company owns
in its foreign subsidiaries should not be included in the worth
of the parent company. The opposite would apply in the case

of Swedish subsidiaries of foreign-owned companies.
In the case of valuations of shares which are not subsidiaries'

or organisation shares, consideration should be given simply
to omitting them from the scope of the system. They would
then be assigned no value and any dividends from them would
not be included in profit. The reason for such a rule would be

to avoid the toil and trouble of making calculations of profit
and worth for other companies of which the constituent
companies of the concern perhaps owned only a very modest
part. These other companies might in any event be large
enough to be covered by the system in their own right. There
would of course have to be checks on manipulation, so that
'sister enterprises' which were not part of the same group but
nevertheless had a clear community of interest, for example
through the same owners or families, could be regarded
as a combine. Some form of impartial arbitration should be
able to test whether situations of this kind exist in practice.

(vi) The funds and multinational companies

A special study of multinational companies and the problems
which they can create for the trade union movement was
submitted to the ry76 LO Congress. The report argued that,
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if Sweden is to come to grips with the problems of companies
which invest internationally, econonic life must first be
made more democratic by ensuring that the community
and employees can have a real influence over the major com-
panies.

The establishment of employee funds can be an important
element in this process, although the members of LO who took
part in the study campaign on employee funds were in no
doubt that the multinational companies do present serious
problems with regard to economic democracy and employee
influence through the funds.

(a) The multinationals and employment.In the past ten years
there has been a rapid increase in the establishment of Swedish
companies abroad. At the same time, foreign companies have
shown little interest in setting up business in Sweden excepr
as a means of buying out Swedish companies with a worldwide
reputation. This may well continue, and in time give rise to
industrial and employment problems in Sweden. The indus-
trial sector may conceivably become too narrow in scope to be
able to meet our aspirations for both the public sector and the
industrial sector itself. A good illustration of the way in which
the international investments of large companies may have an
adverse effect on the structure of industry is that foreign
purchases of profitable Swedish enterprises have not infre-
quently led to their research in Sweden being discontinued,
followed by the threat of total closure. Swedish companies
have sometimes moved their research abroad as well, and this
undoubtedly does undermine an important part of the founda-
tion of future industrial employment.

Employees have an interest in preventing this kind of thing
from happening, and they can achieve this by acquiring a

decisive influence in company boardrooms, for example via
share ownership through the employee investment funds.
These adverse changes in industrial circumstances can, how-
ever, occur extremely rapidly, and they must be checked at
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an early stage, since their consequences may be difficult to
remedy.

Our scheme for the allocation of profits to employee funds
means that a considerable period of time will elapse before the
funds acouire a majority in companies. This may prove less

irnportant in the case of the Swedish multinationals than for
foreign-owned Swedish subsidiaries. Even a fairly small
holding of shares can provide a position of considerable
influence in the larger Swedish companies, because of the

diffusion of share ownership. By combining forces at com-
pany meetings the present owners can obstruct the rapid
build-up of employee influence. Nevertheless, we can probably
expect employee influence through the funds to grow rapidly
in several Swedish multinationals.

The Swedish subsidiaries of foreign-owned multinational
concerns are generally owned roo per cent by the parent
company, which means that it will be a very long time before
the funds enable employees to achieve majority holdings in
these subsidiaries.

We conclude that the growth of the system of funds will
proceed too slowly for it to serve as an active instrument of
industrial poiicy for dealing with the effects which the inter-
nationalisation of large companies has on production and

employment. These problems will have to be resolved by other
methods, as the LO Congress report on multinationals
envisaged.

(b) Abnormally low reported profts in Sweden. In most
multinational concerns, Sr'redish as well as foreign, the
directors can choose the constituent enterprises (and countries)
in which to show profits and losses. There is a constant
exchange of goods and services between the firms within a

concern, and prices can deliberately be fixed too irigh or too
low in this internal trade in order to determine the amount of
pro6t or loss in each of the constituent companies.

Profits are also transferred between the member firms
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through the rates of interest fixed for loan transactions within
the group. In addition, profits are shifted by means of quite
fictional transactions: for example, companies are increasingly
being established for the purpose of owning all the patents in a
concern, and the other companies pay them for the use they
make of patent rights,

It can be very difficult to penetrate profit manipulation of
this kind; to counter it some form of rule or trigger mechanism
has to be devised which comes into operation whenever low
proft levels are reported. One method would be to postir.late a

standard profit for the Swedish constituent company. This
would be the same proportion of the total profit of the group
as the Swedish company's share of the total activity of the
group (as measured, for example, by the Swedish share of the
total manufacturing value of the concern). It should be possible
to make this standard rule the principal one. In the light of
what we said earlier about the increasing efforrs which many
enterprises are making, in fact, to report profits where they
belong, it is probably simpler and more appropriate to
stipulate some guarantecC minimum level of profit as the
standard. If it were to fall short of this level a company should
be required to justifv to independent arbitrators the excep-
tionally low level of profit in Sweden; otherwise, the standard
would automatically apply.

(c) Swedish subsidiaries of foreign multinationals. Even if a

maiority position were to be achieved through the funds in
firms belonging to multinationa-l concerns, it would not
follow that any real influence over them had been acquired.
The power of the multinationals is founded on capital, but
backed also by the fact that they control information and large
organisations. Foreign-owned multinationals can counter
employee influence in individual subsidiaries in Sweden via the
funds by virtue of the fact that they do control information and
the organisational structure of their Swedish activities.

They can organise production in such a way that the
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Swedish subsidiary is required to market its products 'in a

package' along with the products of other member firms or
through the sales channels of the multinational. This effectively
deprives the subsidiary of any opportunity to sell its products
itself on the open market.

The dependent status of the subsidiary can also be emphas-

ised by locating product development centrally and giving
central management the power to allocate new products, thus
making future production in the subsidiary entirely dependent
on the investment and production planning of the foreign
management for the group as a whole.

Organisationally, several subsidiaries can be established in
Sweden, each of which is directly responsible to a foreign
member company of the concern, so that the subsidiaries have
no legal ownership connectiolr with one another in Sweden.

One of the subsidiaries may carry out strategic functions for
the others in Sweden, but itself have few employees and little
capital. Thus, for example, the other Swedish subsidiaries
could be contractually bound to produce certain products
which are then sold through the master company, and their
dependence on it could be reinforced by this key company
carrying out accounting and administrative functions for them
on a consultancy basis, or through renting equipment and

accommodation which it owns to the other subsidiaries. The
master company can in these various ways direct the others
and collect the profits which they make.

Foreign-owned firms would have a fair degree of scope for
influencing and determining what happened in a Swedish
subsidiary which the employee funds dominated, so that the

introduction of these funds would hardly be likely to deter
foreign firms from setting up in Sweden, Even after the intro-
duction of employee funds, those factors which presently
determine the interest, or lack of interest, of foreign companies
in their investments in Sweden would still be paramount.

Until the day when employee funds do have a maiority
shareholding, foreign owners can on the other hand strive to
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alter the production and organisational structure of Swedish
subsidiaries in such away thatthe matrer of ownership becomes
of little moment compared to control over information and
organisation. But this process is already in train internationally
within the large multinationals, and the picture will not bL
fundamentally altered by the introduction of employee funds.
Legislation and industrial policy measures wili have to be
deployed to meet the problem. On a long view, the employee
funds can improve the bargaining position of the unionr. Or,."
they have achieved a majority position in a foreign-owned
subsidiary, the employees can, for example, work at developing
products and a range of output which are independent oi thI
foreign, previously the parent, concern in ordeiin this way to
create a more independent enterprise in the long run.

- The system of funds should be constructed in such a way
that it covers all the Swedish subsidiaries of a particular
foreign concern, irrespective of size and legai owner-
ship status, so that it is more difficult for a foreign-owned
multir-rational to escape the growth in employee influence by
making organisational changes. All these subsidiaries
should be treated as a single unit, and employee representa-
tives should have seats on the boards of each one of them
to the extent warranted by the funds' holding in the group as
a whole.

(d) Swedish multinationals and the funds. The employee
investment fund system is based on the idea that the employees
are to share in the profits which they work to create-within
Swedish enterprises. The profits generated in the foreign
subsidiaries of Swedish multinationals should not be included
in the system. Nevertheless, Swedish multinationals have the
same opportunities as others to report abroad profits which
ought properly to be ascribed to Sweden, so that ii is practically
impossible to obtain a proper picture of the profit position in
these Swedish concerns. As with foreign-owned concerns,
therefore, the systematic under-reporring of profits within
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Sweden should be countered by specifying some form of
standard or control.

Within the separate companies of the Swedish multinationals
the chances of exercising influence depend on the group's
organisational structure and the control over information. The
trend which we noted with reference to foreign-owned multi-
nationals is also occurring in their Swedish counterparts, but
with one essential difference: the employee investment fund
shares will give direct influence in the parent company and
therefore over the top management of Swedish multinationals,
as long as the parent company and the top management reside
in Sweden. Influence is also likely to be acquired more rapidly
in the Swedish parent companies than in foreign-owned
subsidiaries in Sweden, because of the spread of ownership in
the former. This means that the prospects for exercising trade
union influence on the Swedish multinational concerns are
significantly better than in the case of foreign-owned sub-
sidiaries operating in Sweden.

In isolated cases Swedish multinationals might seek to
counter the introduction of employee funds by removing such
a large proportion of their production abroad that the residue
left in Sweden was insufficient for the company to be covered
by the fund system. This is scarcely likely to happen, however,
except in the case of occasional small companies. Where it did
occur the improved controls over the foreign activities of
Swedish companies which is proposed in the report on multi-
nationals to the ry76 LO Congress would be brought to
bear.

Technically, Swedish multinationals could also subvert the
aims of the employee funds by formally altering the company's
nationality. A holding company located abroad would take
over the ownership of all the companies in the group, in-
cluding the parent Swedish one. Swedish shareholders would
receive shares in the foreign holding company in exchange for
their share in the parent company. It would not escape formally
in this way from the system of funds; but the ownership in it
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which the funds acquired would have the same limited oppor-
tunities for exercising influence as exists in foreign-owned
subsidiaries. Share transactions of this kind would however
require official approval, which in all probability the Riksbank
would withhold. Such transactions ought in any case to be
prohibited.

The introduction of employee funds in Swedish multi-
nationals can give rise to serious difficulties for international
trade union solidariry. In step with the growth of influence on
the part of funds over the investment, production and employ-
ment of Swedish multinationals, both at home and abroad, the
Swedish unions would increasingly find that they were in the
position of employer vis-d-vis their comrades in other coun-
tries. The sense of 'our' mutual trade union interests across
national frontiers in the face of 'their' multinational enterprises
is undoubtedly important for international trade union
collaboration to flourish, and it would no longer exist. The
Swedish trade union movement must face up to this challenge.
Real and imaginary opposition between employees of Swedish
subsidiaries abroad and the employees of Swedish concerns
must be bridged.

One first step towards this end would be to require that only
the profits of the Swedish enterprises within a concern should
form the basis for employee fund share allocations. The profits
produced by workers in Swedish subsidiaries abroad would be
excluded. Yet ownership of shares in a Swedish parent com-
pany does provide influence for the unions over a concern
both in Sweden and overseas. Developments in Sweden

depend on what happens abroad, and vice versa, and it is quite
impossible to try to restrict the influence of employee funds
in these concerns to 'swedish' questions, since they frequently
cannot be distinguished in this way.

The Swedish unions must accordingly make contact with
the unions in Swedish subsidiaries abroad and establish some
kind of body to provide for trade union collaboration in which
investment trends, production and employment in the various
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constituent parts of a concern can be discussed. No doubt
many awkward situations will occur for the Swedish unions,
as for example when Swedish industrial policy inreresrs
conflict with the solutions which international trade union
solidarity may require. However, these are not problems
cfeated by the introduction of employee investment funds.
They already exist; but at present they are resolved without
any trade union involvement and influence. The difference
under a system of employee investment funds is that the
employees themselves in different countries assume responsi-
biliry for what happens; the matter becomes more democraric.

