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INTRODucnON

Too often the econotnic problems of a country are discussed in

isolation fro:n the development in other countries. By examining

a group of countries, a wider perspective is given to the study of

each country. In this paper, industr ial developJnent in four Europe­

an countries is described and cornpared. This is done with special

reference to the marked deterioration in economic conditions

which occurred in the wake of the oi! price boom in 1973/74 and

which has troubled a large part of the world since. Stagflation ­

low economic activity accompanied by rapid inflation - has become

a· widespread and persistent phenornenon. This is illustrated in

Figure 1.

In addition to a purely descriptive part, the study contains a

discussion of the significance for structural change and long-run

industry growth of such key variables as prices, profits and in­

vestrnents. The arguments brought forward are substantiated by

empirical evidence from the four countries.

The countries studied in the paper are the Federal Republic of

Germany (subsequently referred to as Germany), the Netherlands,

Sweden and the United Kingdom (U.K.). This choice of countries

gives a good spread of "econolnic size" and in policy responses

to the econornic problems of the 1970s. Germany is representative

of a deflationary approach, whereas the U.K. and Sweden ven­

tured a pronounced inflationary route. The Netherlands was closer

to Germany in this respect.

The period covered is 1960-80, but data for sorne variables are

not accessible for years before 1963. The figures used for 1980

are preliminary.



Figure l Growth of real GDP and consumer prices in the

OECD area 1961-81
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The manufacturing sector is disaggregated into eight sub-sectors

(industries), following the United Nations' International Standard

of lndustrial Classification USle) of 1968. The industries analyzed

are:

ISIC

code

31

32

33

34

35

36

37

38

Food, beverages and tobacco

Textiles, wearing apparel
and leather

Wood and wood products

Paper and paper products,
printing and publishing

Chemicals and chemical petroleum,
coal, rubber and plastic products

Non-metallic mineral products
except products of petroleulTI
and coal

Basic metal industries

Fabricated metal products,
machinery and equiprnent

Subsequently

referred to as

Food

Textiles

Wood

Paper and printing

Chemicals

Non-metallic
minerals

Basic tnetals

Engineer ing
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2 DATA CONSIDERATIONS

The data presented and analyzed in this paper are collected from

a large nUJnber of statistical sources. As far as possible, interna­

tional publications have been used. But to some extent it has

been necessary to turn to local statistical publications. In a few

instances, local statistical authorities of the countries have been

consulted directly. The statistica1 sources used for the study are

listed and numbered on p. 166. References in tables and figures to

the list of statistical sources are Inade by giving the numbers as­

signed to the sources, instead of writing out their full titles.

It must be recognized that each of the eight lndustry categories

studied here produce a wide variety of products. The industry

data used in this study thus represent averages of products (and

of firms) which differ in capita1 intensity, labor productivity, re­

search intensity, demand elasticity and so on. The analysis of the

eight industries is therefore bound to oversimplify and leave out

many aspects of industrial developrnent. For example, structural

change within the sub-sectors cannot be captured. Nevertheless,

the level of disaggregation adopted is the finest available which

gives adequate cornparability between the countries.

Even on this highly aggregated level, the data are not cornpletely

comparable between the countries. This is due, for exarnple, to

inconsistent industry classifications and variable definitions, differ­

ent coverages of enterprises and, for monetary variables, the

probleln of different currencies. But such statistical imperfections

should mainly affect across-country cOJnparisons of ~"y'els_, but

not co!nparisons of rates of change.

The data consideratjl)nS mentioned here should be kept in rnind

when interpreting the results in the following presentation.
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3 THE MANUFACTURING SECTOR

Let us first take a broad look at the aggregate lnanufacturing

sector in the four countries. It will serve as a frarnework for the

subsequent industry analysis.

3.1 Manufacturing in the Total Economy

In the countries studied here, the manufacturing sector constitutes

around one fourth to one third of total production and em­

ploym-ent (see Table l). Gerrnany has the relatively largest manu­

facturing sector of the four. The employment shares are larger

than the production shares in Sweden and the United Kingdom,

whereas the reverse is true in Germa~y and the Netherlands. In

all four countries, the manufacturing sector - in terms of both

production and employment - diminished sornewhat in the 1970s

relat j ve to the rest of the econorn y.

The rnanufacturing industry also provides the countries with for­

eign currency through international trade. Table 2 shows that ex­

ports of manufactured goods account for two thirds of total cur­

rent account receipts in Germany and Sweden, and wel.l over one

half in the other two countries. The relatively low and falling fig­

ures for the Netherlands and the U.K. can partly be explained

by sizable and rapidly growing exports of petroleum and natural

gas products from these countries. The Netherlands also have a

rnuch larger share of exports of agriculturai products.

3.2 Production Growth

As indicated above, the rnanufacturlng sector in the four countri­

es did not even keep up with the sluggt~h growth of the rest of

the econolny in the 1970s. Clear evldence of the poor industrial

growth performance in the last decade is presented in Figure 2.



Table l
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Percentage share of the manufacturing seetor in

GDpa and total employment

Annual averages

Production

1960-70 1970-80

Employment

1960-70 1970-80

Germany 40 38 35 35

Netherlands 33 28 28 24

Sweden 26 24 31 27

United Kingdom 29 26 35 31

a Gross pomestic product at current prices.

Source: OECD, 1'982, "Historical Statistics 1960-80".

Table 2 Percentage share of exports of manufactured goods

in total current account receipts

1970 1980

Germany 75 76

Netherlands 62 60

Sweden 76 75

United Kingdom 57 54

Sources: OECD, 1982, "NatIonal Accounts", Yol. II.
United Nations, "'Yearbook of International Trade Sta­
tistics", editions 1976 and 1980, Vol. 1.
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In Germany, Sweden and the Netherland5, industrial production

increased rapidly during the 19605 and the first few years of the

19705. A pronounced break in the growth trend occurred in all

four countries in connection with the oil crisis' in 1973/74. (See

also Tables 4A - 4D.)

Figure 3 reveals some interesting deviations between the countries

starting with the severe recession of the rnid 1970s. The ~l1ain

objective of Swedish econornic policy in 1974/75 was to bridge

the recession. The expansionary measures taken seerned successful

at first: Sweden was not as hard hit by the recession of t 975 as

were the other countries. But prices and, in particular, wages

rose by far more than in most cornpeting countries. Thus, the

competitiveness of Swedish industry deteriorated rapidly..As a re­

sult, Sweden saw a sharp "deJayed" reduction in industrial activ­

ity in 1977, from which the country has not, yet fully recovered.

What was gained at first was rnore than lost in subsequent years.

Germany and the Netherlands, on the other hand, lived through

the recession of 1975. Then, in 1976-80, the Gerrnan and Dutch

manufacturing industries follqwed a relativeJy favorable growth

path.

The unique development of the British manufacturing industry is

rather ruthlessly exposed in Figure 2. The U.K. did not ride the

booIn of the 1960s. British industry followed a negatlveJy diverg­

ing growth path cOtnpared to the other countries over the whole

period studied. The general deterioratian in business conditions of

the mid 1970s irnplied for the U.K. econolny that an aJready troubl:­

some situa t.ion got even worse.

3.3 Employment Growth

Manufacturing ernployment and production deveJoped quite differ­

ently in the 1960s and 1970s (see Figure 4). A strlking feature

is that it decredsed over the two decades in each of the four
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Figure 4 Total manufacturing employment 1960-80
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countries. That decline was not set off by the deep recession ini­

tiated by the oil crisis. TabIes ~A-4D show that Dutch, Swedish

and U.K. manufacturing emploYlnent had a negative growth trend,

even in the industrially expansive period of 1960-73. And the cor­

responding German figure is just barely on the positive· side.

