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Competitiveness, the Balance of Pa nts a
s nd the Allocati
— a Discussion with Reference to llswgeh’s Long-T:r‘::l Appr:;.s::‘nnmm

The Industrial Institute for Economic and Social
Research, IIESR, presented its Long-Term Apprai-
sal of the Swedish economy for the period 1974 to
1980 last spring. The Reports of the Government's
Long-Term Planning Commission have become
Increasingly important as a basis for shaping
economic palicy. Therefore, the Institute has
deemed it important to carry out its own indepen-
dent analysis of the long-term conditions for the
development of the Swedish economy. The aim of
our analysis is to produce well worked out paths
of development for the Swedish economy, . paths
which we have judged to be feasible using various
combinations of economic policy measures, and
which are in harmony with the various main cur-
rents of the political debate. Here margin is
allowed for other interpretations of the tendencies
of economic developments, for other estimates of
the economic relationships which rule in the eco-
nomy and for the possibility of oilurnnnahng eco-
nemic guestions not treated by the tong-Term
Planning Commission

Each long-term appraisal has attempted 1o
facus discussions on those problems judged 1o be
most critical for the Swedish economy during the
period concerned. The discussion in the ‘1970
Report from the Commussion dealt to a great de-
gree with the problem of external baiance Dif-
ferent ways for Sweden to restore equilibrium to
its balance of payments on current accounts were
sketiched De facto, however questions about
employment came to dominate discussions of
economic policy awing to the unemployment
ge‘neva‘!ed by the restrictive economic pohcy of
18773 »The question of employment has been
concerned on the one hand with the total degree
of mobilization of the labour force and on the
other with the distribution of employment between
the private and public sectors. The public discus-
s1on 0 Sweden about empioyment has shown how
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important if is to make it clear th. i

of employment between the pra)::th: ::;fibwgn
sectors must be determined on the basis :'“t::
poittical decision as 1o how consumption is 1o pe
divided between the private and public sectors
HESR's Long-Term Appraisal is linked up with this
discussion. The various alternatives for the deve-
lopment of the economy have been framed with
consideration taken to the difterences in the rates
of growth of public and private consumption.

The question of employment will probably be
less prominent during the period from 1975 to
1980. Rather, it would seem that the prasently
current questions revolving about inflation and
foreign exchange policy, competitiveness and the
balance of payments on current account will re-
main a central theme in the public discussion in
Sweden for several years,

Sweden's international competitive position can
be improved in three main ways. First, by devaly-
ing the Swedish krona However, this would con-
flict with the desire to keep the domestic rate of
inflation low. A second method would be to shape
an incomes and taxation policy designed to limit
ncreases in labour costs.

Thirdly, by taking measures to increase produc-

Table 1. National balance sheet 19741980
Growth in volume in % per year at 1968 prices

Alternative P Alternative |

Private consumption 20 34
f’ub-‘:c consumption 30 15
Gross investment 31 37
Public sector 62 19
Private seclor excl industry 26 42
industry 32 7.0
Housing 20 35
Inventores 18 18
Expaort 63 75
tmport
GNP i o

28 36

Seurce: IIESR's Long-Term Appraisal

3

tivity. Following an introductory presentation of
HESR's Long-Term Appraisal, these three methods
will be discussed on the basis of the assumptions
and calculations of the appraisal. In discussing
these questions R s desirable to indicale which
real economic growth lrend can be expected. it
is also necessary to keep in mind that the pre-
conditions for compatibility of the three targets,
aquilibrium account, a low rate of inflation and a
high rate of economic growth are influenced by

average between 1974 and 1980 and in the
industry-expansive by 3.4 %. The reasons for the
difference in the GNP's rate of growth in the two
alternatives are as follows. In the first place, the
rate of growth of productivity in the public sector
is, broadly speaking, zero, as measured in the
slatistics. This means that rapid growth in the
public sector leads to a lower average rate of
produchvity increase in the sconomy as a whole.
in the second place, it has been judged that pro-

the distribution of consumption bat 1 the
public and private sectors chosen.

Two paths for development

IIESA’'s Long-Term Appraisal has been built up
around two main alternatives. Both alternatives
lead to equilibrium on the current account in
1980. it is assumed that the degree of utilization of
capacity in the economy will be the same in 1980
as it was in 1974,

In the "public-expansive” alternative -— alterna-
tive P — public consumption grows by 3% an-
nually during 1974~-1980, measured in fixed
prices, while private consumplion increases by
only 2% annually {see table 1).