International trade union solidarity also opens up the pros-
pect that the Swedish unions will have to accept the possible
introduction of similar schemes in other counrries. This could
mean that Swedish subsidiaries in these countries become
separated as regards ownership from the Swedish concerns.
This need not lead to insurmountable problems provided the
problem of international union co-operation within them can
be resolved. All that it would mean would be that international
economic co-operation was taking place in more democratic
forms. Companies in individual countries would come much
more under the direct control of those employed within them
and at the same time these employees would be establishing
new ways of achieving the necessary international economic
collaboration. This kind of development is surely in accord
with the aspirations of the labour movement.
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Chapter y

The Spread of the System
of Funds

In the previous chapter we discussed the method of accumu-
lating the funds out of appropriations from company profits.
We shall be concerned in the next chapter with the detailed
uses of the income from the funds, but we would stress at this

iuncture that in fact we propose no formal limit to the bene-
ficiaries from the funds. Every employee, wherever he is
employed, should be able to derive some benefit from the
system, to take part in administering the funds and to enjoy the
fruits of their yield. It is true that there is obviously some
limitation, in the sense that it is only the employees of profitable
companies who will be able to acquire a direct influence within
their own enterprises through the rights which the allocations
of shares bring; but we expect that in due course this influence
will spill over into a more democratic process pervading the
whole of our economic life.

In the present chapter we are concerned particularly with the
spread of the funds. What type and size of enterprises should be
included in the schemel

For a variety of reasons the coverage of the funds will have
to be confined to certain groups of enterprises. The first
reason follows from the construction of the system. If profits
are to be used as the basis this means that non-profit-making
enterprises, whatever their size and the precise form in which
they organise their activities, cannot contribute to the build-up
of fund resources. In thinking about other reasons for limiting
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the coverage of the system it is useful to bear in mind that the
appropriateness of the scope of the system has to be judged
with regard to (a) objectives, (b) potential benefits to employees
and (c) the practical and administrative aspects. Some balance
will have to be struck among the three.
" We have already discussed the objectives of the system at
length. We have seen that there is a dilemma between the need
for sustained capital formation on the one hand and the prob-
lem of the concentrarion of wealth and assets which ensues
within private industry. In the public sector activities are nor
pursued for the benefit of a few shareholdersl no profit in the
normal sense of the term accrues, since the activities such as

health, education and transport services are bring provided
primarily as a service to the community. There is no increase in
private asset holding. Since one of the principal objectives of a
system of funds is to counteract an increase of this kind, there
is in principle no iustification for setting up employee invest-
ment funds within the public sector. To transfer public
ownership into employee ownership, from the citizens as a
whole to a particular group, would be a retrograde step, a kind
of 'reprivatisation'. This principle applies whatever the
organisational form in which public activity is conducted,
whether via administrative agencies, enterprises or publicly
owned companies.

Next we must ask whether the objective of countering
private ownership and the concentration of wealth provides
any guidance as to the position which should be occupied by
economic associations which do not aim at individual profit,
such as the consumers' co-operative movement. It also aims to
counter private asset formation, operating instead on the basis
of collective ownership and unrestricted access to member-
ship. This enables every citizen to enter into this collective
ownership. The consumer co-operative form of enterprise is an
expression of economic democracy, since neither capital nor
assets come to be concentrated in the hands of a few. There is as

little justification for a gradual transfer of ownership and
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influence from consumers as a group as vre suggested there was
for transferring ownership from the people as a whole to
employees.

What we have said about consumer co-operatives applies by
analogy to other forms of enterprise which are accessible to
everyone, which are conducted without the private profit
motive, and which have a democratic structure. Various forms
ofproducer co-operative, on the other hand, cannot satisfy the
requirement that membership in them is open to everyone, and
they cannot advance any arguments in principle for remaining
outside the system. The practical solutions to this particular
problem will require detailed study, and are beyond our remit.

The forms of enterprise which are to be included in or
excluded from the system of funds can in the main be deter-
mined on grounds of principle and ideology. The question of
the size of enterprise below which no allocation of profit need
be made to the system is a much more open one. There is no
relationship between size and profitability, so that any size
boundary which has to be set for practical purposes is an
arbitrary one. On the other hand, one of the arguments for
establishing the funds is that they should counteract the con-
centration of ownership and power in industry, which suggesrs
that only larger companies should be included.

We suggested at the beginning of this chapter that every
employee would benefit directly or indirectly from the system,
irrespective of whether the company in which he is employed
does or does not participate by allocating profits to the scheme.
However, employees can only acquire a direct influence via
co-ownership in firms which do make such allocations out of
profits. The membership opinion expressed within LO was
very strongly in favour of including every form of enterprise
in the system, and the members have similarly favoured the
inclusion of small companies as well.

These opinions were expressed in response to an open-ended
question, so that no statistical analysis of the responses has

been possible. Many LO members see it as a deficiency of the
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system that employees in firms which are not to be liable to set
aside profits to the funds should be denied this avenue of co-
ownership as a means of exercising influence on a firm. About
90 per cent of the participants regarded it as absolutely
essential or important to give employees ownership rights
as a means to increase their influence. It appears that this
view also includes enterprises (publicly owned and consumer
co-operatives) which in principle or for pracrical reasons
(smaller firms) we wished to exclude. As far as rhe individual
employee is concerned, it is frequently not the type of enter-
prise but his own position on rhe job which determines his
attitude, and his wishes in this respect are affected very little
by whether the business is conducted under public, private or
co-oPerative auspices.

This expression of opinion on the part of LO members must
as far as practicable be taken into account in the design of the
system of funds. This system cannot be viewed in isolation
from other measures aimed at making work more democratic.
The fundamental idea in the recent reforms in labour legisla-
tion is that labour or work is the wellspring of claims on the
part of employees to have some influence over the place in
which they spend their working lives. To the extent that this
influence can be expanded, and extended to new dimensions,
through co-ownership in some sections of the economy,
employers in the remaining sectors ought ro guarantee a
corresponding influence to their employees. In a democracy
public activity can never be 'taken over' by its employees;
but the public employer can and should be a model employer
in the matter of employee influence. The introduction of
employee investment funds in the private secror, with the
opportunities which it will provide for enhancing employee
influence, should be used as an opportunity to review and
adiust the legislative rules within the public secror to this new
situation. The trade unions in the public sector are of course
powerful enough to ensure that this does take place.

We argued earlier that there are good grounds in principle
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for excluding the consumers'co-operative movement from the
system. This must not, however, be at the expense ofemployees
and their rights to exercise co-influence; nor should they have
to forgo any benefit from the resources which the income of
the funds has to offer. When we argue for the principle of
putting the co-operatives in a special category, we are in fact
assuming that alternative solutions will be found which do
provide for employee influence, as one element of economic
democracy. Some arrangement will also have to be devised to
give the employees an equivalent return. (Discussions have
been initiated between LO and the Consumers' Co-operative
Movement with a view to resolving these problems.)

In addition to the clear-cut categories of ownership which
we think should in principle be excluded from the system of
funds, there are frequently mixed forms of ownership, such as

firms which are jointly owned by consumer co-operatives and
private shareholders. An increasingly common mixed form of
enterprise is that of private firms with a government stake in
them. For mixed forms of enterprise which do contain an
element of private ownership the same rules should apply as

those for wholly privately owned firms.
The final question about the spread of the system r.,f funds

concerns the general size limit. There is a difficult dilemma here,
between the strong desire on the part of employees to have
their particular firm included and the practical considerations
which favour restricting the system to larger firms. We saw
that LO members were strongly in favour of including small
companies. On the other hand, the technical difficulties
clearly increase as one moves down the size scale. It is not
even a simple matter to determine a profit concept in large
firms with good accounting practices and an open artirude
to accountability. These difficulties multiply if smaller firms,
frequently with defective accounting practices, are to be
included. In many family businesses profit is often taken our in
the form of a salary paid to the owner and his family. Addi-
tional complications would arise if we were to operate s,ith
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standards for what is to be regarded as a 
(reasonable 

salary'.
The threat of minority inrerests being introduced into small
family enterprises might also encourage them to break up
into smaller units. Too low a threshold might also discourage
the willingness to establish new enterprise.

'Three 
possible approaches may be suggested by way of a

solution to this dilemma. First, size could be combined with
total capital employed as a criterion. Companies with a small
staff may be quite capital-intensive, and should contribute to
the accumulation of the funds. Secondly, the question of
association with the system could be made negotiable. If
employees in firms below some legally specified size were
very anxious to have their company included, they should be
able to raise the subject for negotiation. Thirdly, the small
firms, whose employees do of course share in the benefits of
the proposed system, could be given some priority in the
disbursement of the income. We discuss this possibility more
fully in the next chapter. Real employee influence is very
largely a matter of resources, training and competence.
Solidarity among all employees requires that those in small
companies should have assigned to them a compararively large
proportion of the common pool of resources.

The practical conclusion to which this whole discussion
leads us is that the lower threshold ought not ro be below fifty
and not above one hundred employees. The size groupings of
companies as reported in the r972 census of companies make
little difference to the choice of fifty or one hundred. If the
floor were to be set at a hundred employeesrgg.2per cent of
firms and 3g'9 per cent of employees would fall outside the
system, and with a threshold of fifty these figures would be
respectively 98.3 per cent and 33.2 per cent.

There are certain types of enterprise which may be termed
'tendentious' or special pleading organisations, such as the
newspapers and firms whose objectives are primarily artistic
or idealistic in nature. These ought to be dealt with separately.
In the present context we are simply sketching the main
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features of the system, and we do not think that it would be
appropriate to take up the extremely complex questions that
arise in applying a system of employee investment funds to
this type of enterprise. This question, along with others, should
be studied by the Royal Commission which is examining the
subject of employee influence and capital formation.

One suggestion which the Commission may care to examine
is that it should be made possible for enterprises of this type
to be conducted as non-profit-making foundations which fall
r,rutside the scope of the funds. On the other hand, where the
private owners of newspapers and publishers chose to continue
to withdraw profits from the enterprises these activities would
continue as companies and be covered by the system, as the
size of the enterprise determined. Some delimitation would of
course have to be made as to the types of activity which could
be carried on as foundationsl otherwise shell foundations would
be set up from which the previous owners proceeded to extract
their profits in the form of salary payments.
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Chapter 6

Agend a for the Funds

MORE EMPLOYEE INFLUENCE - T'irO STRANDS

The right of the employer to direct and allocate work is the
everyday and manifest expression of a lack of democracy at
work and of potential dominance in relation to those who do
work. When the subject of increased democracy at the place of
work was placed firmly on the agenda some five years ago the
abolition of this managerial right, which has been symbolised
by the abandonment of 'Paragruph 3z', became the prime
target. This paragraph was the one in the rules of the Swedish
Employers' Confederation (SAF) which has caused so much
anguish and controversy as to the employer's management
rights. The recent abolition of this right through the 1976 Act
on the Joint Regulation of Working Life means that the legal
position of the employee has been strengthened, with a view
to making it possible for him or her to exercise some real
influence over conditions at the place of work. The labour law
reforms deal primarily with the internal situation of a firm. The
improved status of safety representatives, the rules about the
interpretation of agreements, the right to information, and the
opportunity to bargain about work organisation and personnel
policy - all these illustrate that co-determination is intended in
the first instance to apply to those matters which affect every-
one intimately in their everyday working life.

The employee investment funds do not deal primarily with
these matters. Nor is i'. the intention that they will assume

responsibirit , ,., ,::'X::::!!",!0,,,,,^r poricy. rhe
responsibility for planning the economy should rest with those
bodies, the government and the Riksdag, which are responsible
to the whole population.

What is specific to the employee funds is that they provide a

new opportunity for also making more democratic those
decisions which are arrived at within enterprises but which
affect a firm's relations with the community as a whole, with
consumers, local authorities, the total environment, and so
forth. In short, the funds should make it possible to arrive in a

democratic manner at those investment decisions which affect
what is to be produced and where. Thus it can be argued that
the funds would involve a new stratum of democracy in
industry, lying somewhere between the two levels that have
been attempted so far, government industrial policy on the
one hand and the labour law route providing for co-determina-
tion within enterprises on the other.

There are obviously no sharp boundaries between these
different planes of influence. They intermingle. Nevertheless,
it may be meaningful to examine in turn the delimitation of the
funds zzs-,i-yzs labour legislation and industrial policy, as a
means of giving added precision to the agenda for the funds
and also obtaining pointers as to their proposed organisation.