The four countries. show a similar pattern up, through the mid

1960s. In the first half of the: :decade, employm·ent increased in

the rnanufacturing sector. It peaked: around 196.5. The decline

that followed continued through the 1970s in the NetherIands and

the U.K., halted only by a few cyclical upturns. The drop in the

Netherlands is conspicuous. Following several years of steady in­

crease, Dutch manufacturing employment decreased by more than

25 percent frorn 1966 to 1980. As we can see, out of those 15

years there was only one - 1970 - with an increase in employ­

ment. This development is even more striking given the fact

that, in tenns of volurne of production, the Dutch rnanufacturing

industry was the most expansive of the four in the period.

In contrast to the other two countries, Germany and Sweden

have on the whole maintained their level of manufacturing em­

ployment since 1960, although i t was slightly lower at the end of

the period than at the beginning. Apart from a much s tronger in­

crease in Germany than in Sweden in 1969 and 1970, they foI­

lowed essentially the same cyclical path up to 1974. Froln then,

the curves quite nicely mirror the contrasting developrnent of out­

put in the two countries since the oil crisis. Swedish industrial

employment rose substantially in the mid 19705 - much a result

of the inflationary "bridging over" policy of the time. It then fell

sharply in 1977 and 1978, before leveling out. In Germany, on the

other hand, industrial employment declined !narkedly frorn 1970

to 1976, and then started to rebound. In each of the years 1977-

80, German manufacturing ernployment increased.

A corollary of the dirninished labor force in rnanufacturing is

tha t the expansion in production has, on the whole, been achieved

through gains in labor productivi ty.
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To sum up, we have noted three salient features of the aggregate

industrial deveJopment in the four countries during the two

last decades:

the abrupt and uniform deterioration in growth trends in

1973/74,

the extrerneJy poor growth performance of the British manu­

facturing industry over the whole period,

the long-run stagnation in manufacturing employment.
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4 GROWTH AND DECLINE AT THE SUB-SECTOR LEVEL

In this sectjon, the growth performance of the eig~t manufactur­

ing sub-sectors is exarnined and compared across the sectors and

countr les. We' ask: Was the boorn of 'the 19605 evenly spread out

arnong the industries? Have SOlne industries been able to maintain

their ~l1omenturn from the 1960s into the rnid and late 1970s?

What iJnpact has the worsening business climate had on employ­

ment and productivity? What are the principal across-country dif­

ferences and slmilaritles in industry growth patterns?

4.1 The Growth Race over 1960-80

Indicators of the relative output l performance of the industry ca­

tegories are the' gro'wth elasticities, defined and shown in Table 3.

The winner and the loser in the growth race - chernicals and

textiles, respectively - are easily identified.

The chernical industry's performance was outstanding. It shows

the strongest growth in all countries. Several factors are impor­

tant here (see Pousette, 1981). Forernost alnong these are relative­

ly inexpensive raw materials (oU and natural gas) and the devel­

opJnent of significant new products, e.g. plastics and other syn­

thetics. Furthermore, the considerable improvements in living stan­

dards since the second world war have had more favorable

demand effects on chernicals than on other industries.

The poor performance of the textile industry is almost as strik­

inge This industry experienced the weakest growth in all countries

except the U.K. where basic metals were even less vigorous.

The textile industry' has witnessed a rapid technological change in

the last few decades. But that technology is internationcrlly mo­

bile, and less know-how is needed than in other industries

(SOU 1980). This has enabled newly industrializing countrles2 with



Table 3
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Industry elasticities of output growtha (1960-80)

ISIC
code Germany' Nether lands Sweden United' Kingdom

31 Food ' 0.52 0.79 0.43 1.06

32 Textiles 0.1"8 -0.42 -0.28 : 0.11

33 Wood 1.00 0.62 1.14 0.94

34 Paper and printing 0.80 0.87 0.77 0.89

35 Chemicals 1.70 1.89 1.69 2.50

36 Non-metallic minerals 0.90 0.68 0.59 1.11

37 Basic ,netals 0.62 1.19 1.02 -0.61

38 Engineer ing 1.25 0.98 1.32 0.67

a The ratio of the growth rate of each industry to the growth
rate of manufacturing as a whole.

S0l:l!.~~~: Same as in Figure 2.

lower labor cqsts to enter and capture substantiai market

shares. World textile competition has thus tightened considerably

at the expense of manufacturers in the industrially mature coun­

tries.

For the other industries, the picture is less clear-cut. The relative

output performance of these industries differ considerably be­

tween the 'countries. An exception is the paper and printing sec­

tor; its growthelastici ties in the four countr ies lie close to each

other, and place the sector in the rniddle range of performance.

As for the across-country differences, the growth pattern of the

U.K. deviates most strikingly frorn the norm. 3 In particular, the

food and non-metallic mineral industries were notably more expan­

sive in relative terms in the U.K., whereas the reverse holds for

basic metals and engineering. The growth patterns of Germany,

Sweden and the Netherlands are more alike. This is especially

true for Germany and Sweden.
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4.L The Trend Break

We next di vide the 1960-80 period studied thus far into two

subperiods. The first covers the "golden" years of the 1960s and

early 19705, and the second covers the stagflation years that fol­

lowed. This is to study the impact on the industries of the dete­

riorated business climate of recent years.

The cut-off point between the two periods is taken as 1974.

Although Dutch and Swedish industrial production still increased

strongly in 1974, this is the year that marks the beginning of the

persistent s1owdown in gro\vth in most of the industr ialized

world. In TabIes 4A-4D absolute growth rates of production, em­

ployment and labor productivity are exhibited.

lt is clear from cOJnparing growth rates of the two periods that

we are dealing with a marked and general stagnation in industrial

act j vi ty. In both Sweden and the U.K., total manufacturing actual­

ly had a negative trend growth in the period after 1973. Ger­

many and the Netherlands did better in this respect, but the stag­

nation is evident. The extent of the deterioration is weIl illumi­

nated by the fact that not one industry in any of the four coun­

tries came, even close to equaling its first-period growth perform-

ance.

Growth of employment were, not surprisingly, lower for almost

all industries in the lat ter period. But the reductions in employ­

ment growth rates were, in general, significantly smaller than

the reductions in output growth rates. Consequently, labor produc­

tivity must have developed unfavorably in the mid and late

1970s. This is verified by the two last columns of Tables 4A-4D.

When calculating labor productivity growth rates, an adjustrnent

must be made for changes in working time per employee. Over

1960-8?, the average industrial worker in Germany, the Nether­

lands and the U.K. enjoyed an approximate 0.5 percent reductlon
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Tables 4A-4D Annual percentage growth ratesa of production,b

employmentC and labor productivityd

ISIC
code

Table 4A Germany

Productlon Employment Labor productivity

1960~73 1973-80 1960-73 1973-80 1960-73 1973-80

..............~"t-.':.__ ~.:'-.~__ .:.=:__ ... ~.;....-...... __________ .....,.. .....~~......~~~~-:.-c;..~ .........~~~.:..... e.->--...a-e__o--~~I.,.,.~_o-o~o..o.....*,,-~.s.-..........~~ ....eo-~..........o-.~

31 Food 3.0 1.2 -0.1 0.6 4.1 1.0

32 Textiles 1.7 -0.9 -1.9 -4.3 3.9 4.8

33 Wood 5.2 1.1 -0.1 -0.2 6.2 1.6

34 Paper and printing 4.3 2.9 1.5 -1.7 3.5 4.7

35 Chemicals 9.6 2.4 2.6 -0.6 7.7 3.1

36 Non-metallic minerals 4.8 2.2 -0.6 -0.3 5.7 5.4

37 Basic lnetals 3.1 1.1 -0.6 -5.2 3.9 6.5

38 Engineer ing 5.9 3.1 1.4 -0.7 5.0 3.8

3 Total manufacturing 5.1 2.1 0.5 -1.3 5.0 3.6

Sources: Production and employment: same as in Figures 2 and 4. Hours worked per en
ployee: 6, 9, 12 (see Statistical Sources).