The other alternative places strong emphasis on
private consumplion, which increases at an an-
aual rate of 3.4 % while public consumption in-
creases only by 1.5% per vear. About two-thirds
of the industrial goods produced go lo private
censumption. For this reason a high rate of
growth of private consumption requires a higher
rate of growth for industrial production than in
aiternative P. This alternative has therefore been
called the “industry-expansive” alternative -
alternative |

Measured in current prices, 46 % of the total
increase in consumplion for allernative P goes
to the public sector while 54 % goes to the private
sector. The corresponding shares for alternative |
are 35 % and 65 %.

In the public-expansive alternative it iy assumed
that GNP will increase by 29% a year on the

ductivity wili inc e more rapidly within industry
when the rate of growth of industrial production
is high.

A strikingly different distribution of consump-
tion between the public and private seclors also
has consequences for the development of the
economy in other respects than production and
productivity in the various sectors. Thus, it Is
estimated tha! the supply of labour will increase
somewhat more rapidly in connection with a
sigrhicant expansion of the public sector, since
the demand for female labour would increase.
However, the net immigration of foreign labour
could be expected to be greater in the industry-
expansive alternative.

The number of persons employed is expected
to increase substantially, by betwsen 175,000 and
200,000 {+0.8 % per annum), primarily through in-
creased female participation. The average annual
working time is assumed lo decrease as the result
of increased part-time work, increased absence,
etc. The total number of hours worked in the
economy will be almost unchanged, providing no
general reduction of working time goes into effect
before 1980. As a result, the rate of growth of the
GNP may be greater than during the first half of
the 1970's despile the siow rate of increase in
proguctivity.

Employment in the public sector increases by
175,000 persons batween 1974 and 1980 in alter-
native | and by about 300,000 in aiternative P.
According to the calculations of alternative P,
the number of persons employed in industry will
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decrease by 0.1 % annually, or by a total of 6,000
persons. In alternative 1, on the other hand, em-
ployment will increase by 0.5 % annuaily, or by a
total of about 30,000 persons.

In alternative P industriai production is calcu-
lated 1o increase by 4.1% per annum, while in
alternative | it will increase by 54°%. To make
this increase in production possible the caiculated
increase in indusirial invesiments required is
3.2% per annum in alternative P and 7% per
annum in alternative 1.

According to HESR it is fully possible to ac-
complish either of these two main alternatives
solely through the use of different patterns of
economic policy. International conditions and
other conditions not under government control
are assumed fo be the same in both alternatives

The growth of Industrial production
and the balance of payments
Ditterentiation of the alternatives with respect to
the distribution of demand Hlluminates the dif-
terent requirements for industrial expansion as an
emphasis on public and Private consumption
respectively, gives rise to Industrial produchor;
must be sufficiently large to satisfy the domestic
demand tfor industrial goods as well as to yield
that surplus in foreign trade required to cover the
:;;ia(:s;:g deficit on the services and transfer
Table 2 shows the requirements for an increase
'n industrial production resuiting from the growth
of the various components of the GNP in the tw
alternatives. The domestic consumption of m?
dustrial products Increases by 20% and 349
per annum, respectively, in the twa anernahve;
Here, consideration has been taken to the lr‘w
airect as well as to the direct use of industr |
products. The growth of the public sector wh |ah’
uses little imported or industrial Qoods r'e .
only an insignificant increase of industrial D::‘;”es
tion in both alternatives. since most of the ‘::

crease in public consumption s assumed to b
S assur e

84

r-mzmmmondmm

mmnu.me,mml‘hm"b
h!wm's&mammmmmlm‘.
Swedish economy of the

Share in percent-  Share of the annug
age of the finai increase in demang
consumption of for industriat gogus
indusirial pro- 1974—80 in
duction 1974' percentage points
*‘-——n—._._,
Alterna-  Afterna.
tiveP  tivet
Private consumption 65 11 24
Public consumption ] 02 o1
Investment :
incl. imventories 23 07 09
Export-import of :
industrial goods 3 21 20
Industrial production 100 41 54
' 1968 prices

Source: IIESR's Long-Term Appraisal

in the welfare sector, which consumes little in-
dustrial production. Differences it the final do-
mestic consumption of industrial produgtion are
A result of differences in the rates of growth of
private consumption and investment in the two
alternatives. 1t is estimated that about two per-
centage poims of the annual rate of growth of
industrial production are necessary to increase
the balance of trade sufficiently to obtain equi-
librium on the current account by 1980. In alter-
native | the export of industrial goods is calculat-
ed to increase by 9% while the import of in-
dustrial goods increases by 6.6 % per annum. The
cotresponding figures for alternative P are 7%
and 5% per annum