The question of how far any extended right of negotiation
should stretch featured prominently in the discussionof labour
law reforms.In their minority report ro the original report of
the Royal Commission on Labour Law, and later in their
formal responses to the proposed legal formulations, the
representatives of LO and TCO (the Central Organisation
of Salaried Employees) argued that it should be possible to
conclude an agreement on eyery topic, including production
decisions. One might then think that the precise objectives of
the employee investment funds could be achieved via labour
legislation. But there is an important difference berween the
right to negotiate and conclude agreements about production
decisions on the one hand, and the influence over production
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which flows from the ownership ofcapital on rhe other. He who
controls the capital holds the right to initiate and the chance
positively to embark on implementing decisions which are
thought to be appropriate. In the last resort he who negotiates
can only say 'No'. He cannot press in the same way for parti-
cular decisions about proposed ventures if the owner of capital
is opposed to committing resources of capital.

This difference, between a positive right to initiate and the
possibility of stopping undesirable proiecrs, is illustrated
clearly by the fact that the most far-reaching proposal in
labour law which has been raised so far concerns a blanket
right of veto for the employees, for example over production
decisions. Such a right would dramatically strengthen the
employees' position. The employer could no longer take on
anything which conflicted with their interesrs. But even if a

right of this kind were to be introduced, it is obvious that
economic democracy could not be said to have become all-
pervasive. The right would remain, in fact, to take decisions
as to the size and nature of investments. Labour legislation
cannot therefore be a complete proxy for the power over
capital which the employee inyesrment funds would provide.

None the less, there are numerous points in common. It is
striking that such an overwhelming majority of those who
took part in the LO consultations on the funds concluded that
the ownership of capital was an essential or very important
complement to the labour Iegislation reforms. The funds would
clearly do this in an important way. Jusr as the right ro say'No'
to decisions about production to which one is opposed can be
viewed as a necessary if not sufficient step on the road to
economic democracy, so can the collective ownership of
capital be considered a necessary if still not sufficient con-
dition for the full implementation of the employees' right to
determine their own iocal situation at work. 

^That 
is how the

replies to the first question in the consultative process are to
be interpreted. Capital owned by the staff is regarded as

guaranteeing that the framework of the new labour legislation

can have poured ,^::,!:::,::'"::^,"t or rar-reaching
co-determination. If capital were to be entirely dominated by
private interests in the future as well, a quite different situation
would exist, in which every extension of employee influence
would be at risk the whole time and would perhaps have to be
captured anew. The funds would breach the opposition of
existing owners to employee influence, because every extension
of co-determination which the employees achieved would lead
to a corresponding loss of pov/er and influence on the part
of the present owners.

The funds can reinforce the labour legislation reforms quite
crucially in one other respect as well. The consultative process
provided strong support for the idea of utilising the income
from the funds for collective purposes) supporting these very
activities of employee representation on boards, broader
negotiating rights, improved status for safety representatives,
and so on.

When we turn to the relations between the funds and indust-
rial policy we have already made the obvious first point, that
the government and Riksdag ought to have the over-riding
responsibility for industrial policy. On the other hand, con-
crete investment decisions are hardly the job of government
bodies, now or in the future. Government industrial policy
ought to comprehend guidelines and plans for the broad sweep
of development, for steering investment tov'ards areas of high
unemployment and away from overheated regions. It should
seek to achieve a sufficient volume of investment to maintain a

competitive industrial structure. It should be responsible for
development work in sectors which have been given social
priority. It should seek to ensure that manufacturing processes

are sensitive to the environment both outside and inside plants.
The mechanisms of control which it deploys may be gentle or
firm, depending on the importance of the question and the kind
of response which government planning evokes. But scarcely
anyone imagines that it would become customary for the state
to intervene and make the specific decisions. The vision of
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future government industrial policy embraces the strategic

planning which will increasingly be required to ensure jobs for
all and the growth of essential production, while utilising
production methods which do not make excessive demands on

the environment and on the stock of resources. What it does

not comprehend is a planned economy on the Pattern which
exists today primarily in the Eastern European states.

Industrial policy would then be limited in scope as well, as

long as industry continued to be dominated by private capital.

Specific decisions can be affected by the negative device of a

ban, though this policy instrument has rather a narrow range of
usefulness. The technique of prohibition may be used to
protect particularly sensitive environmental areas, as a means of
preventing production which is directly harmful, and so on.
But prohibitions can hardly be used on a large scale as a means

of achieving what is actually wanted without at the same time
putting at risk positive and essential production decisions.

Incentives provide a more positive control mechanism. The
government can nudge private decisions in the direction
favoured by its political objectives by offering inducements

such as tax concessions, investment grants, location subsidies

and training grants. But although they can be a more useful

stimulus than a direct ban, even incentives have a fairly
restricted range of usefulness. If they are to Persuade firms to
arrive at different decisions, economic incentives must be

strong enough for the expected rate of return on the new

decision to exceed the expected profit on the previous un-
influenced decision. The implication is that incentives augment

profits and the accumulation of assets in the hands of owners of
capital. As long as these consist mainly of a handful of private
persons there is a conflict between the call for greater equality
in the distribution of ownership and the desire to persuade

decisions in a particular direction. Under the existing structure
of ownership, therefore, economic incentives can only be used

on a modest scale. They can quickly become costly and involve
some major redistributions from the multitude of taxpayers to

the few who own ":::;.';{"'"1;rT!,,vestmenr funds can
accordingly have a value of their own in connection with
government policy towards industry.

In the last resort it is the totality of all individual investmenr
decisions which companies take that determines industry,s
future. One can assume that the over-riding objective of
industrial policy will be comprehended quite differently from
the present sysrem in companies which 

"orn. 
to be dominated

by employee funds. Quite the most obvious difference will be
that social and private employment objectives will largely
coincide. In the purely private enterprise, employment hai no
value in its own right; rather the reverse. Ii is-true that the
freedom of employers to dismiss staff without let or hindrance
is-limited by the legislation on security of employment, notice
of redundancy, and so on; and many firms do j"-onrtrut" ,
considerable degree of responsibility towards those they
employ. Nevertheless, fewer staff employed means lowei
costs for the firm. The higher social costs which the community
as a whole may have to bear are not something that the firm
need take into account. Private companies can therefore use
employment as a kind of 'hostage' or pi-essure against the
community. (This is not to pass judgement on the morality or
otherwise of such behaviour; it is simply a fact of life in an
economy in which business profit is the supreme criterion in
decision making.)

In the employee-dominated economy, on the other hand,
there is the basis for greater accord between the community
and the company, and firms can be expected to be morl
sensitive to the needs of industrial policy. The community
also becomes more free ro deploy economic incentives if thl
fruits do not accrue to a few private capitalists but to employees
as a whole.

As a matter of fact, the introduction of employee investment
funds would greatly strengthen the prospects for sustaining
and developing the market economy in areas where it functions
well. It should be easier in an employee-dominated economy to
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bring a frrm's decisions into harmony with social obiectives

without the community having therefore to step in and control
the various decisions in detail.

Thus the employee investment funds have their own job to
perform, both in relation to worker influence at the local level

hnd to the comprehensive tasks of industrial policy. There is

therefore no conflict between pressing simultaneously for
reforms in labour legislation aimed at strengthening the posi-
tion of labour in relation to that of capital, for a stronger
government industrial policy, and for the introduction of
employee investment funds. On the contrary, it will be for the

funds to enhance the legal status of the worker and at the same

time support overall industrial policy. This will be possible
because of the two main duties which will fall to the funds:

administering the income from the portfolio of shares, and

representing the funds'shareholders at board level.

THE FUND INCOME AS A MEANS OF ASSISTING LOCAL

EMPLOYEE INFLUENCE

One of the fundamental conditions of our proposed system is

that the collective capital of the funds must not be consumed.

Any departure from this requirement would imply that the

capital was either being consumed or returned to the previous
owners, and that would of course be contrary to the object of
transferring part of the growth in capital to the employees as a

group.
The yield on the capital of the funds, i.e. the dividends on

the total share capital, can be likened to the rebates which
consumer co-operatives disburse. These can be disposed of
freely by the members, and used for consumption or saving as

the individual chooses. But just as the co-operative rebate is

determined only after a proportion of the profit has been

earmarked for new investment, so must part of the yield on the

funds be reserved for the purchase by the fund ofnew issues of
shares. Companies sometimes turn to their shareholders, and
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have increasingly done so of late, to obtain new capital; to
finance new investment on too large a scale via borrowing
would lead to a worsening of the equity/debt ratio (solvency
level) of companies. The employee funds must be able, indeed
eager, to participate in these new issues, otherwise their
proportion of the total share capital would decline or ar any
rate grow more slowly. W'e therefore assume that the employee
investment funds will make full use of their rights to subscribe
to nev/ issues of shares.

For some years new issue activity in Sweden has been
decidedly modest, amounting to 2oo m.-3oo m. crowns a year,
while the requirements of capital by companies have been
several times larger, if they wished to preserve some desired
relationship between their own capital and borrowings. New
issue activity did, however, gather pace in the course of ry71,
and it is likely to remain substantial over the nexr few years,
having regard to future investment requirements. It is likely
that the fourth National Pension Fund will be able to conrri-
bute an increasing share of this risk capital, but the employee
funds must for their part ensure that they safeguard their own
growth prospects. It is not unrealistic to assume that half of the
yield accruing to the funds will be required to finance the
purchase ofnew shares arising from new issues.

It is in the allocation of the remaining half between reinvest-
ment, private consumption or collective consumption that some
choice is possible. Reinvestment can take various forms, such
as the purchase of shares either in one's own firm or through
the market, investment in pension funds or banks, supporting
weak industries or acquisitions of companies. A remarkable
number (nearly 14 per cent of those who commented at all, and
over 6 per cent of the total) of those who participated in the
study campaign in the autumn of ry71 proposed some of these
alternatives, although they were not mentioned in the study
material which was distributed. Share purchases were the most
popular alternative, and it appears from the answers that what
people most frequently had in mind was joint purchases by the
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employees in a firm and, less frequently, purchases of shares by
individuals. There were also many advocates of the idea that
the income should be used to support weak enterprises. A vote
in favour of reinvesting income in some of the ways indicated
is comparable to the choice which the individual member of
a consumers' co-operative makes when he refrains from with-
drawing his rebate for direct consumption. There is clearly a

substantial body of opinion among the members in favour of
utilising the income from the funds for industrial policy

PurPoses.
However, the main alternatives among which the partici-

pants in the study campaign were asked to choose related to
the question of whether the income should be used for col-
lective purposes or for making disbursements in cash to
employees. Even bearing in mind that the former alternative
was recommended in the study material, the views of the

members must be regarded as unequivocal, in that no fewer
thar. 94 per cent of the total wished to see the income used in
some collective manner.

The yield on the funds should benefit all employees, irres-
pective of where they are employed, in large or small enter-
prises, in private or public activity. It can and should be an

instrument of trade union solidarity.
Our study material instanced four examples of possible uses

to which the income could be put: (a) education in business

economics and political economy, (b) support for safety at

work, (c) research and development in work organisation and

(d) support for the adjustment teams set up to assist older and

handicapped workers. The participants were asked to indicate

themselves additional examples of uses for the available in-
come, and they readily did so. Comments on this point
accounted for no less than half the total comments reported. We
can therefore say with some justification that the question of
the utilisation of the income aroused considerable interest
among those members who were interested in the study
material. Table z indicates how the comments can be grouped
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roughly into categories in response to Question 3 of the sudy
material.

Table z Suggesrcd uses for fund income

Education in business economics and political economy
Safety at work (including health services)
Research and development in work organisation
Support for adjustment teams

47
Purchases ofshares ry
Support for weak firms and other measures of industrial

policy
Recreational facilities
Social benefits
Reductions in union dues
Cultural activities
Other proposals

t1
Total roo

These results are not to be interpreted as meaning that the
majority of the members gave a lower priority to the alter-
natives suggested in the study material which was distributed.
It can be assumed that many of those who put forward no
proposals of their own considered that these alternatives u,ere
appropriate ones. But it is quite obvious that there is a strong
body of opinion in favour of utilising the income for industrial
policy purposes. During a fairly lengthy period of build-up
the yield will not be large enough to permit worthwhile efforts
along these lines. However, we shall demonstrate in the next
section that industrial policy in a certain sense can be pursued
within the framework of the proposed system of funds, and

that this can be done not merely with the help of the income but
via the increase in the influence which employees will in due

o/
/o
z6
t)
4
4

t)
7

7

4

)
6
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course come to have over management decisions. It is impor-
tant to keep in mind the expression of membership opinion on
this point in constructing the fund system.