Table 4B The Netherlands

Production Employment Labor productivity

ISIC
code

1960-73 1973-80 1960-73 1973-80 1960-73 1973-80

...~.......- ... c....~~.. -___~~.;;....~ .....................~~~~..........._~~.."..a--....a.--.-......c...................~~~cw..e--4-.""""o-o--..... _o-a-....~_........~__................

31 Food 4.3 1.7 -0.5 -2.3 5.6 4.5

32 Textiles 0.4 -5.2 -4.9 -9.6 5.9 5.3

33 Wood 4.6 0.0 0.5 -2.7 4.7 3.4

34 Paper and printing 5.4 2.7 1.2 5.0 4.1 -1.0

35 Chemicals 11.8 2.9 1.8 -1.3 10.8 4.3

36 Non-metallic minerals 4.5 2.0 -0.8 -2.8 5.8 5.6

37 Basic lTIetals 8.8 -0.4 3.2 -1.5 6.1 1.9

38 Engineer ing 5.9 1.6 -0.4 -2.1 7.1 4.3

3 Total manufacturing 6.2 1.4 -0.6 -2.7 7.6 4.5

Sources: Production and employment: same as in Figures 2 and 4. Hours worked per c

ployee: 5, 6 (see Statistical Sources).
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Table 4C Sweden

ISIC
code

Production

1960-73 1973-80

Employment

1960-73 1973-80

Labor productivity

1960-73 1973-80

Sources: Production and employment: same as in Figures 2 and 4. Hours worked per em­
ployee: 6, 12 (see Statistical Sources).

31 Food 2.5 0.8 ,0.3 -0.8 2.5 2,0

32 Textiles 1.1 -2.4 -2.2 -3.1 3.8 1.3

33 Wood ,3.1 -2.3 -0.1 -0.7 3.5 -0.9

34 Paper and printing 2.6 -0.5 0.2 -0.9 2.8 0.7

35 Chemicals 6.0 0.9 0.3 0.0 6.1 1.2

36 Non-metallic minerals 3.6 -2.2 -0.6 -1.8 4.6 0.2

37 Basic rnetals 0.6 -5.3 -1.3 -2.8 2.4 -1.7

38 Engineering 2.1 -1.2 -0.2 -0.9 3.0 0.4

3 Total manufacturing 3.0 -1.1 -0.4 -1.2 4.0 0.7

31 Food 1.9 0.6 -0.8 0.3 4.3 1.8

32 Textiles l~O -6.0 -5.1 -6.8 7.4 2.3

33 Wood 6.1 -1.1 0.4 '-1.4 6.8 1.4

34 Paper and printing 4.4 -0.4 -0.6 0.1 6.3 1.2

35 Chemicals 8.4 -0.1 2.1 -0.2 7.9 1.9

36 Non-metallic minerals 5.0 -3.0 -1.1 -3.0 7.4 1.3

37 Basic Inetals 6..3' -1.6 0.3 -1.4 7.4 1.7

38 Engineering 6.4 -0.3 1.0 '-0.3 6.9 1.8

3 Total manufacturing 5.3 -0.7 -0.1 -0.8 6.7 1.7

Sources: Production and employment: same as in Figures 2 and 4. Hours worked per ern-
ployee: 6, 12, 15, 17 (see Statistical Sources).

Table 4D The United Kingdom

Production Employment Labor productivity

1960-73 1973-80 1960-73 1973-80 1960-73 1973-80ISIC
code

a Logar i thm ic linear trend growth.

: b At constant prices.

c Number of employees.

d Output per houri
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in working time per year. In Sweden, the corresponding figure

was 1.5 percent . Those reductions in working time explain why

growth rates of labor productivity are higher than what would be

implied by a linear relationship between growth rates of produc­

tion and employment (measured by the number of employees).

Note that the two most expansive econornies of the four after

the oi! crisis - Gerrnany and the Netherlands - experienced a larg­

er decrease in Inanufacturing employment than the other two coun­

tries. This is reflected in their more favorable labor productiv­

ity growth rates for the period.

Turning to the individual industries, we find that the strength of

the chemical industry has diminished q~ite considerably (both rela­

tively and absoluteiy). In tenns of output and productivity

growth, the chemical industry has not maintained the unique posi­

tion it enjoyed in the 1960s and early 1970s. Nevertheless, the

chernical industry still ranks high in all countries. It stands out

as the only industry which, in each of the four countries, has con­

tributed to total employment growth by employing alarger labor

force in 1980 than in 1960.

The food industry exhibits a reverse development. It performed

poorly during the 1960s and early .1970s. Since then, food has fared

better relative to the other industries. Besides chemicals, 1t is

the only lndustry, which increased 1ts output in each country

over 1974-80, albeit at a very low rate. In Sweden it even shares

with chernicals the top position in terms of output growth.

Furtherrnore, the Gerrnan and Swedish food industrieswere the

only sub-sectors (not counting a tiny 1ncrease in Swedish paper

and printing), which increased their employment in the period. Gen­

erous governrnent assistance to' the food industry has contributed

in darnpening the impact of the general recession in the econornies.

In recent years öne of the frequently-mentioned "crisis indus­

tries" has been basic metais. The rnid and late 19705 saw a marked
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deterioration in its growth performanee in the eountries studied

here, as weIl as in most other industrialized eountries. Iron and

steel manufacturing constitutes the main sub-aetivity of the basie

metal industry. Produetivity performanee of basie metals was ex­

ceptionally poor in the Netherlands, Sweden and the United Ki~g­

dom in 1974-80. The deeline in output growth rates was not

matehed by a proportional deeline in employment growth rates.

In sharp eontrast to this, however, was the development in Ger­

many. There, basic metal employment dropped to the extent

that output per hour increased by more than in any other indus­

try in the four countries in the period af ter the oi! crisis.

To explain the deeline of basie metais, it is erueial to understand

that the growth of this sector in a eountr y is elosely linked to

domestic industrial expansion. Due to heavy transportation eosts

and trade barriers of various kinds, the basie met.al industry is a

relatively home-mårket dependent industry. The rapid industrial

upswing and the extensive reeon~truetion work that followed the

seeond world war eonsequently fueled the growth of the basie

metal industry in most OECD eountries. But when the industrial

maehinery in these countries started 'to break down in the 19705,

the iron and steel and related industries were more severely af­

feeted than other industr ies. The s!ow growth of U.K. basic met­

als, already evident in the 19605, foreshadowed the long-run stag­

nation in British industrial activity.