'a{lleshould be underlined that the reason such &
; 9€ portion of the growth of industrial produc-
‘On must be used to achieve equilibrium on the
current account is only to a minor degree the fact
ll:;t(nn 1S necessary to restore the equilibrium
é 9 in the initial situation. About three quar-

ters of the improvement in the balance of trade
HESR has caiculated to be necessary is because
of an expected substantiai decrease in net ship-
ping revenues, increased aid to developing coun-
tries, continued decreasing of the net revenues
from tourism and increased paymenis of interest
on foreign debls.

tf public consumption, which has a low import
content, is emphasized, it will not be necessary fo
transfer such large amounts of resources 1o in-
dustry. Therefore, when the necessity of trans-
ferring resources to the export industry or to the
import-competling industries in order fo achieve
equilibrium in the balance on current accounts is
spoken of in the public discussion of economic
policy, it is implied that no such slight increase in
private consumption’ as in alternative P is to be
expected.

Foreign exchange policy

and the rate of inflation

IIESR's Long-Term Appraisal is based on the
supposition that equilibrium is to be oblained on
the current account in 1880 as in the 1875 Report
from the Long-Term Planning Commission. in the

The balance sheet for the final consumplion of in-
dustrial products for 1974 was made up as foliows in
billions of Sw. kronor at 1968 prices:

Production (net) 70.0
import 418
Sum of supply mMe
Expart 438
Final domestic consumption 67.8
Sum of demand 116

Froduction (excluding inlernal deliveries) equals do-
mestic consumption plus the balance between export
and import, e 678-+22 = 70. It is this sum which is
distribuled over the various areas ol demand in the
first column of table 2 In 1968 prices Sweden had an
export surplus in the balance of trade which, in 1974
prices, gives an export deficit owing to a worsening of
the terms of trade

initial year of our calculations Sweden had a
certain current account deficit. Whether or not
there was a fundamental disequilibrium in 1974
which could have motivated devaluation of the
Swadish krona Is a matter for discussion. Accord-
ing to our assessment this was not the case.
Normally, Sweden runs a certain deficit during
business cycle peaks owing to lags between the
Swedish and foreign business ¢ycles. The level
of activity in the Swedish economy was con-
siderably higher than in the other OECD countries.
Between 1971 and 1974 Sweden had clearly
improved its cost position relative to foreign
countries. The increase in petroleum prices
worsened the balance of trade by 8 billion kronor,
while the current account deficlt was about 4
billion kronor. The degree to which the disequi-
librium is considered to be structural depends
upon how temporary the worsening of the terms
of trade resulting from the increase in petroleum
prices is considerad to be. There are some indi-
cations that the price of petroleum producls will
not increase at the same rate as the international
price level. HESR's main calculation are based on
unchanged terms of trade between 1974 and 1980
A sensitivity computation shows that i the no-
minal price of petroleum remains unchanged, the
estimates for the necessary increases in the
balance of trade will be reduced by two thirds.
HESR has assumed that the rate of exchange
will be unchanged up to 19807 This may seem to

* in his article "How Much Should We Borrow Abroad?”
n the preceding number of this review, Sven Grassman
wrote that "the reason that the Long-Term Planning
Commission has considered that large quantities of real
resources must be directed into the export industries 5,
on the one hand, that they have considered the krona
to have been overvalued in 1974, and, on the other,
that they have assumed thal the rate of exchange will
ba unchanged during the coming five years.”

This and similar formulations from othar directions in
the public discussion may easily lead lo a misunder-
standing about the nature of the computations on which
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be unrealistic in a situation with floating exchange
rates. However, between 1970 and 1975 there was
no significant change in the rate of the Swedish
krona relative to the currencies of Sweden's four-
teen most important frading partners when the
changes in rates are weighted according to their
shares of the Swedish foreign trade. Even within
the framework of a constant weighted rate of ex-
change, there have been, and will in all probabi-
lity continue to be, large changes in the rates of
exchange of the various currency relative to each
other. Thus the West German mark has appreciat-
ed by about 20 %, during the past five-year period

It West Germany succeeds in restraining its deve-
lopment of costs aiso in the future, our assump-
tion of constant exchange rates includes the ex-
pectation of a continued depreciation of the Swe-
dish krona relative to the West German mark

Actually, this implies that Sweden will not follow
along with the German appreciation