All the proposals for the uses to which the income should be
put share the view that they should be devoted to supporting
local union activities, and not be used to reduce the obligations
that normally rest on other groups, in particular companies and
the community at large, to support such things as education,
research, and the industrial and social responsibilities of the
community. Safety at work, personnel prli.y and company
health schemes are the kind of activities which fall to com-
panies. Trade union resources ought not in principle to be
utilised for such purposes. But the unions, particularly local
branches, do require large resources if they are to be able to
play an active part in all those areas in which they are demand-
ing greater efforts from the community and from companies,
but in which positive results can only be achieved if the union,
i.e. the members themselves, can be made to take an active
interest and bccome knowledgeable and competent. Local
unions should take stock of the numerous problems in the
workplace, formulate demands for action by the community
and by companies, ensure practical and aggressive application
of the content of agreements and legislation, and safeguard the
interests of their members in every situation and on all the
levels to which the labour legislation reforms give them
formal entitlements. Legislation and the texts of agreements
only provide the frameworkl whether they are to be given
living content is a matter of u,i11, membership activity and,
above all, of resources.

The community and business firms should be responsible in
part for furnishing these resources. But it is an inestimable
advantage if the trade union movement itself can manage to
mobilise a significant share of the resources and dispose of
them as it thinks best. It is no accident that the members gave
pride of place to matters of education. The existing range of
commitments of the trade union movement already makes

sreat deman o",,,,^!!,i^I!,'o!;'^l,i,L", ., a srender cadre

of union officials but for large groups of members. In fact the
most effective counter to any bureaucratic tendencies in the
unions and the best way of reducing the gap between elected
officers and other members is via a broadening of this educa-

tional activity, and also by allowing union duties to circulate
among the many, and in general increasing union activities.
The vitality and bargaining strength of a trade union move-
ment depend on membership activity, and that in turn depends

to a high degree on the knowledge and competence of the
members. Moreover, we are now at the beginning of a new-

phase, where employees have wrested for themselves the right
to exercise a real influence within companies. These reforms
have been met by two sorts of criticism. One, coming mainly
from employers, claims that the reforms in labour law will
cause uneasiness, unwieldy decision-making processes, and
inelficiency in industry; the other, distrusting all reform,
claims that in reality there is little to be gained by employees
and that the reforms will remain paper tigers. Despite their
apparently different sources, these criticisms have one thing
in common, namely, a lack of confidence in the capacity of
trade union members to master these new responsibilities.

The educational tasks ahead are manifold. The participants
in the study campaign gave priority to business economics and

political economy. Many union members who have had

experience as members of company boards feel that their
contribution has been inadequate. Others consider that the
labour legislation reforms will make major demands on their
trade union skills in these areas. Many declare that a system of
employee funds will stand or fall with the prospects for raising
the level of education among those who one day will assume

part of the functions of ownership. Thus it is very important
to devote more intensive efforts to the educational work which
has already been launched for those members who are to be
concerned with implementing the labour law reforms. The
old saying, 'Knowledge is Power', is a truth that appears
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increasingly self-evident when the nev, labour lan, comes to be
applied in practice.

The unions are already short of employee consultants who
are meant to provide experrise in support of union representa-
tives on boards of directors. The need for expertise of various
kinds will grow in step with the implementarion of the
reforms in working life. The prospects of the unions recruiting
people for this purpose are rather limited, and could be
broadened if the ernployees were themselves to establish
educational institutions with their own resources. There is in
Sweden a business school which is principally financed through
private donations. The unions do not need to establish a

similar institution in order ro sarisfy their own training aims,
but it does not appear t<r be unreasonable to envisage that the
specialists who will in future provide support for employee
interests on boards should receive part of their training under
union auspices.

There is a similar argumenr in favour of a trade union
initiative in research and investigarion work. Most of the
research in business economics and political economy is
carried out in governmenr institutions and with public
money. But private industry does finance a significant amount
of research, for example through the Industrial Institute for
Economic and Social Research (IUI), which deals mainly with
long-term problems. Other research projects are financed by
the Industry and Society Studies Group (SNS). A lot of
fundamental and contract research in business economics is
carried out at the Economic Research Institute of the business
school in Stockholm. The Swedish Employers' Confederation
finances a special research institute for personnel administra-
tion studies.

The above list is incomplete, and it is not intended as an
attack on industrially sponsored researchl but it does demon-
strate how utterly passive the labour movement is in this key
area. It is illusory to imagine that research can be free from
value judgements. Research methods are, or should be, free of
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The unions should abandon their passive attitude in this field
now that they are on the way to acquiring a new standing in
working life.

Educational problems also loom large in considering more
resources for union activities dealing with safety at work and

the working environment. The main responsibility for the
environment at work does not lie v'ith the trade union nrove-
ment. Nevetheless, the nature and effectiveness of activity in
this area are heavily dependent on union action. Regulations
about the working environment can only determine minima
and set thresholds. More resources are required to provide
safety representatives with qualified training, to enable thern
more readily to take the initiative in necessary measurenent
and investigative work, and to give them the support of special

expertise. The yield from the employee funds should not
be used to relieve industry and the community of the burden of
duties which rests on them. But the capability of union mem-
bers and their local representative officers should be increased,

so that they can be both vigilant and knowledgeable in working
for a good environment and keep a continuing watch on this
evolving subject, while pressing also for an improved en-
vironment at work. The income frorn the funds can possibly
be used to provide better information, service and consultancy
at the sector level, particularly for the benefit of people em-
ployed in small firms.

For some years norv adjustrnent teams have been at work in
firms throughout the country endeavouring on the basis of
tripartite co-operation to find ways of facilitating the employ-
ment of older and handicapped workers. This is an important
trade union mission, and the union members of these groups
should have access to better training and expertise. These

teams can be viewed as one strand in developing more direct
influence on personnel policy on the part of employees, and it
is therefore essential that employees should also be given the

resources to cope with these new undertakings.
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Most of the remaining suggestions for deploying the income
from the funds concerned individual benefits, such as improved
recreation facilities. While education and research have to be
managed centrally if they are to be effective, this last proposal
is one which can best be determined locally. The same applies
to cultural activities. Quite a significant number of people
mentioned this, when one bears in mind that it was not touched
upon in the study material. In many quarters of the labour
movement the commercialisation of culture is felt to be
profoundly unsatisfactory. Neither the community nor the
labour movement itself does enough in this field. Various
kinds of cultural activity could with modest resources be
undertaken to meet the wishes and needs of members at their
places of employment. In some plants there have been experi-
ments with libraries and lending of works of art. Art exhibi-
tions, music and theatre groups could be organised in con-
junction with the workers' educational associations. If these
activities v'ere linked to the workplace they would also reach
people who have traditionally been placed, or placed them-
selves, beyond this consumption of culture. If part of the yield
of the funds were to be used for the purpose of injecting vitality
into trade union cultural activities this would also release
energies for rnaking the workplace more democratic.

All these possible uses for the income of the funds which we
have mentioned so far are an expression of solidarity within the
totality of employees, meaning as they do that resources that
have been earned in profitable enterprises are disbursed for the
benefit of employees throughout the whole economy. This
solidarity can and should be strengthened further in one
important direction: that of the solidarity between the em-
ployees of large firrns, who in many respects are favoured by
social and labour legislation and also negoriated agreements,
and those working in small companies who are left outside.
The employee funds system musr not in addition become a

part of what one union leader has described as a move in the
direction of First and Second Division teams within the trade
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union movement, with solidarity fading in consequence. It is

repugnant to think that a proposal whose ultimate objective is
that of strengthening trade union solidarity could end up
enfeebling it.

Most of the legislative enactments dealing with working life
penalise small firms by setting thresholds for their application
at a minimum number of employees, usually fifty or one

hundred. To put this point in perspective, just over 4,ooo firms
in Sweden, or t'7 per cent of the total of some 2to)ooo enter-
prises, had more than fifty employees in ry72. A threshold of
fifty applies under the Safety at Work Act to the appointment
of safety committees, while the experimental legislation on

employee directors applied only to companies with more than
a hundred employees (reduced in ry76 to twenty-five em-

ployees). Similar limits are contained in the agreements

concluded by the central labour market organisations. Em-
ployees can demand that a Works Council be established only
in firms with at least fifty employees, and as a result small
firms cannot set up economic committees or appoint em-

ployee consultants. Information and trade union education

work also encounter greater difficulties in small firms than in
others.

So far we have only discussed small and large companies or

frms, but whatever the size of the firm the small workshop or
establishmenr usually gives rise to various special problems'
The building industry is a good example of this, for it is an

industry in which workers are frequently employed on small

projects ofshort duration. The financial resources for regional

safety representatives in the industry are considered inadequate

to cope with the work on a continuing, preventative and regu-
latory basis in the smaller workplaces. Adjustments teams

cannot be linked to companies, but instead there are building
worker boards, whose activities are hampered by the large

proportion of small establishments. It is also difficult in practice

to apply the legislation on educational leave and training of
trade union officers to small places of work. Some of these
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circumstances are peculiar to the building industry, bur others
are similar in other industries with small workplaces.

It is nirt in the least surprising that membership opinion
was critical of the idea that a sysrem of employee investment
funds should operate with similar size limitations. We have
already noted that many participants wanted to lower the
minimum size below fifty employees, and a further significant
number wanted to include every enterprise irrespective of
size.

The accumulation of funds has to be restricted to firms of a

certain minimum size for practical reasons. This rneans that in
the remainder the formal possibility of employees acquiring in-
fluence via co-ownership goes by default. Drawing the boundary
line in this way means that the same categories of employees
who are already at a disadvantage in other reforms of working
liferboth legal and negotiated, continue ro suffera disadvantage.
All the more reason, therefore, for giving preference in the use of
the funds to,benefiting employees in small firms. They should
be allocated a disproportionately large share of the total income
so that they can strengthen their union resources and become
better equipped to acquire for themselves rhe various improve-
ments made via the reforms. The extra resources should
accordingly be used to improve training and the working
environment, for more intensive work in support of adjust-
ment teams, for better information, and so forth. To some
extent these activities should help the owners of small firms as

well. One interview study into the educational and training
requirements of small businessmen indicated that they them-
selves consider that their training needs are greatest in the area
of legislation and agreements relating to union matrers and
personnel questions. Those interviewed considered that the
training available at present is far too theoretical and directed
at the problems of large companies. Both parties should
benefit if small businessmen are able to take part to some extent
in the trade union training activities. if they become better
informed and more knowledgeable, for example about the
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Exactly how the funds are to be disbursed is a practical
question. The essential point is that a substantial proportion of
the profits of larger companies should be devoted to increasing
the resources available for making small businesses more
democratic. In that way the employee investment funds
become an expression of solidarity between different groups of
employees.

COMPREHENSIVE TASKS FOR THE FUNDS

For a variety of reasons it is not possible at this stage ro
formulate in a concrete form the more far-reaching tasks which
will fall to the funds. In the first place, a lot of water will have
flowed under the bridge before the ownership of the funds is
large enough for us to be able to speak of a fundamental shift
of power which does make possible comprehensive decision
making. Circumstances and needs rvill be changing all the
time. Decisions taken through the funds will also depend on
how official policy towards industry takes shape. The precise
structure of the comprehensive duties of the funds will
accordingly be a topic that emerges in step with the growth of
the funds.

Some reflections may nevertheless be in order. The funds
will exercise their influence through representation on boards of
directors. The board is the governing body of the individual
company. Thus it is not self-evident that decisions taken there
are comprehensive in the sense that they take account of
outside interests - for instance those of consumers, the whole
industry, local authorities, and so on. The prime duty of the
board is to safeguard the interests of the enterprise. If we wish
to allocate more comprehensive duties to the employee
investment funds, therefore, their organisation has to be built
up accordingly.
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'We have already stressed that the policy of solidarity in

wages is fundamental to the Swedish unions. A system of
funds in Sweden must not operate in such a way that market
forces are again given greater scope in wage determination.
The closing of wage differentials has been a v,elfare gain of
decisive significance, and it must not be lost. Company board
members who are appointed on the basis of the funds' share of
ca-pital ought therefore to be responsible to a wider constiruency-
of employees than those working in the enterprise. If they
were responsible only to their own company group of em-
ployees the principle of wage solidarity would in thJlong run
inevitablybe at risk. The pressure to exrract whar one could for
one's own group could in many instances become irresistible.