Indeed, there is more to the problem of the basic metal industry

than a shrinking homemarket. The basie metal produeers in the

developed countries have lost considerably in competitiveness to

manufaeturers in newly industrializing eountries. Many developing

countr ies experienced an industr ia! boom in the 1970s. Demand

eonditions in these eountries were thus favorable for building up

abasie llletal produetion eapaeity with best-praetice technology

and effieient scale. Aided by a relative fall in transportation

eosts, these more effieient manufaeturers can sueeessfully eompete

even within the OECD area.4
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lt is clearfrom the numbers in Tables 4A-4D that the problems

of the textile industry are of cIder date 'than those of other indus­

tr ies. The trend growth rate of textile' output was very low al­

ready in the 1960s. A high rate of liquidatjons, in combinatjon

with an extensive mechanization of surviving firms, led to a signl­

ficant exodus' of labor. This helps to explain why textile labor pro­

ductivity growth was quite favorable in the 1960s' and 1970s.

Wood products manufacturing is another industrial activity whlch

, has expe'rienced severe problems' since the oi! crisis. As we shall

see in a subsequent 'section, this industr y is (relative! y) far more

important in Sweden than in Germany, the Netherlands or the

United Kingdorn. With an abundance of quality raw materials, and

with proximity to the European market, the Swedish wood indus­

try has traditionally supplled a large share of Swedish export reve­

nues. But competition from North America has stiffened. And

increasing exploitations of fast-growing forests in Latin America

(Brazil), West' Africa and parts of Asia represent major long-term

threats to the traditional ma~ufacturers.

Thus far' we have dealt almost exclusively with the gröwth perform­

ance of the industries. The' next step is to examine the structure

and change in the 'manufacturlng sectors 'of our four countries.

This section unarnbiguously shows that a trend break in growth

occurred in the rnid 1970s. Of particular interest then is the ques­

tion of whether a more rapid industrial transforrnation has fol­

lowed in the wake of the worsened business conditions.
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5 STRUCTURE AND CHANGE

The law of cornparative advantages states that a country will spe-
. , .

cialize its production apparatus according to the country's relative

cost advantage. Differences in eost structure exist since coun­

tries differ in raw material endowment, climate, skill and size of

labor force, capital stock, etc. In, this section th~ industrial special­

izations of Germany, the Netherlands, Sweden and the U.K. are

studied. The characteristics of the change in each country's indus­

triai cornposition in the 1960-80 period is exarnined. The "rnag­

nitudes" of the structural change are determined and cornpared

across countr ies and between the growth and the stagfiation pe­

riods.

5.1 A Standard for Comparison: The "Average" Developed

Economy

Table 5 displays the relative size of the eight industry categories

in two major groups of countries in 1963 and 1975. Looking at

the sector weights in the developed market econolnies, whi,ch are

the relevant ones in this context, we see tha t a dorninant posi­

tion is held by the engineering industry. Approximately 40 per­

cent of total manufacturing production consists' of the manufacture

of engine'ering' products, such as metal tooIs, office and COiTI­

puting machlnery, electronics, motor vehicles and ships. The sec­

ond largest sector is' 'chernicals, which accounts for about 15 per­

cent of total rnanufacturing.' The food industry is third in size,

and the other sub-sectors follow with gradually declining weights.

The figures indicate that the two largest sectors are gaining in

lmportance, whe'reas textiles and basic iiIetals are regressing~ But

on the whoie', the industrial structure in the developedm'arket

econornies changed 'only rnarginally over the period 1963-75.. '

To show that 'the industrial structure sketched above is by' no

means universally applicable, corresponding figures are given for
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Percentage weights of industries in total manufactur­

ing production in the world market economies

Developed I market economiesa Developing market econorniesb

ISIC 1963 1975 1963 1975

31 Food 12 12 27 20

32 Textiles 10 8 20 15

33 Wood 4 4 4 3

34 Paper and printing 8 8 5 4

35 Chemicals 14 15 16 22

36 Non-meta.llic minerals 4 4 5 5

37 Basic rnetals 9 8 6 6

38 Engineer ing 40 16 22

38 Engineering 38 40 16 22

So_~E..~: United Nations, 1982, "Yearbook of Industrial Statistics", Vol. I.

a Canada, the U.S., Europe (excluding centrally planned econolnies), Australia, Israel, Nev.
Zealand, Japan and South Africa.

b Caribbean, Central and South America, Africa (other than South Africa), Asian Middh
East and East and South-East .~sia (other than Israel and Japan).

the developing market econolnies. In this group of countr ies, food

and textiles play a much larger role. But a significant shift is

evident, from these industries to the rnore technology-intensive

chemicals and engineering. The large weight of chemicals is pri­

marily due to large-scale petroleum based activities in oil-rich

nations.·

Now, let us redirect our attention to the rnanufacturing sectors

of Germany, the Netherlands, Sweden and the U.K. A substantiai

amount of information is cOlnpressed into Figures 5A-50. The ar­

rows connect three points, with each point representing the out­

put and employment shares of a particular industry in total manu­

facturing in the bench-mark years 1960, 1973 and 1980, respective­

ly. Thus, the figures give an overall picture of the industr ial

structure and its change in each countr y since 1960.
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Figure 5A Germany

Percentage share of sub-sectors in total manufactur­

ing output and ernployment 1960, 1973, 1980
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Figure 58 The Netherlands

Percentage share of sub-sectors in total manufactur­

ing output and employment 1960, 1973, 1980
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Figure 5e Sweden

Percentage share of sub-sectors in total manufactur­

ing output and employment 1960, 1973, 1980
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Figure 5D The United Kingdom

Percentage share of sub-sectors in total manufactur­

ing output and employment 1960, 1973, 1980
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Not surprisingly, the pattern of industrial structure in the devel­

oped market econornies combined is clearly recognizable in all

four figures. The degree of conformity with the general pattern

is particularly high in Germany and the U.K. In this sense, manu­

facturing is less speclalized in these econornies than in the Neth­

erlands and Sweden.

5.2 Germany

The advance of engineering and chernicals, and the relative decline

of food, textiles and basic metals, have characterized structur­

al change in Germany since 1960. The engineering industry

strengthened its already dorninant position. In 1980, 42 percent of

industrial production and practically half of industrial employment

originated in engineering activity. With rapid growth in the 1960s

and early 1970s, chemicals moved up from fif th to second place

in terms of volume of production - past the stagnating food, tex­

tile and basic metal industries. Non-metallic minerals and the for­

est-based wood and paper and printing sectors, each accounted

for approximately five percent of total manufacturing, with no

significant changes over the period.

5.3 The United Kingdom

The U.K. appears to be cast fro:n the same lndustr ial mold as

the "average" developed econorny. The similarity in structure and

change is striking. But in this seemingly "normal" picture of the

U.K. industrial sector one can still see important characteristics

of the British economic problems of recent decades. The U.K.

eCOnOITlY has traditionally been heavily dependent on export reve­

nues in textiles, basic metals and two engineering sub-sectors ­

shipbuilding and motor-vehicle manufacturing.5 Those industries

are the ones that have lost most ground since 1960. They have
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not been able to keep up with the .technological advance in corn­

peting countries, and therefore have declined continuously in in­

ternational competit iveness.6

But, a reorientation towards industries based on scientific and

production skills can be discerned. The U .K. chemical industry,

which exports such articles as cosrnetics, pharmaceuticals and fe r­

tilizers, almost doubled its share of total manufacturing produc­

tion over 1960-80. Machlnery (office and conlputing in particu­

lar), electrical engineering and electronics are other relatively vig­

orous sectors. These are now major export industries, and their

expansion in the 1970s has reversed the decl ine of the aggregate

engineer ing sector.