In other respects as well, a pronounced local wotker emphasis
could be expected to promore a more self-centred system, with
perhaps even tougher competition in markets than prevails
under the existing system. We should not underestimate the 1

collaboration and planning of strucural change which a few I
dominant groups of ov'ners are able to achieve in Sweden. I
True, this takes place in the interests of private capital, but I
despite that we can probably assume that it is less chaolic than a 

Imore atomistic free market system.
The very concept ofplanned strucrural change can serve as a

starting-point for some reflections on the future all-embracing
tasks for the funds. Amid all the uncertainty surrounding the
distant future in which the funds will be functioning, one
prediction can be made with certainty, namely, that the real
world that surrounds us will be constantly in flux. Adjustments
to new circumstances are never achieved once and for all. They
occur and recur. Foreign markets change, the trend continues
to an increasingly highly productive industrial sector which
requires fewer employees, the age composition of the popula-
tion alters, and with it the needs of the people. Tastes ihing",
needs become saturated, and so on. The apparatus of produc-
tion has to adjust. In the unbridled market economy change
frequently strikes ruthlessly and hard, particularly at those
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who are employed in industries and firms which lose their
markets.

Anticipating change, finding alternative products, planning
for and carrying through the necessary closures, and developing
new and viable products for which there is a demand - all of
these provide opportunities to adapt the steady process of
structural change to people's basic need for work and welfare.

Change itself also carries within it the seed of possible
improvements in the environment of work, although such
improvements are by no means the inevitable fruit of change.
The technological changes which have resulted from the severe
alterations in economic structure of the past twenty-five years
are clear testimony to the fact that an improvement in the
environment at work was in no sense one of the objectives of
the changes. The improvements which nevertheless have been
made may often appear to have been fortuitous, a byproduct of
a general improvement in the performance potential of equip-
ment and organisations. At the same time new environmental
problems have been permitted to develop on a scale which is
probably still largely an unknown quantity, at least in the
sphere of chemicals. Planned changes in the structure of indus-
try which are being pursued by employees must incorporate
the rigid stipulation that improvements in the working
environment are a keystone of change.

One guiding principle for funds in discharging their more
comprehensive duties is that they should collaborate with the
official bodies dealing with industrial policy. One can imagine
the extra effectiveness which present industrial policy would
have if its intentions were in fact translated into action by
company boards of directors. It should be possible to develop
an interplay between official policy towards industry and the
claims of employees which they formulate on the basis of their
new experiences in productive life, and this interplay can in
addition hold out the prospect of further fruitful developments
in the future.
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Chapter 7

The Structure and
Administration of the Funds

Com if every employee

economic influence which a system of funds can provide. On
the other hand it is also the case that the people who work in an

enterprise do have a legitimate special interest in it, which
srarrants their having a proportionately greater influence over
the decisions of their own firm than people who are less directly
involved.

ADMINISTERING THE INCOME

If the income or yield from the system is to benefit all employees
there is only one solution: a central clearing fund to which all
the income is channelled.

The majority of those who took part in the LO consultative
process and responded to this question also expressed the view
that the income should be administered entirely by a central
fund. Ten per cent voted for regional and y per cent for
sector funds, while only 6 per cent preferred that funds should
be linked to the individual company. Of the 2g per cent who

The Structure and Administration of the Funds

proposed combinations of different systems, 22 per cent
preferred a combination which included a central fund.

It is clear then that the idea of funds linked to the firm has
little support as far as administering the income is concerned.
This is regarded as a task for a larger group than a firm's own
employees. Many comments in the replies expressed the view
very clearly that people wish to see the income used in com-
mon, in the first instance for training, for supporting improved
working environment and for certain industrial policy activi-
ties. The suggestion that the income should be used in support
of local employee influence, an idea which evoked a strong and
sympathetic response among the members, does not prevent,
but indeed requires, that the resources of the funds should be
centrally administered.

REPRESENTATION ON BOARDS OF DIRECTORS

The other main task of the funds is to nominate members of
boards, and in this respect there is more freedom of choice as

regards the level of organisation. It can even be argued that if
the central clearing fund were also to nominate board members
this would amount to an unnecessary and excessive degree of
centralisation. This view found support in the consultative
process. A maiority favoured a central clearing fund to admini-
ster the income, but only r r per cent wanted to have the
central fund nominate board members. The alternative to
board representation which attracted most votes was regional
funds, with 34 per cent, followed by sector funds, with 17 per
cent. Together with those who recommended a combination of
central, regional and/or sector funds, an overwhelming
majority, 70 per cent, therefore wanted board representatives to
be nominated by some kind of more comprehensive funds.
Twenty-seven per cent wanted board members to be nomin-
ated by company funds. As the question was framed, one can

assume that these replies express a general stipulation that the
system of funds must not be constructed in such a way that it
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encourages company or group egoism. The weight of opinion
irr favour of regional funds can likewise be viewed, in the light
of the formulation of the question, as an expression of a

recommendation in favour of joint solutions which give some

representation on boards to groups of employees who are not
directly affected by the system of funds in their ov/n enterprises.

On the other hand, the variations in the replies to both
questions are also proof of a desire on the part of the members

to have elections taking place nearer the members than in the
case of the administration of the funds. The fear of domination
by bigwigs and of direction from on high is very forcefully
expressed. True, only a small minority, some 8 per cent of
those who commented along with the replies to the questions
that were posed, expressed such fears. It is, however, obvious,
and the point has emerged not least in the course of the
information campaign which was arranged during the autumn
of ry71, that the fear of rule from the top and the stipulation
that board members should be nominated locally should be

given considerable weight. In any case there is a clear expres-
sion throughout of the view that it is important to have em-
ployee influence strongly underpinned at the local level. More
than 9o per cent took the position that the local union club
must always have the right to nominate when representative s

on boards of directors are to be selected.
In our judgement the construction of the funds must respond

to the need to associate the system closely with local questions
of co-determination as well as with more all-embracing
structural issues. Individual employees must be able to feel that
their particular funds are part of the process of making their
ov/n particular workplace more democratic. Equally, every
employee must also experience the funds as part of the process

of making decisions about economic change more democratic.
One democratic check which could prevent administration

from being carried on over the heads of individual employees
would be a mutual right of ueto, by which local unions and

regional or sector funds had to be in agreement about appoint-
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ments to boards. But we should like to go a step farther, in a

direction suggested to us by the membership opinion as expres-
sed in the consultative process.

During the phase when the funds are being built up, they
could well operate mainly to strengthen co-determination and
rather less as a vehicle for influencing economic progress. We
infer from this that, to begin with, anv board members shciuld
be chosen by the local organisation, which is best placed to
assess those matters pertaining to co-determination which
should be pursued within the individual enterprise. In due
course, when the holdings in most large companies are bigger,
the prospects of influencing economic developments will
change, and more comprehensive funds should then enter the
picture. We therefore propose that the local plant unions
should themselves appoint the number of board members
warranted by the first zo per cent of the share capital of a

company, and they would have the right to do this at a

company's annual meeting. For additional board places to
which subsequent share acquisitions entitled them the local
plant unions would have the right to rnake nominations and

also a right of veto, but the right actually to make the appoint-
ments should rest with a more comprehensive fund.

SECTOR FUNDS

It is a nice question whether such an intermediate fund should
be organised on a sector or a regional basis. Many of the issues

in which the funds could participate, such as market knowledge,
product development and job environment problems, are very
heavily focused on the sector or industry. Some form of
organisation by sector is therefore desirable in order to ensure
the proper collaboration and perspective on such topics.
Indeed, employees will need to be equipped to deal with these
matters if in due course they are themselves to control the
changing structure of industry instead of simply being its
victims or agents. From the very launching of the system of
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funds, therefore, provision should be made for establishing
industrywide consultative and advisory bodies - what we call
sector funds.r

To start with these bodies should mainly serve as a resource
base for company directors who are appointed by the local
trade unions. It may be of enormous significance to them to be
able to have recourse to qualified expertise ifthey are to have a

chance of exercising an influence on decisions in the interests
of the staff Issues such as the working environment and work
organisation are closely intertwined with co-determination, and
valuable contributions on these subl'ects can be made from
the outset. The existing employee representarives on boards of
directors should obviously be given access to rhis expertise as

well.
As these sector organisations become knowledgeable about

their industry and as the funds gradually acquire more shares
and greater influence, they should concern themselves more
intimately with the commercial side of the industry, so thar
they can make a significant contribution to its future develop-
ment. We also take the view that these sector funds ought to be
the agencies which appoint board memberswhen shareholdings
in a company come to exceed 20 per cent of the issued capital.

From being at the beginning simply advisory and consulta-
tive bodies, the sector funds will gradually become more
involved in decision making. They ought not, however, to be
regarded as a kind ofparent company in a concern; the parti-
cipating companies should have much more independence than
that! One of the tasks for the sector funds will be to assemble
expertise and information which are significant for the growth
of the sector in the context of government industrial policy. In
that capacity they can function as a base organization and
support system for members of boards, whose appointment is
also one of their duties.

r These sector funds are not to be confused with the branch funds and branch
rationalisation funds which we discussed in Chapter z, and which were intended as a
device for reinforcing the policy ofwage solidarity.
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Union members and union organisations will certainly put
forward suggestions on all kinds of matters, and narional
unions and LO Congresses will debate and approve action
programmes. These cannot bind the sector funds in any
formal sense. Naturally, the representatives appointed to
sector funds will be elected on these platforms and in practice
they will therefore be committed to work for their implemen-
tation. In this manner the representative demr)cracy of the
unions, which has its roots in the individual union member,
will be able to influence the activities of the sector funds.

the bei nt
fromlarious

tareIs. Members oug
among the unions directly affected; other employees, for
example those in central and local government, who do not
work in the companies covered by the system of funds, have
every right to demand some say about the development of the
economy. There should therefore be some representation of
the public interest on these sector funds. The community
will not of course pursue its national policy through the
sector funds, since it has other weapons of industrial policy
at its disposal. We can however anticipate intensive collabora-
tion between official industrial policy and the employee
investment funds, and this process will be facilitated by having
publicly appointed members on the sector funds.

It should be possible in sector funds with this wide repre-
sentation to devise general guidelines for board representation
in the firms in an industry which do take accounr of the inter-
ests of the whole aggregate of employees in a broad sense.
This should also help to counter any narrow self-interest on
the part of an industry and the firms in it.

The sector funds ought accordingly to include one or two
public members. Half the remaining members should be
appointed by the unions directly interested, probably through
their Congresses, and other unions should appoint the
remaining half of the union representatives.

IOI
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It will be seen that we have preferred an industrial or
sector basis to a geographical form oforganisation, despite the
fact that a regional form of organisation attracted mosr support
in the soundings taken via the consultative process (though
the margin over secror funds was not a large one). Our main
reason for this preference is that co-operation organised on an
industrial basis is more likely ro reap the benefit of planned
changes in industrial structure. Paradoxically, too, it is only
by not organising on a regional basis that a policy of moderating
regional disparities can be pursued. The major environmental
issues also tend to be industrial in their emphasis. In addition to
that, the alternative which was posed in the consultative
process was formulated in such a way rhat a preference for
regional funds became at the same time a choice for giving
every employee some influence, and not simply those working
in a particular industry. We have endeavoured in our design to
satisfy the claim that everyone should have some influence.
The regional element need not be lost to view, however, be-
cause the circumstances of the employee investment fund
system ought also to be taken into account at regional level,
particularly in regional planning. The employee representatives
on company boards of directors in a region ought to be
members of the consultative bodies which are involved in
county planning. These bodies should prove to be a very
useful source of information about the economy of a region.

THE ORGANISATION OF EMPLOYEE INVESTMENT
FUNDS - A SUMMARY

All dividends are paid into a central equalisation or clearing
fund, which administers and allocates this dividend income in
the various ways we have discussed. At the beginning, before
the stage has been reached when the sysrem has begun to
generate an entitlement to representation on company boards
of directors, this will be the only fund organisation. It may
also be appropriate for the national unions to appoint directly

Tlte Stucture and Administration of the Funds

the directors of the clearing fund. Smaller unions and those
with many small firms in their jurisdictions should be over-
represented. A majority of the LO members who expressed a
view on the question recommended that the ceniral fund
should have on it represenratives of the public inrerest. As we
have designed the scheme, however, the sole function of the
central fund will be to administer the income from the em-
ployee-owned shares, and the allocation of this income is so
much a domestic matter for the unions that we refrain from
proposing any such public inrerest representarion in the clear-
ing fund.