5.4· The Netherlands

Turning to the two smaller cOlJntries we find that their industrial

activ.ity is more country-specific. With a small horne market,

these econolnies must rely more on specializatlon and foreign

trade. The. distinct features of their manufacturing structure clear­

ly reflect differences in their cornparative advantages.

A major trait of Dutch manufacturing is the extraordinary

growth of the chemical industry. In 1960 it already accounted

for almost one fifth of total industrial production. By the time of

the oil crisis, chernicals had advanced to a leading position with

over one thlrd of rnanufacturing output. The ernployment share of

the chernical industry, however, was at this time a mere 12 per­

cent. Since then the Dutch chelnical industry has lost a great

deal of its rnornentuifl, but, as is noted above, it has continued

to be the rnost expansive sub-sector of Dutch manufacturing.

The rise of chernicals in the Netherlands is closely associated

with the country's fune'tion as a major sea gateway into Western

Europe. Rot terdam is the world's top-ranking port, and receives

much of Europe's imported oU. Some of the crude oil is passed
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on to other countries - for example by pipeline to Germany - but

much is refined within the Netherlands before forwarding. Petro­

chernicals, made from products of the refinery operatjons, repre­

sent a principal sub-sector of the country's chernical industry.

Other sub-sectors of Dutch' chemicals have greatly benefited

from significant discoveries of natural gas in the northeastern

Netherlands at the end of the 1950s.

The Netherlands' comparative advantage in trading is based on

historical and geographic grounds, as well as on sheer necessi ty,

since trading is the way the Netherlands can rnake maximum use

of a limited variety of domest~c resources. The trading advan­

tages spill over to many other parts of Dutch manufacturing. 7

Another industry particularly linked to the ports is basic metais.

Cheap imported ores and coal provided a basis. for the' rapid

growth of the iron and steel industry in the 1960s and early

1970s. But, as Figures 5A-5D show, the basic metal industry ac­

counts for a smaller share of total manufacturing in the Nether­

lands than in the other countries studied here. The recent diffi­

cuJties of this industry, felt throughout most of the industrially

mature countries, are also evident in the Netherlands.

The combined engineering sector in the Netherlands today gener­

ates a lower value added than chernicals, but in terms of employ­

ment it is more than twice the size of any other industry. Good

transport connections and a highly skilled labor force are key fac­

tors behind the growth of successful electrical and electronics in­

dustries. However, other parts of the engineering industry, most

notably the once-flourishing shipbuilding sub-industry, are experienc­

ing severe problerns.

The food industry plays a more important role in the Netherlands

than in most industrialized countries. It is based on the rern~rk­

ably productive Dutch agriculture. A relative decline of the indus­

try in the 1960s has come to a halt. The beverage industry, in

particular , proved quite viable in the 1970s.
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5.5 Sweden

Yast forests and a wealth in high-grade iron ore are pivotal fac­

tors behind the evolution of the Swedish industry. Forest-based in­

dustries, such as saw-milling, pulp-milling, paper-making, wood

chernicals, plywood and lumber, yieJded the bulk of Swedish ex­

port revenues for several decades. Sweden's specialization in

those industries is plain from Figure 5e. The cornbined wood and

paper and printing share of total manufactur ing is more than

twice as high in Sweden as ln the average industrialized country.

But for sorne decades, there has been a continuous trend toward

greater. forward integration, i.e. increasing the value added, in

this sector of Swedish manufacturing. This is necessary to with­

stand the lncreasing competltion from developing countries better

endowed with raw rnaterials.8

The rich iron deposits in northern Sweden were the basic source

for a once world-dominant iron-ore industry. They also fostered

the developlnent of an important speciaity and high-quality steel

industry. The basic metal industry in Sweden is in fact smaller ,

relative to total manufacturing, than in most developed econo­

mies. Like the case in other industrialized countries, the Swedish

iron and steel industry has experienced increasingly severe prob­

lems since the early 1970s, due to an erosion of competitive­

ness. The spec.ialty steel industry has weathered the crisis in bet­

ter shape than have related sub-sectors, thanks to a higher degree

of specializatlon and quality.

The long emphasis on skill and quality in the Swedish steel indus­

try carri~s over into those finishing and fabricating indu~tries

which process that steel. Among Swedish specialities are industrial

and office machinery, eJectrical equipment and motor vehicles.

These are the main elements of the Swedish engineer ing sector ,

which has throughout this century steadily increased its share of

industrial production, employment and exports. Although the engi­

neering sector did not grow, in tenns of output, in the second
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half of the 1970s, its share of total exports continued to increase.

The viable sub-sectors of engineer ing are expected to provide

the expansion needed in the Swedish eCOn01TlY to offset the antici­

pated continue.d stagnation in basic industries.

Another important industry, also with roots in the forest and

basic metal sectors, is chernicals. It has been the fastest growing

industry in Swedish manufacturing since the second world war. In

spite of this, chemicals in Sweden accounted for a smaller share

of total manufacturing value added than in any other developed

market eCOnOlTlY in the late 1970s (United Nations, Yearbook of

Industrial Statistics, 1978 edition). Phannaceuticals and certain

plastics represent the most vigorous sub-sectors, taking advantage

of high quality research.

As for the textile industry, its position and development in Swe­

den has largely been the sa,ne as in the other three countries. It

entered the 1960s still as a major industry. But its importance

has continuously diminished due to the factors discussed above•

.5.6 Structural Change Quantified

Significant structural changes occurred in Germany, the Nether­

lands, Sweden and the Uni ted Kingdom in the 1960s and 1970s.

Some of the principal characteristics of those changes were high­

lighted in the previous sections. In this section, we define a sum­

mary measure to quantify the overall industrial transformations

of the four countries. In particular , a measure of structural

change with respect to output is cOlnpared, for each country,

with the degree of change in the employment structure.

In Figures 6A-6D we can follow the extent of the yeariby-year

structural change that took place, in terms of both output and

employment.9 (Shifts within the sub-sectors are not accounted

for.) Except for a ·few major fluctuations, - there appears to have



144

Figures 6A-6D. Annual structural changea with respect to output

and employment 1961-80
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Figure 6C Sweden

Structural
Change

Output

Employment

80757065

4

2

7

6

5

3

O'--...L-~_L-...I.----L._L-...L---L.-...JL-.-....L---L.-...JL-.-....L---J..----IL-.-...L---J..----I~

1961

Figure 6D United Kingdom

Structural
Change

6

5

4

3

2
,
~,---_ .... -- ... ""..--

Output

Employment

o
1961 65 7,0 75 80

Sources: Same as in Figures 2 and 4.



146

been no significant change in' the rate of the transformation over

the period. Nor are any conspicuous across-country differences

readi ly suggested by the figures.

A cornparison between output and employment structural changes

yields some interesting results. We note that in the four countries

the organization of manufacturing activity was clearly more

rigid with respect to ernployment. A closer inspection of the curves

indicate that this tendency was stronger in the United King­

dom and, to sorne extent, in Sweden than in Germany and the

Netherlands. This can be checked for a given period by dividing

the average yearly output transformation with the average yearly

employment transformation. The greater the resulting ratio, the

"more rigid" (on average) was. the employment structure relative

to the output structure. Such ratios are' displayed in Table 6.

All our ratios increase between the first and second per iod. That

increase is particularly marked for Sweden, whereas Germany ac­

counts for the srnallest rise. For both periods, the U.K. shows the

highest "relative rigidity" of employment structure.

Table 6 Ratio between average yearly output transformation

and average yearly employment transformationa

1960-73 1973-80

Germany 1.63 1.89

Nether lands 1.40 1.95

i, Sweden 1.67 2.4.5

United Kingdorn 2.14 2.59

a See note 9 for a defini tion of structural transformation.

SO_l:I!_~~_~~: Same as in Figures 6A-6D.
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Part of an explanation of these across-country differences can be

found in the industrial policy carried out by the respective govern­

ments. l O Massive post oil-crisis governJnent subsidies to Swedish "crisis

industries" (shipbuilding, steel, textiles) have slowed adjustments in the

Swedish employment structure (Carlsson, Bergholm and Lindberg, 1981).

In contrast to the Swedish orientation of industrial policy, German gov­

ernrnent support has to a large extent promoted prornising knowledge­

intensive industries, primarily in the chemical and engineering sectors.

Germany's pool of migrant "guest workers" may also have fostered a

greater correspondence between output and employment transforma­

tion.

In the United Kingdom, plans for an active industrial policy, with em­

phasis given to promoting growth-sectors, were formulated in the early

and mid 1970s. But by the end of the decade, little progress along

these lines had been made. Large-scale government rescue operations

were still cornmon.



148

6 PROFIT MARGINS AND TRANSFORMATION PRESSURE

Previous chapters have given an overview of the direction and

speed of changes in the manufacturing sectors of each of the

four countries. .In the remainder of this paper, some underlying

determinants ·are disc~ssed. In particular we focus on the roles of

profi ts (this chapter) and investrnent activity (next chapter).

6.1 An Operational Profitability Measure

Data limitations force us to use crude measures of industry profit­

ability. The measure used here is the gross profit margin (or

operating slJrplus). It is defined as

M=~.~ w
- P:-QTC

where

M

p

Q
W

L

Q/L

ULC =

gross profi t margin

value added price index

value added at constant prices

hourlylabor costs Oncluding all social charges)

hours worked

labor productivi ty

unit labor cost

The measure is then standardized by transformation into index

form. Index 100 denotes the average level for the period 1963­

73, which we regard as an approxim~tIon of a "long-run equilibri­

um level" of the rate of return on total capital. A useful feature

of this measure is that it is easlly decornposed into prices, labor

costs and labor productivity (or prices and unit labor costs). This

faci Iitates the analysis of changes in profi tabili ty .11
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To use the gross profit margin as a measure or an indicator ­

which is the point here - we have to assume that the value

added share of depreciation charges on fixed capi tal 12 remains

constant over time. If that share is actually rising (falling) then

M gives a positively (negatively) biased picture of changes in pro­

fi tability. Natlonal account statist ics of the four countr ies sug­

gest tha t the share of depreciation charges on fixed capital in

the total econotny has been fairly stable since 1960, with a slight

tendency to rise in the 19705. Fi8ures avallable for the Swedish

manufacturing sector show the same development. Hence, it

seems reasonable to assume that M gives a fair picture of profit­

abili ty over time. The rneasure should at least not exaggerate

the negative development of profit margins in the 1970s.

6.2 Manufacturing Profit Margins in 1963-80

Figure 7 exhibits the developinent of total manufacturing profit

margins in Germany, the Netherlands, Sweden and the U.K. It

must be stressed that the graph should not be used to cornpare

~'yels of profitmargins ; here we are studying the development

over time.

Over the whole period 1963-80, profi t margins are declining. Up

through 1972, profi t margins in the four countr ies moved togeth­

er quite closely, with relatively moderate fluctuations. Then

they becaJne rnore volatile and unsynchronized.

We can observe sOlne interesting differences between the countries.

Swedish manufacturing profi t margins developed more fa vor­

ably up through 1974. But the conspicuous profit boorn of 1973/7'+,

attributable to rapid price increases in raw material products of

particular importance in Swedish manufacturing, was followed by

several years of extreIne wage escalations and sInall positive, or

even negative, productivity changes.
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Dutch profi t margins followed a somewhat dit ferent path. Frorn

1963 to 1975 they decreased more than in Germany, Sweden

and the U.K. But in the second half of the 1970s, Dutch profi ts

rebounded strongly, thanks to good productivi ty performances and

moderate labor cost increases.

In Germany, a deflationary economic policy with a revalued DM

kept inflation in the 1970s at lower levels than in most compet­

ing countries. But wages were not checked to a corresponding

degree. And since productivity growth was not sufficient to off­

set the gap between the wage and price increases, profi t margins

developed unfavorably.

Aggregate profit margins in British manufacturing tluctuated great­

ly during the 1970s. But on the whole, rapid price increases off­

set poor productivi ty performance and substantiai wage escala-

tions.

6.3 Prices, Profits and Structural Change

What roles do prices and profits play ln structural change? In a

market economy the price systern fulfills an irnportant signaling

function in the resource alloca t jon process. A decrease in the de­

mand for a product, for exarnple, puts downward pressure on the

product's price. This is a signal to existing and potential produc­

ers to reduce output. In that case, a decrease in price is accorn­

panied by a decrease in quantity~

But one should not expect to find tha t the relationship between

relative prices and output is always positive. Whether the two var­

iables change in the sarne or opposite direction over a per iod de­

pends, to a great extent, on changes in relative productjon costs.

In the example above, a cost-saving technical break-through in

the manufacture of the product leads to an increase in supply. If

this increase in supply is greater than the decrease in demand,

the end result \\'i11 be that the price dropped and the quantity

lncreased.
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In principle, the price-output relationship is positive if the mar~

ket disturbance primarily derives from the demand side, and nega­

tive if the disturbance is primarily due to changes in relative

costs (the supply side). Hence, the development of relative prices

is, in isolation, a poor indicator of the direction of structural

change. This is underlined by Table 7, which shows that there

was no systernatic long-run correlation between the relative deve­

lopment of sub-sector prices and output in the four countries in­

cluded in this study" 13

A more frui tful approach to "exp1aining" structural change would

begin with an exam ination of relative profi t performance

across industries. After all, producers generally try to allocate

their resources in the most profitable way. And since changes in

both prices and costs are captured by the profit concept, the re­

lationship between relative profit performance and output growth

should be unarnbiguously positive. But because, for instance, of

imperfect foresight, goverrunent intervention and rigidities in fac­

tor mobility, the ex post relationship may not be monotonic. 14

According to this line of reasoning, the most expansive industr ies

over a period shou1d be the ones which performed most favor­

ably in tenns of profitability, and vice versa. Table 8 shows that

this holds weIl for Germany, the Netherlands and the U.K. The

low correlation coefficient for Sweden is to a large extent due

to the fact that a sharp fall in basic iTletal profi t margins in the

second half of the 1970s was not matched by a corresponding de­

cline in output growth. The level of opera.tions in the Swedish

basic metal industry in the period was artificially. sustained by

massive government support. In fact, if the basic metal industry

is deleted fro:n the calculation, the coefficient for Sweden be­

cornes highly significant.
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Correlation between the relative development of sub-sector

prices and output

Germany Netherlands Sweden
1960-80 1963-80 1960-80

United Kingdom
1963-80

Correlation coefficlent -0.24

Level of significance

0.54

0.10

-0.10 -0.33

Table 8 Correlation between the relative development of sub-sector

profit margins and output

Sweden
1963-80

Germany Netherlands
1963-80 1963-80

Basic
metals United Kingdorn
deleted 1963-80

Correlation coefficient 0.65

Level of significance 0.05

6.4 Transformation Pressure

0.66

0.05

0.11 0.81

0.025

0.75

0.025

An interpretation of the discussion and the elnpirica.l evidence

presented in the previous section is that the greater the spread

of profi tability across the industries, the greater the "structurai

tension" in the manufacturlng sector • Lacking proper data on profit­

ability the dispersion in profit margins should be an appropriate

measure of the degree of transformation pressure.