_ When the employee investment fund has gradually built up
large enough shareholdings to enrirle it to representation on
the boards of companies, rhe local unions will appoint the
number of company board members to which they ire entitled
by the first zo per cenr of the total issued capital of the com-
pany. Industrywide or sector funds will be set up as a means of
providing support and services for these locally appointed
board members. In addition to these support and idvisory
services, the sector funds will gradually come in addition tb
appoint the additional board members to which the employees
are entitled when the fund holds more than 20 per cent oi the
issued capital. The public interest will be represented in these
sector funds. Half the union representation in the sector
funds should be allocated to the unions which organise
employees in the sector, and half to other unions. On a regional
basis, employee representatives on company boards ought to
consult and keep in touch with one another and with the
regional planning aurhority.

The scheme is summarised in Figure z.
As always happens when an allocation is made on the basis

of some principle, there will be problems of demarcation. Many
companies operate in several industries. Others have sub-
sidiaries in different industries. In such cases different sector
funds could appoint representatives according to a system of
'demarcation agreements' based on experience from trade
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union organisation work. The possibility that board members

from different sector boards might serve on the same company

board and that a company board appointed by oae sector fund
should permit another sector fund to appoint rePresentatives to
a subsidiary would indicate clearly how the system differs in
character from that of regular companies in a concern. The
employee investment funds are not the keystone in an organi-
sation which has legitimacy conferred upon it by the rules in the

Companies Act regarding the rights of the owners to make

decisions. They are instead components in a democratically
structured scheme for running the economy.
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Chapter 8

The Prospects of Success

In the introductory chapter we indicated the aims of a system of
employee investment funds as these can be interpreted from our
Congress directive and the underlying discussion. We sup-
plemented that statement of objectives with a brief examination
of the conditions which a sysrem of funds has to satisfy if it is
not to hamper the achievement of other social objectives. W'e
have reiected a number of methods because they did not meer
these conditions, and we eventually arrived at a specific
design for employee funds. This design probably suffers from
numerous deficiencies; it is based on value judgements which
not everyone sharesl and, in particular, it is not suited or
intended to solve more than a few problems. The employee
funds system is to be viewed as one part of a comprehensive
work of reform, as one of the many instruments deployed by
democratic socialism for steadily creating a better society for the
majority of the people. Since we have described such a system
as specifically as we canrit may now be worth asking whether it
really does match up to the prescribed aims. The quesrion can
be answered in the light of the many critical points which have
been made by our own members and by others.

DO THE FUNDS COMPLEMENT THE WAGE SOLIDARITY
por,rcyl

Some people posmlate that any scheme which is intended to
reinforce solidarity in wage policy has got to make it possible

T/te Prospects of Success

to redistribute the ability to pay wages between firms and
sectors, so they are unlikely to feel particularly satisfied with
the solution which the employee investment funds offer. We
have set out our reasons for rejecting any idea of such a
redistribution. But the problem with wage solidarity is not
primarily one of making the 'excess profits' of high-pay
companies disposable as potential wage increases for 1o.1-paid
groups. 

'S/e 
can assume that strong unions do exploit the whole

of the potential that is available for pay increases. The problem
is rather that the policy of solidarity ought nor to favour
owners of capital in high-profit companies. Possible solutions
to the problem are to be found in branch funds, higher cor-
poration tax and employee funds. We recommend the last for
reasons which we have argued in detail. Can such employee
funds then be said to constitute a supporr for wage solidarityl

The growth of the funds is linked to profits. To the exrent
that profits arise in profitable enterprises (more accurately, to
the extent that profits are higher than they would have been if
profitability had varied with wage setting) because a policy of
wage solidarity continues to be pursued in the future, these
excess profits will gradually accrue to the whole employee
collective. The high-wage groups who demonstrate their
solidarity with their low-wage comrades need nor fear that
the fruits of this cohesion will benefit privare owners. Thus the
funds can provide sffong support, and indeed prove a funda-
mental condition, for solidarity in pay policy.

It has been argued that the fund capital can only be ac-
cumulated in profitable firms, and that employee influence
through co-ownership is therefore confined to these com-
panies. A further alleged weakness is that small private
companies and the whole of the public sector are nor to parti-
cipate in the build-up of the funds and that in rhese cases the
employees are left right outside the system. This is true; but it
is no more thana half-truth. Other factors have to be noticed
as weli. There are no watertight bulkheads between the 4,ooo
firms which would be included on our proposal and the z4t,ooo
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which would remain outside. The larger firms employ over rj
million people, the smaller 8oo,ooo, and frequently employees
do not remain in 'their' particular group of companies for the
whole of their working lives. There is considerable mobility
between firms, sectors, occupations and regions. Nor is there a

clear boundary between the private and public labour markets.
In the course of their working lives many employees traverse
the boundary several times between companies which are
assumed to be in the scheme and others which are excluded. A
person working in a small firm who considers that the employee
investment fund system does not concern him may prove to be
taking too narrow a view. Later in life he may move to a

larger firm, or his company may become parr of a large
concern. His small firm may also be a subcontractor to
another company in which employee influence is greater, and
that may help to support the subcontractor.

Even more important, however, is the point that the
income from the fund will benefit every employee, and that
people employed in small firms will enioy the priorities which
we discussed in Chapter 6. An arrangement of this nature is an
expression of solidarity, between those groups which have been
able to use their trade union strength at their place of employ-
ment to increase the influence of employees and other groups
of workers for whom the small size of their firm and other
factors make it more difficult to pursue an improvement in the
working environment and greater democracy. On a long view,
this kind of cohesion may well develop into an important
support for wage solidarity.

Given these conditions, therefore, the system of employee
funds can accordingly be regarded as providing moral and
substantive support for the wages policy. W'e discern in some
of the criticisms of this reasoning a hint of a critical attitude
towards the wage solidariry policy as such. Those who are
eager to see groups who are already highly paid enjoying local
bargaining cannot be expected to applaud proposals which
are intended to strengthen union solidarity. All we .need

The Prospects of Success

remark here is that the r97t and ry76 LO Congresses gave
stronger support than ever before to the idea of continuing
along the road of solidarity in wage policy.

WILL THE FUNDS REDUCE THE CONCENTRATION OF

owNEnsHrpl

As we have observed earlier, the ernployee investment funds
can only counter the concentration of wealth in a quantitatively
small part of our national assets: the companies sector. Critics
have frequently pointed to this limitation, and asked why the

redistribution of property should be limited to shareholders in
particular, while accepting the much greater inequities that
exist in more important sectors, such as the real estate market.

There are two answers to this criticism. The first is that the
trade union movement does not accept the present distribution
of ownership in any sector, particularly the shocking injustices
which have occurred and are continually occurring through
speculation in land. These injustices should be rectified by tax
policy, but that is not an adequate reason for refraining from
employee funds, which have other and broader objectives.
Secondly, share ownership as a form of ownership differs
widely from other categories of ownership. This is so self-

evident that it really ought not to require further comment.
But a lot of people have claimed, probably out of hypocrisy
rather than ignorance, that they fail to see in what ways the
ownership of shares is unique, so we take the following
example to illustrate this obvious truth.

About 6oorooo Swedes own second homes. If we value each

of these properties atTSrooo crowns) second homes represent a

capital asset worth about 4yrooo million crowns. A small

proportion of this is borrowed capital, but the net proPerty is

probably worth about the same as the shares of quoted com-
panies. It is not unlikely that inflation and the rise in land

prices provide the owners of second homes with an annual

profit on their property which is no less than that of sharehold-
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ers. It can be argued that the inequities that exist berween the

Toqooo Swedes who do own shares and all the rest who do not
are no greater than those between the 6oorooo owners of
second homes and the large majority who do not possess

one.
The point of the example is not to lend support to this view

but to demonstrate its weakness. The owner of a leisure home
has made an investment, the yield from which he consumes in
the form of accommodation services for recreational purposes.
He makes no decisions and takes no actions which determine
the employment and livelihood of other people. The share-
holder, on the other hand, owns part of the apparatus of
production which is used in a production process during which
additional capital is formed. Directly or indirectly, the share-
holder has a right of decision over the way in which production
resources are to be deployed, augmented, removed, merged or
scrapped. It is this right of decision, which brings consequences
for the employment of other people, for the continued exist-
ence of the community and for the whole national economy,
which gives the ownership of shares a unique status as a strate-
gic form of ownership, and that is why it is important to check
any continued concentration of private ownership.

But does the establishment of a number of employee funds
really signify that this process of concentration will cease or
even be curtailedl We mentioned earlier that the stock market
is in the process of becoming more 'institutionalised', in the
sense that the proportion of private shareholders is declining in
favour of institutional investors such as insurance companies,
the fourth National Pension Fund, investment companies,
foundations and unit trusts. True, new groups of savers are

holding shares, but previous share-owning groups are turning
to new investment objects. It may be thought that the establish-
ment of employee funds will reinforce this process of institu-
tionalisation, that it will hasten concentration in the hands of
major stockholders. People who are reluctant to discern any
significant difference between shares and second leisure homes

The Prospects of Success

as forms of ownership will certainly not detect any difference

between the institutional holdings which currently dominate

the market and the employee investment funds- It will simply

mean that one Power grouP replaces another. The most vulgar

formulationt of thit asseirtion argue that private ownership

will be superseded by autocratic and bureaucratic funds.

With a few exceptions, such as some insurance companies

and the National Pension Fund, the institutions which manage

portfolios of shares are not organised in a democratic fashion'

They represent remnants of a society in which ownership is

carried forward and strengthened from generation to generation

through inheritance, successful entrePreneurship and family

loyalty. The employee funds will be democratically admini-

stered institutions devoid of private profit and Power aspira-

tion. The managers of the central fund will not be able to act as

bigwigs, since the fund will only administer assets which

.un.,oi be realised and possess certain Powers in allocating

income for a variety of purposes. In glaring contrast to the real

economic power centres of the day, the central fund, which has

been such a key target in the propaganda against the funds idea,

is a body which has no Power other than that of administering

,"rorr.", and income. It is a suPreme authority which has

nothing and no one to command, a bureaucracy without

bureaucrats, and a pow'er centre which has no Power.
The real 'power' rests with the board members in the indi-

vidual compinies who will for the duration of a lengthy build-

up period be appointed by the employees themselves, and

thereafter by democratically elected fund boards on the nomi-

nation of the employees. In that sense the employee funds will
mean that it becomes more difficult to have a concentration of
share ownership and that the employees - not the central trade

union bodies - will acquire the right to dispose over a larger

proportion of the shareholdings. Out of either ignorance or

malivolence it has been suggested that on our construction

employee funds will increase the power of the trade union

organisations at the exPense of the individual worker. In fact
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the system involves the extensive decentralisation of influence.
The shareholding will be registered centrally, but the rights to
which it gives an entitlement will accrue to rhe body of
employees in the workplace. This no rhrear to, but a pre-
requisite for, real influence. The term 'owner democracy'
has been abused as a cloak for a number of sham solutions and
can therefore not be used here. But what we can say is that
employee funds are a method of democratising ownership.

WILL EMPLOYEE FUNDS RESULT IN MORE EMPLOYEE
rNrr,uBwcnl

'Power' and 'Influence' are concepts which people who exer-
cise power of various kinds are reluctant to use. Talk of more
employee power therefore strikes many people as shocking.
What the ry7r LO Congress was searching for, however,
was a system which makes it possible to increase the influence
which employees can exercise on the basis of capital contri-
buted. We have just been arguing that employee funds reduce
the growth of capital on rhe part of private owners, and that
this therefore reduces their power as well. But does it follow
from this that employee influence will expand, that the funds
will become an instrument for making work more democraticl
Critics have asserted that the fund system gives the individual
employee neither real ownership nor influence. The funds have
been projected as a tool of trade union power aspirations and
an authoritarian mentality.

Union influence can be brought to bear on two different
planes: first in relation to conditions ar the place of work; and
second with regard to more all-embracing questions, for
example of an industrial policy nature. We have explained in
detail in the preceding chapters how the employee funds can
strengthen and extend union influence on both planes. The
most immediate thing is the support for union influence at
the local level, and this is the main object of the major reforms

The Prospects of Success

in labour legislation. Here the income of the fund is intended to
strengthen union resources. In this connection tens of thou-
sands of union members should be able to derive specific and

obvious benefit from the improvements in training, information
flows and other possible activities.

In due course, as the resources of the fund increase, the
second range of union influence will gather momentum; there
will be growing possibilities for the unions to influence the

more comprehensive and strategic decisions which manage-

ment makes. Employee representatives will participate in-
creasingly in these decisions. They will be appointed by their
workmates, but they will have access to specialist assistance

from, and consultation with, the sector funds or regional
councils, thereby obtaining a better basis for their assessments

than would be the case if they had to rely on data emanating
from the firm. When critics express the view that this arrange-
ment for the funds does not augment the influence which is

available to the individual employee they are simply expressing
their distrust of representative democracy and in reality
defending the existing disposition of power within industry.

WILL EMPLOYEE FUNDS AFFECT INVESTMENT AND

BuprovupNrl

Two completely incompatible points of view have been put
forward in the controversy about employee funds. According
to the first, the system of funds can and should be made an
instrument for increasing investment; capital formation is

regarded as a quite critical aim of economic policy. On the
other view, the system of funds and the construction proposed
for it will hamper investment and thus endanger employment.
In our introductory chapter we declared our intention of
designing the system in such a way that the system itself did
not alter the relationship between consumption and saving.
Nor, however, should the solution adopted impede the amount
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of capital formation which the authorities regard as desirable.
To put it another way, the fund system should be neutral from
the point of view of capital formation.

We can note right away that we need a high volume of
saving in Sweden if we are to satisfy the important investment
needs which are essential to her balance of payments) to the
desired improvement in the standard of living, and for in-
creasing the aid which she gives to underdeveloped countries.
In ry74 the gross saving ratio reached its lowest level since the
rnid-19;os, at iust over 20 per cent of the national product. The
decline could be attributed entirely to the large reduction in
public saving, including the National Pension Fund, while
the household saving share actually increased. The fact that
investment did not decline in step with the fall in saving was
entirely due to large-scale borrowing abroad by Sweden. The
Long-Term Survey argues that the most importanr task facing
economic policy in the period to r98o is that of increasing
domestic saving sufficiently to finance Sweden's investment
requirements out of her own resources while at the same time
reducing her indebtedness. The indications are that this object-
ive cannot be attained until the r98os.

From our point of view-, the trend in industrial investment is
of particular interest. The Long-Term Survey considered that
the required growth of exports and also the continued growtl-r
of public expenditure would necessitare a srrong increase in
industrial investment. It estimated that private investment in
industry would, in the late r97os, have to increase its share
considerably above the level that has prevailed at any time
since r95o. The methods of financing these additional invest-
ments in industry raise a very important question of distribu-
tion policy. The degree of industrial self-financing declined
substantially between the r9;os and r96os, but increased again
during the favourable years ry73 and ry74. There has been a
clear tendency to rely more heavily on external sources of
capital. Another method of expressing this is to say that the
solvency level of business firms, i.e. the proportion of total
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capital constituted by equity capital, has fallen heavily since
about r96o.

The government will probably endorse these assessments by
the Long-Term Planning Commission, which means that
efforts will be made via various policy measures to stimulate
investment in industry. The alternative recommended in
business quarters is that of relying mainly on higher profit-
ability and increased self-financing, though it is frankly recog-
nised that high profit retentions as savings involve 'a rapid rise

in shareholders' wealth, a sharp departure from the aim of
equalising the distribution of wealth'.t

A more correct approach from the standpoint of distribu-
tion would be to increase public saving. 'We noted a moment
ago that it was the reductions in public saving which were
mainly responsible for the decline in the total saving ratio. The
most convenient solution would be to increase employer
contributions as a means of restoring the previous relationship
between public and private saving.

By contrast, the employee funds have very long-term duties
to discharge, and they ought not to be us.ed as a vehicle for
increasing capital formation. At present and for perhaps the
next five years more investment will be important, but it is

inappropriate to get this mixed up with the main aim of the
fund system, that of bringing about a long-term shift in the
structure of ownership for the benefit of employees. The system
can on the other hand play an important part in facilitating
the capital formation which the community sets for itself and

can achieve by other means. Even if these consist principally of
an increase in public saving, the levels of self-financing
of the r96os will mean that most of the capital comes from
company profits. It is obvious that a situation of this nature
would be easier to accept on distributive grounds if part of the
increase in assets generated via self-financing were to accrue to
employees as a group than if, as in the past, this simply brought

t Olle Lindgren and Erik Lundberg, 'Overcoming the shortage of saving', in
Skandinaviska Enskilda Banken Quarterly Review, No. 3, r97y, p, ro7.
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about a further increase in the assets of the former share-
holders. In that sense, but only in that sense, can the employee
fund system be said to favour more capital formation.

Exactly the opposite argument has been advanced from
another quarter; not only can the employee funds not contri-
bute to an increase in capital formation, they risk enfeebling
investment by frightening risk capital away and undermining
companies' willingness to invest.

There is no denying that every authentic sharing of profits
must mean that some part of the future profit is transferred
from the original owners to the employees. The stock market
operates in such a way as to discount these reduced profit
expectations, and in all probability results in a fall in share
prices for the previous owners. Once this discounting has

occurred, share prices ought to stabilise again and the yield be
related to the lower prices. For future purchasers of shares the
situation regarding profitability is not much altered, on the
assumption that the market fully discounts the anticipated
effects of the system of funds.

The fund system does not differ in these respects from other
profit-sharing systems which do not only appear to, but really
do, give the employees a share in the profits. Those systems
which involve saving part of the wage, e.g. investment wage
systems, or which mean that the employees receive profit shares

instead of a wage, are of course not a burden on the share-
holders and do not have the effects which we have just dis-
cussed. They ought in all honesty to be called compulsory
saving, wage saving or bonus wages, but not profit sharing.

These fears of adverse effects on capital formation apply not
only to employee funds but to every proper profit-sharing
system; but this does not make the criticism any the less

relevant. This is of course somewhat curious, since it is some-
times made by the same people who themselves recommend
such profit-sharing systems.

No one can predict with certainty how the stock market
would react to the introduction of an employee investment
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fund system. Even very knowledgeable judges are rather
uncertain. No experience can be cited. As far as we are aware,
the profit-sharing system which the Swedish I{andelsbank
operates, for instance, has not led to a flight of shareholders,
although_ they are having to help to finanie a funcl or.vned by
the employees. But it is not improbable that stock mu.ket
quotations will fall as a consequence of the appropriation of
profit which we propose. This type of app.opiiution has been
likened ro a tax, and it has been ,rgr"d tt ri lt will have the
same effects. Let us assume that it is technically and legally
feasible. How is it likely to affect the supply of new-risi<
capitall

We have already remarked that our stock market is in the
process of changing its structure towards an ever_growing
oroportion of institutional shareholders, with a correspondin[
decline in private individuals as shareholders. It -uy b" thrl
keen propaganda as ro the allegedly harmful 

"ff..is of the
funds will frighten away some private individuals, at least for a
time. Increasingly dominant operators, including the fourth
National Pension Fund, will only refrain from share purchases,
however, if they find other investments more attraitive. it is
difficult to believe, particularly in an economy in which the
value of money is steadily declining, that the establishment of
employee funds would make the stock market lose its attrac_
tiveness for this latter group of investors. The strong rise in the
stock market in recent years, when profitability has been greatly
reduced, demonstrates that the stock market i, ,"-Jtrbly
resilient to bigger strains in the matter of yield than any that
a system of employee funds could cause.

We conclude that the fears of a decline in the supply of risk
capital are considerably exaggerated. it should alrobe"r"-e-_
bered that the increment of risk capital from shareholders
plays an extremely small part in the financing of investment. In
the period ry66 to ry7o, self-frnancing, i.e-. companies, own
saving, accounted for approximately half the finance, banks and
the capital market for ro per cenr, and short-term borrowing
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for no lesi than 38 per cent (an abnormally high figure which
must have been due to the exceptional conditions in ry7o).
Share issues, the risk capital in the proper sense of rhe term,
amounted to only 3 per cent of the total. However important
access to this form of capital may be, it thus plays an extremely
insignificant parr in the finance of industrial investment. The
possibilities of other external sources of finance and self-
financing are the decisive factors.

Even if the supply of risk capital will probably not decline
significantly as a consequence of the introduction of employee
funds, it may be that companies will show less appetite for
investment. Not surprisingly, the debate about employee funds
has thrown up a number of reasons in support of this thesis.
The prospect of the former owners having in future to share
their profits for the benefit of employees would make manage-
ment reluctant to invest in growth, it is argued. Investment
abroad would appear more attractive. The already weak
position of family firms would be worsened. There would be
little excitement in launching new enterprises. And so on.

These arrangements are scarcely founded on fact. The total
profitability of companies is not altered through the introduc-
tion of a system of funds. Their solidity is strengthened.
Increased influence for employees is likely to support the
growth of companies rather than the reverse. But these argu-
ments from the side of business are the expression of a negative
reaction to the thought that the structure of ownership and
power in industry is going to change. It would be foolish not ro
consider this reaction and its consequences for the private
propensity to invest as a facror to be reckoned with, and to seek
to counter it. If, for instance, the system of funds s/ere to be
introduced in an atmosphere of strong political disagreement,
the reaction could be a painful economic fact, particularly
during the critical early years of building up the funds. Some
of the participants in the LO study campaign doubted whether,
in fact, such a situation could be overcome.

The government obviously cannot leave investment and

The Proqtects of Success

therefore employment to its own fate, in this or in any other
situation. We discussed in an earlier chapter the question of
multinational firms, which disturbs many of LO's members.
We can assume that the community's knowledge of and
control over these enterprises will have been considerably
improved by the time the introduction of employee funds
becomes imminent. Government industrial policy is being
steadily strengthened and can be activated in the evenr of a

drop in the private willingness to invest. Tax policy provides a
further instrument for influencing the willingness to invest in a

positive way. If the decision to introduce employee funds is
made in the normal democratic manner, this very fact gives the
government a mandate to use appropriate policy measures to
ensure that the reform does not lead to an invesrment strike,
reduced capital formation and a drop in employment. There
v'ould undoubtedly be very strong popular support for the
idea of taking the necessary countermeasures, should such a

situation arise.

ARE THE FUNDS NEUTRAL Tfii'ITH RESPECT TO COSTS,
PRICES ENO P,q.YI

Every known profit-sharing system involves funds being
removed from the enterprise and transferred, with or without
an interval of time, to the employees. The enterprise must
regard this as a cost item, equivalent to a wage increase. The
increase in cost justifies higher prices. Whether this can be done
depends on many factors, including the construction of the
system. If the profit shares are available for consumption, this
increases total purchasing power. If the funds are tied for a

period, e.g. through some arrangement for saving or in the
form of share purchases, enterprises may find it more difficult
to implement price increases. However they are constructed,
these systems are clearly not neutral as regards costs and prices,
and this makes it impossible to assess whether the employees as
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a group do or do not obtain a higher share of company
saving.

An employee investment fund sysrem, in which the funds
never leave the firm, is, by contrast) neutral with respect to
costs. Nor have the critics argued in the debate about the
funds that they would raise cosrs and prices. What they have
suggested, however, is the possibility that firms would raise
prices in order to compensate their shareholders for the reduc-
tion in yield in consequence of the profit sharing. If the gradual
transfer of company profits to the employees is regarded as a
tax on net profirs, it is impossible to argue at the same time that
this tax could be shifted on ro rhe consumers. There is in any
case no purchasing power available ro meer this shifting, in the
event of no profit shares being disbursed in cash to the
employees.

Nor is any attempt on the part of companies to shift this
'taxation' backwards, i.e. to compensate the former share-
holders through an equivalent reduction in wages (though it
would be more realistic to think of a lower rate of increaie in
wages), likely to succeed. Swedish wage policy follows what
is termed the EFO model; that it to say, it is determined in
the main by productivity increases in the export industries and
the course of international prices.r In a certain sense this can
be regarded as the scope or potential which is available for
increases in pay, and this is not altered as a result ofa redistri-
bution of ownership between owners of capital and employees.
In principle, therefore, the employee investment funds are also
neutral with respect to wage policy.

t See G, Edgren, K-O. Fax6n and C-E. Odhner, Wage Formation and the Economy,
London, ry73, for an analysis along these lines,

Chapter 9

Conclusion

Only a very small minority, iust over t per cent, of those who
took part in the LO study campaign on the subject have
rejected the concept of employee funds as a means of rein-
forcing the influence of the trade unions. Of course one cannot
conclude from this that the vast majority of the membership of
LO are positive in their attitude to the proposal. The only safe

conclusion we can draw is that people whose attitude was
already unfavourable have not participated to any extent in the
study campaign which LO mounted.