In this section our profi t mar gin indices (deflned on p. 148) are

used to construct proxies for "transformation pressure" in the

four countr ies. As a Jneasure of dispersion, we take the sum of

the weighted absolute dif ferences between the profitmargin
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index of each sub-sector and the index of the aggregate manufac­

turing sector . It seerns plausible that structural change in one

year is affected by the dispersion in industry profitability in pre­

vious years. This is taken into account by defining the transfor­

mation pressure in year t as the arithlTletic average of the disper­

sion in profi t margins in the years t, t-l and t-2. 15

Thus defined, the year-by-year transformation pressure in the

four countr ies is presented in index form in Figure 8. It is impor­

tant to note that the curves represent crude approximations of

the changes in transfor:nation pressure over time. They cannot be

used for across-country level compC}-risons•. Nevertheless, at least

one conclusion follows fro;n Figure 8. Concurrently with the gener­

al deterioration in business cHrnate in the mid and late 19705,

pressure for structural change increased considerably in all four

countr ies. 16

Recall from section 5.6 that a corresponding increase in the rate

of actual transformation did not take place. On the contrary, the

extent of employment structural change generally decreased sorne­

what in the period. To exp1ain this seerningly contradictory de­

velopment - that high transformation pressure went hand in hand

with low transformat.ion response - one has to deal with the deli­

cate problern of a possible two-way causaiity. Certainly, one can

readily suggest tha t in the sluggish economic climate, in which

the expansi.'1~ sectors cannot soak up unemployed resources, fac­

tor rnobility tends to decrease even if transformation pressure is

high. On the other hand, it is also guite plausible that the rigidi­

ty of the econolnic structure is a principal cause - not an effect ­

of the econornic lrnbalances, which, in turn, are manifested in a

rise in transformation pressure. In other words, as long as the 1n­

dustriai structure does not adjust according to transformation

pressure, the fundalnental imbalances will persist and may even

get worse. 17

As a final remark we add that the tendency to low factor mobili-­

ty in periods of low econornic activity is frequent.ly enhanced by

governrnent actions aimed at curbing short-run unernployment.
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7 INVESTMENTS AND GROWTH

Investfnent is a key elernent of the growth process. Besides adding

dlrectly to aggregate dernand in the econolny, investrnents lay

the foundatlon of future production growth. The "good old years"

of the 19505 and 19605 were to a large extent the resul t of a vig­

orous investrnent activity. Today, it is frequently said that to

get the wheels spinning as they used to, capital formation must

increase significantly.

In this chapter we take a broad look at the industrial investrnent

development in Gerrnany, the Netherlands, Sweden and the United

Kingdorn and relate investrnent growth to output growth. We

want to highlight statistically a few widespread "beliefs" about in­

vestrnents. The ambition is not to explain investrnent behavior.

Final.ly, we discuss the importance. of the allocat.ion of a given

amount of aggregate inves tments between sectors.

7.1 Manufacturing Investments in 1963-80

Figure 9 displays the growth of the volurne of manufacturing in­

vestrnents from 1963 to 1980. It is evident that investrnent activ­

ity was, on the whole, strong up through 1970. For Germany, the

Netherlands and the U.K. the first half of the 1970s saw a dra­

matie drop in annual investfnents. It is worth noting that this

drop started before the oi! crisis of 1973/74. Swedish industrial in­

vestrnent, on the other hand, continued for severalmore years

along the trend fro:n the 1960s.

In 1977 the investrnent trend turned upward again in Germany,

the Netherlands and the U.K., whereas Swedish investrnents fell

sharply in the last three years of the 1970s.

7.2 Investments, Investment Ratios and Growth

With the developtnent in the last decade as shown in Figure 9, it

is not surprising that an incredse in investment actjvity is fre-



Figure 9 Total manufacturing investments (at eonstant prices) 1963-80
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quentJy cal1ed for as a remedy for economic stagnation. In this

section we ask whether the most expansive industries in each

countr y (in the years since 1963) are the ones which showed the

strongest growth of investrnent, and vice versa.

Correlation coefficients between the relative growth of industry

output and investJnents are presented in Table 9. In Germany and

Sweden a strong positive correlation is evident. The coefficient

for the United Kingdom is significant only at a .25 leve!. The ex­

traordinary output growth of the Dutch chemical industry in the

1960s and early 1970s ·was achieved desplte low levels of invest­

ment .. To a large extent this explains why the correJation between

the growth of investrnents and output is so weak in the

Netherlands.. If the chemical industr y is deleted from the calcula­

tion we find that the correlation becomes highly significant ..

Frequently, investment development is discussed in terrns of

investrnent ratios, i.e. capital formation related to production.

The investment ratio is sometimes casually taken as equivalent

to "willingness to invest". Since industrial investrnent rat ios

have generally fallen in the 1?70s, it is accordingly concluded

that "willingness to invest" has diminished. This, so the argu­

ment goes, is one reason for the current economic stagnation.

For the economies to return to the old growth path, invest­

ment rat jos must be raised to their former leveis. That means

that investtnents rnust increase by more than production.

If this line of reasoning is valid, there should be a long-run positive

relationship between the relative development of industry out­

put and investrnent ratios. In other words, industries with the

strongest developrnent of their investJnent ratio should, in princi­

ple, grow faster than the other industries.

This has not been the case in the .four countries since 1963,

according to Table 10. The relationship actually seems to be nega­

tive. A plausible explanation is that the most expansive industries

are the ones that tend to become more and more knowledge-intensive.
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Correlation between the relative development of sub-sector

investments and output

Nether lands
1963-80

Germany
1963-79

Chemicals Sweden
deleted l 963-80

United Kingdom
1963-79

Correlatjon coefficient 0.65

Level of significance 0.05

0.27 0.61

0.10

0.94

0.005

0.37

0.25

Table 10 Correlation between the relative development of sub-sector

investment ratios and output

Germany ·Netherlands Sweden
1963-79 1963-80 1963-80

United Kingdorn
1963-79

Correlation coefficient -0.53

Level of significance 0.15

-0.60

0.10

-0.35

0.25

-0.39

0.25

Table Il Correlation between the relative development of sub-sector

investments and profit margins

Swed~!1.. _......_.....~_____
Germany Netherlands United Kingdom
1963-79 1963-80 1963-80 1963-73 1963-79

Correlation coefficient 0.68

Level of significance 0.05

0.61

0.10

0.10 0.81

0.01

0.11
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Substantiai increases in fixed capital formation in these indus­

tr ies, large enough to raise investrnent ratios, could very weIl be

detr irnental to those industr ies.

7.3 Investment Allocation and Growth

Growth in investrnents in machinery and buildings is certainly nec­

essary for long-run output growth. But the quantity of invest­

ments is not the only important explanation. One should not only

ask the question How much?, but also Where? That is, not only

the level, but also the allocation of investrnents among firms and

industries, should be studied. This could be called the "quality"

aspect of investmerits. For favorable long-run growth, it is cru­

cial that uncompetitive firms and industries do not account for a

"disproportionally" large share of total capital formation. In prin­

ciple, investrnent resources should be allocated in' proportion to

the competitiveness of the industries. A misal1ocation of invest­

ment resources is likely to impede the expansion of viable sec­

tors, and to postpone an inevitable adjustment of, the structure

of the economy.