'What is more interesting than this rather trite conclusion is
the make-up of this group which rejected the idea. It consists
mainly of three categories: the largest considers that the pro-
posal is not socialistic enough, the second rejects it as being far
too socialistic, while the third considers that the funds will
lead to the wrong kind of socialism. Despite the modest size of
this negatively disposed group, these differences within it do
provide some indication of the difficulty we face in attaching
some kind of ideological label to a society in which there is a

growth of employee funds. Are we speaking still of a mixed
economyl Is it a stage on the road to a socialist societyl Does
it lead to a concentration of power in the hands of a few trade
union organisations who simultaneously lose the capacity to
safeguard their members' interestsl W'ould it mean that we
were on the way to a corporate form of societyl

'We have sketched in as detailed a form as possible a system
of funds which can be considered to meet the requirements
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specified in our assignment. To ask what ideological label is to
be attached to a society with employee funds is to us a secon-
dary question. None the less, the question has featured in the
debate, so it is worth making a few observations on it by way of
conclusion.

There are no clear and generally accepted definitions as to
what is meant by the 'mixed economy'. The mixture can refer
to various considerations, such as varieties of ownership, and
the element of planning in an economy based on the principles
of the market economy. As regards ownership the Swedish
economy is scarcely a mixed one at all; much more than most
West European economies, it is dominated by private owner-
ship, and there has been no appreciable change in this situation
for many years. In respect of planning there has on the other
hand been a sustained movement towards greater social
influence over the economy.

If anything does typify the Swedish economy it is surely the
mixture of an extremely modest degree of social ownership and
a soaring ambition with regard to social influence over the
course of economic events. This combination of private
ownership and social control over the economy can in fact be
said to constitute the foundation of the Swedish variation on
the theme of the mixed economy.

The introduction of employee funds would mean the emer-
gence of a new category of owner which would gain ground at
the expense of private ownership. The structure of ownership
in the mixed Swedish economy would then be altered, but the
framework of the mixed economy would not be shattered;
private ownership would continue to dominate, while other
forms of ownership, through socially owned and consumer
co-operative enterprises, would not be affected. But in a regime
with employee funds, can a mixed economy be preserved
in the long run, in the sense that wages are determined
through bargaining between free negotiating parties, and
the conrmunity is strong enough to conduct a policy
vis-d-vis the trade unions (who would become both negotiat-

Conclusion

ing party and capital owner) which is determined solely by
the will of the peoplel Would our society remain 'open' and
'pluralistic', to use highly respected terms which neverthe-
less do express fundamental values in our contemporary
societyl

There are no inherent forces at work in a correctly articu-
lated system of employee funds which inexorably erode these
values. They are values not because they are part of a mixed
economy, but because they constitute parts of our democracy.
The unions will still be able to represent employee interests as

well where there is a growing element of employee ownership
in the form of collectively owned employee funds. However
much this ownership may increase in the future, the unions will
also have to bow to political decisions.

The question is not one of an insoluble conflict of roles but
of the need to find the appropriate organisational forms for
allocating roles. The trade union movement as a pressure
group, the employee funds as a form of ownership, and society
as the instrument of the political will of the people have
sornetimes been presented as mutually incompatible pheno-
mena. There is greater justification for the argument that the
establishment of employee funds could support both the trade
union struggie on behalf of their members' interests and the
political battle on behalf of the interests of the citizens. The
collective employee fund model gradually eliminates the
residue of a society of class and privilege in our otherwise
democratic welfare society. One does not recede further from
the 'open society' by giving employees more influence over
economic affairs than they enjoy at present. Democracy is not
put at risk by extending the basis of economic decision
making. The unions are not enervated by making employees as

a group into owners of capital; what one does is to alter and

expand their responsibilities. It is not a question, as non-
socialist critics have alleged, of threatening the mixed economy,
but of using the employee funds to preserve it against the

threats of the massive concentration of economic power in a
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handful of large industrial companies with an increasingly
unequal ownership structure.

By virtue of its characrer, aims and likely effects the proposal
to establish employee funds is a reformist one, involving- as it
does one element in a step-by-step policy, where no step is
taken into the unknown bur each step is taken only when the
ground underneath appears firm. This approach orr' the part of
the Swedish democratic labour movemenr has alwayi pro-
voked two sets of opponents: one which considers that Swedish
society must be changed root and branch in one single decisive
stride and the other x,hich is opposed ro change and seeks to
safeguard the status quo. It is a familiar patern that a reformist
proposal such as that for employee funds is distrusted by the
social revolutionaries as a defence ofthe old class order and by
the conservatives as a social revolution. Both these groups have
demonstrated that they are persistent losers when it comes to
having some influence on the way society develops. Employee
funds are not intended as a deviation from, but ir , .,"* ,i"p
on the long road towards, our continuing goal of equality ani
economic democracy.

Appendix I

LO Members Assess the
Funds-the Consultative
Process

As we indicated in the Preface, and as has become clear from
the discussion in the text, the views of some r8,ooo (r per cent)
of the members of tO unions about the proposed funds were
elicited in the autumnof ry71. Study groups were formed which
discussed material prepared by the authors of this study on the
basis of their first draft report. Certain questions were also
posed, and the replies were analysed. No attempt is made to
reproduce here the whole survey and the categories of answers,
since these are referred to in summary in the discussion in the
main text. It may be helpful, however, to indicate the nature
and range of questions and answers.
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Questions

r How important is ownership for
employee influencel

Ought individual proft-sharing
systems to be introducedl

For what purposes ought the yield
from the funds to be usedl
(Suggested uses were indicated in the
study material, but participants could
add their own suggestions.)

What type of fund should administer
the incornel
(Other questions were asked under
this heading about election ofboard
members, representation of the
public interest.)

y What is your view of excess profitsl

Participants' own comments, e.g. on
spread of system by size of firm - an
open-ended question

Responses

(%)

Absolutely necessary

Important
Some significance
Of no importance
Disadvantageous

Yes
No

69't
zo'6
8'r
o'8

_t'4
roo'o

8'4

::
IOO'O

Appendix II

Recent Reforms in Swedish
Labour Legislation

A number of important enactments in recent years have helped
to promote industrial democracy and employees' rights.

The Security of Employment Act 1974 provides protection
against unfair dismissal and requires an employer to show
cause for dismissing employees. Minimum periods of notice
of termination of employment are also specified. In the same

vear the Promotion of Employment Act was passed, and it
requires employers to notify the public labour market authori-
ties of planned cut-backs in manpower and to enter into
discussions about the proposals. The Act also introduced
arrangements for improving job prospects for older and

handicapped people through the setting-up of adjustment
teams in workplaces.

The status of shop stewards was also strengthenedin ry74by
a legal enactment, and this was significant in giving the unions
preferential rights with regard to the interpretation of the Act
in the event of disputes between an employer and unions about

its application. The Workers' Protecdon Act was also amended

in 1974, to reflect the widening interests in the social and

psychological as well as the physical aspects ofhazardsonthe iob.
Legislation on paid educational leave was passed in ry75, and

this gives the unions substantial rights in the interpretation of
the Act and over the appropriate education and training activi-
ties which may be arranged.

Collective purposes g4.6
Cash distributions 4.g
Combination of these o.t

Central
Branch
Regional
Company
Central * branch
Central * regional
Other

roo'o

No problem even at
present z'6

Of less interest if employee
funds introduced )g.6

Ought to be tapped even if
funds introduced t7'8

IOO.O

to't
t.r

IO'I

6'r
4'3

rt'7
8'z

lt

tz6

roo'o
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Much of the influence and insight which employees have
been able to acquire in the past over the running ofthe enter-
prises for which they work has been structured around joint
consultative committees, or works councils, which have been
set up in many companies as a result of a central agreement
between LO and SAF dating ftom ry46. Over the years these
bodies have improved the flow of information on a consultative
basis, but a big step was taken from consultation to co-deter-
mination in 1972, when experimental legislation was passed
providing for representation on company boards of employees
of companies. Under the legislation companies with a hundred
employees or more could be required by trade unions which
were parties to collective agreements with them and which
represented over half the workforce to have two board
members appointed from among the employees, if the staff
decided that they did wish to have this form of represenration.
Employee board members were not permitted to take part in
business which concerned industrial relations and collective
bargaining. The experiment developed satisfactorily, and in
ry76 the legislation was put on a more permanent basis, with
the threshold for the number of employees being reduced from
a hundred to twenty-five.

Joint consultation and representation on boards have cer-
tainly increased the formal and actual flow of information.
Often, however, this information, for example about company
finances, is complex and technical. As a means of providing a
'back-up' service for employee directors and other employee
representatives in companies, an agreement was negotiated
between LO and SAF in r97; which provides for the estab-
lishment of economic committees or the appointment of
employee consultants. This agreement provides (in order of
preference) three alternatives - an internal economic com-
mittee, internal consultants or externally appointed consul-
tants, whose task it is to ensure that employees are provided
with expert reports about the economic affairs of companies.
Those appointed to committees or as consultants are therefore

Appendix II
expected to have expertise in accounting and business econo-
mics. The employer meets all costs involved.

All these enactments and arrangements reflect the growing
momentum of employee pressure for greater economic demo-
cracy and involvement in industrial decision making. The
keystone of this process is the Act on the Joint Regulation of
Working Life. This Act is based on the work of a Royal
Commission appointed in t97t, and it came into force at the

beginning of ry77. The Act substantially erodes the traditional
prerogatives of management and gives unions the right to call
for co-determination agreements. The Act carries forward the

existing arrangements under legislation covering Collective
Agreements (r928), the Right of Association and Collective
Bargaining Ggl6) and the Mediation Act (r9zo), and envisages

that collective agreements will continue to be the main vehicle
for regulating relationships between employees and their
employers. The following are the main themes covered by the
Act.

The area of negotiation between the parties to agreements is

substantially broadened to cover important changes in the
employer's business, such as the reorganisation of production,
organisational changes and transfer of ownership. The em-
ployer has a primary duty to negot;ate on these matters, in the
sense that he must take the initiative in promoting negotiations
with the unions concerned. In principle, he cannot initiate and

implement changes until he has done this.
The employer is now required to provide a regular /low of

information to unions with which he has agreements on the
economics, production and personnel policies of his firm.
Unions are also entitled to ask for additional information via
access to books, accounts and other documents. Disputes about
confidentiality of information can be referred in the last
resort to the national Labour Court for a ruling.

The core of the Act is the concept of negotiated joint influence

or participation agreemenfi. Parties are expected to enter into
such agreements covering contracts of employment, direction
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and allocation of work, and the conduct of the business with
regard to manpower and personnel matters. The deliberate
intention here is to move away from the old management
concept ofthe right to hire and fire. A union can put pressure
on an employer to conclude such an agreement by virtue of its
having a residual right of industrial action if the employer
refuses to enter into such an agreement. The union can only
demand that such an agreement be concluded in the context
of wage bargaining; but if the employer refuses the union can
resort to industrial action even if it is otherwise bound by a
collective agreement. This is a major departure from the tra-
ditional rule that all industrial action was banned for the dura-
tion of a collective agreement. A union can only call for such
residual action in accordance with its rules, which usually reserve
to the national executive the right to call stoppages of work.

The Act also gives :unions priority oJ'interpretationin certain
matters, first with regard to the interpretation of a joint
influence agreement, and secondly in disputes about an
employee's duties and work obligations. This reverses the
traditional right of the employer to have the initiative. Under
the new arrangement disputes can still proceed as 'rights
disputes' to the Labour Court. In a third area of rights disputes,
that of disputed wage issues, the employer's right to decide is
substantially abridged; his interpretation has priority for a

period of ten days, after which the union view will prevail
unless the employer has in the meantime asked for the differ-
ence to be referred to national level.

When this Act was passed the government envisaged that a

major education drive would be needed to ensure that these
fundamental changes were understood. LO has also launched a

major campaign to ensure that its affiliates understand their
entitlements. The role of the proposed employee investment
funds and their income is clearly relevant to this process. Whole
new areas ofcollective bargaining potential are being opened
up, and the trade union movement must insist that it has the
resources to train its people to deal with them.
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