We nowexarnine the allocation (or the "quality") of the manufac­

turing investments made since 1963 in the four countries. We re­

gard relative profitability as equivalent to competitiveness. Ideal­

ly, the industries with the strongest investtnent growth over a pe­

riod should be the ones with the most favorable development of

profitability. Thus, a suitable measure for this study of the quali­

ty of investments within the manufacturing sector is the correla­

tion between the sub-sector development of investrnents and pro­

fit margins. The stronger the positive correlation, the higher the

"quality" of the combined investrnents made in the period.

We see from Table 11 that in Germany and, to. alesser degree,

in the Netherlands, there is a clear positive association between

relative growth of investrnents and profit margins. In Sweden and

the U.K., on the other hand, there is no significant correlation. If



161

we choose' the period 1963-73, however, the Swedish correlation

coefficient becomes highly significant.

Hence, given that the coefficients in Table 11 are appropriate

measures of the quality of investments, we can conclude that

Germany and the Netherlands in 1963-80, and Sweden in 1963-73,

benefited from a growth-conducive allocation of investtnents. By

this definition, a considerable misal1ocation of resources must

have taken place in Sweden in the last decade. This appears to

be true for the whole period 1963-80 in the U.K.

The results provide a plausib~e explanation of two "inconsistencies"

between aggregate investrnent and output growth in the Brit­

ish and Swedish manufacturing sectors. The first inconsistency

(compare Figures 2 and 9) is that the British manufacturing in­

vestments followed the same growth path as did the German and

Dutch investments, and yet the British output growth was much

below the others.

The second inconsistency is that the very strong S~edish invest­

ment activity' from 1970 through 1976, relative to the other coun­

tries, did not lead to a correspondingly favorable growth in indus-

'trial production. In fact, since the mid 1970s, Swedish industrial

growth has been lower than in most developed economies. In

Örtengren (1981) it is shown that the seemingly favorable growth of

Swedish manufacturing investments in the first half of the 1970s

was to a large extent based on vigorous investrnent activi ties in

governrnent,...owned industries which are' now considered crisis indus­

tries.

In conclusion, an inference to be 'drawn from this section is that

some of the sluggishness in the British etonomy in the last two

,decades, and in the Swedish economy in r~cent years, is due to

a misal1ocation of investments.
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8 SUMMARY AND CONCLUSIONS

The most significant aspect of manufacturing growth in Germany,

the Netherlands, Sweden and the United Kingdom in the last two

decades is the sharp break in output growth trends which oc­

curred in connectjon with the oi! crisis in 1973/74. The deteriora­

tion' is evident for all industries.

The German, Dutch and Swedish manufacturlng sectors experi­

enced a similar development in terms of production growth up

through the first half of the 1970s. Thereafter German and Dutch

industries outgrew Swedish industries. British manufacturing fol­

lowed a considerably slower growth path throughout the whole pe­

riod.

Total industrial employment in the four countries dropped over

the period 1960-80. lt peaked in the mid 1960s (in 1970 in Germa­

ny) and the subsequent decrease was most notable in the Nether­

lands and the U.K. The rate of decline did not increase apprecia­

bly' in the period af ter the oi! crisis, despite the marked slow­

down in output growth. This circumstance reflects an unfavorable

laber productivity growth in the inid and late 1970s.

Regarding performance of individual industries, knowledge-intensive

industr les galned in itnportance at the expense of labor and

raw-material intensive industries. In the last two decades, the

chernical industry was the by far most expansive, whereas

textiles declined considerably in both absolute and r'elative terms.

More recently, the basic metal industry has run into severe prob:...

lems.

The industrlal structu're and its change In Gerrnany and the U.K.

correspond closely to that of the average industrlalized econorny.

Engineering accounts for about 40 percent of total manufacturing

productjon, and the chernical industry is growing in relatjve size.
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In the Netherlands, chemicals, and to some extent the food indus­

try, play alarger role than in the other three countries. Sweden

has a strong specialization in forest-based and investment-goods

industr ies.

Transformation pressure (measured as dispersion in profit margins)

increased considerably in the stagflation period. But structural

change did not "follow" transformation pressures. In fact, the

rate of employment structural change appears to have fallen in

the second half of the 1970s. Throughout the period 1960-80, the

industrial structure was cleary more rigid with respect to employ­

ment than to output.

A correlation analysis shows that relative growth rates of the var­

ious industries were positively associated with profit performance

and investment activity. Investrnent ratios, on the other hand,

appear to have been. negatively correlated with output growth,

wher,eas no sys~eInatic relationship is found between the relative

development of sub-sector output and prices.

Empirical evidence presented in the study suggests that the poor

industrial performance of the United Kingdom since 1960, and of

Sweden since the mid 1970s, is to some extent a result of a mis­

allocation of resources. Section 5.6. indicates that the structural

adjustment of employment was relatively slow over the whole pe­

riod in the -U.K., and slow also in Sweden in the period af ter the

oil crisis. Furthermore, section 7.3 shows that in the U.K. over

the whole period, and in Sweden in the period 1973-80, the al1oca­

tion of investment resources to a relatively large extent went to

uncolnpetitive industries.
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l The term output is used interchangeably with volume of produc­
tion throughout the paper.

2 Such as Brazil, Mexico, Singapore, South Korea, Taiwan and
Hong Kong.

3 This observation coincides with one made in United Nations
(1977) where the manufacturing industries in a group of European
countries are studied for the period 1958-70.

4 For a thorough discussion on the recent development in the
steel industry in a historical perspective, see Carlsson (1981).

5 eoal mining is another histor ically vi tal industry. But i t is
not dealt with here, since it is not part of the manufacturing sec­
tor.

6 See Pavitt (19~1) for a thorough exposition on innovation activi­
ty and British econolnic performance.

7 See Wheeler (1975) for a discussion on the significance of
trade for the economic life in the Netherlands.

8 See Rhenmann (1979) for an examination of the new conditions
for the Swedish forest industry.

9 Overall structural change S in period t is here defined, by

n
S L

i =l

where n

x. - x. l I1 , t l , t-

= number of sub-sectors

in total manu-Xi, t = percentage share of sub-sector
facturing i~ period t. .

10 Boston Consulting Group (1979) contains a comparative review
of the industrial policy in Germany, Sweden and United Kingdom.

11 See Eliasson (1976) for a discussion on the merits of using
gross profit margins as an approximation of profitability.

12 Depreciation charges on fixed capital is synonyrTIous with con­
sumption of fixed capital, which is the term often used in nation­
al accounts statistical sources.

13 See Josefsson-Örtengren (1983) for a thorough investigation
into the .rel~tionship ~etween relative prices and output growth in
the SwedIsh Industry dlsaggregated into 42 sectors.
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14 Two variables are monotonically related if they always change
in the sarne d,ireetion.

15 Transformation pressure TP -in period t is thus defined by

I (m.
I ,t-a

where n

Xi,t-a =

M·l,t-a

number of sub-sectors
percentage share of, sub-seetor i in total
manufacturing produetion in period t-a
p.rofi t margin index of sub-sector i in pe­
rIod t-a
profit margin . index. of aggregate manufac-
turlng sector In period t-a. ,

16 This is in agre'ement with Josefsson-Örtengren (1980), in whieh
the dispersion in relative !?!lee changes is used as a measure of
transformation pressure in Swedish industry in 1913-77. Josefs­
son and Örtengren found a marked rise in the transformation
pressure for the first half of the 1970s.

17 This discussion is further elaborated in, for instance, Carls­
son, Bergholm & Lindberg (1981) and Eliasso:n & Lindberg (1981).
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