Further, we have assumed that the international

price increases for goods and services traded by

Sweden will on the average be 6% per annum
between 1974 and 1980 Thus the GNP price in-

dexas in other countries are assumed to 1nse more

rapidly. According to the so-called EFO model

such an international rate of inflation would with

a canstant exchange rate. mean that the demestic

rate of inflation woulg be about 759, per annum

.fe long-term appraisals of the Long-Term P’Iannmg
“ommission and of the IIESR are based The transfer of
f830urces to the export industries must pe equally farge
regardiess of whether an unchanged rate of e:(‘hanc-js
s 3 s or et e "
S assumed or not. it any possible etfects on the terms of
trade are ignored Changes in the rate af are
ust one means of accomplishing
f ra N
Vi reésources An alternative

exchange are
the necessary transter
means would be 1

P . B } o de-
créase the Swedish level of costs relative 10 abroad wa
wages and tax agreements Further, as has been em

phasized ab 1
asized above, the need for the transfer of resoyr

e the expart brane S 2Sources
¢ D€ expart branch or 1o industry as we prefer 1o sy

depends tirely an N el
pends entirely an the al PCANON of damestic

ces = =SUC resqur
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on the average during the period 1974—gp

Such a high rate of inflation Yives ris; to
number of serious problems, Therefore, it vmul;
be desirable if Sweden were o aucc;ea in
policy of revaluation which would involve m:.
taining a constant rate of exchange betwean the
krona and the West German mark. We have ngt
judged it probable that such an €conomic policy
would be successful. However, slrong resistance
would doubtless be encountered if Sweden her.
self were to initiate devaluations which decreased
the value of the krona relative to the average of
other currencies. This is a most dubious method
for improving the competitive position. The risk
of galimg Mo a wage and price spiral, which after
a time is more likely to worsen the situation, is
obvious. Repeated devaluations of the Swedish
krona would also reduce the cost pressure on the
firms which might lead to a slower development
of productivity.

The Swedish level of costs has become sharply
worse during recent years. Between 1974 and
19786 the relative change in wage costs per unit of
Production is estimated o be about 25 % to Swe-
den’s disadvantage as compared to Wastern Ger-
many, and this does not only depend upon the
more rapid increase in wages but also upon the
low rate of growth of productivity in Swedish in-
dustry during 1975 ang 1876. it would not seem
realistic to fofllow the West German mark, thereby
revaluing the krona relative to the average of
other currencies, from such an initial situation
However, a situation favouring such a policy
existed in the beginning of 1973 at which time
Sweden had been Improving ifs relative cosis
compared 1o Western Germany for several years.
By restraining cost developments during the com-
g years it should be possible once again 10
create a favourable situation for an active price
stabilization policy with successive revaluations
by the end of the 1970y This is one argument for
altempting to achieve equilibrium on the current
account by 1980 1f 5 policy of appreciation —

implying following the West German mark — is to
succeed and in order to convince the rest of the
world, Swaden must first demonstirate an ability
to Hmit rises in costs sufficiently to lead to a
surplus in toreign trade, which wili then make it
possible to revalue its currency

Scope for wages increases

A rapid expansion ol the public sector means
that the scope for increasing real wages will be
substantially limited. For ailternative P we have
estimated that it is barely half a per cent annually.
The greater part of the 2% annual increase in
consumption, which we have estimated for this
alternative, is the resuit of substantially increased
transfers.

We have computed the tolal scope for wages
increases, and here we mean gross wages includ-
ing employers' contributions and social security
charges, as the sum of productivity increases and
international infiation, which is 11.6 % for alterna-
tive P I the government compensates iself for
the nominal downward adjustment of the scale of
taxation rates by means of increased employers’
contributions, the margin for increases in wages
agreements will be limited. The wage-earners'
organizations will find it difficult to accept this
Apparently there is a risk that wages increases
will far exceed the available scope.

In the industry-expansive alternative there is
scope for real wages to increase by 25% an-
nually. The government can be satisfied with a
downward adjustment of the scale of taxation
rates without increasing employers' contributions.
This should simplity wage agreements. The
public-expansive alternative, on the other hand,
will probably result in greater upward pressurg on
wages and make it difficult to follow an exchange-
rale policy which ties the krona to the West
German mark. The conditions for a successful
erice stabilization policy are thus depsndent on
which alternative is chosen.

The very large wage increases which ocourred

between 1974 and 1876 in Sweden wers deter-
mined by the scops which developed as & result
of the high international rate of inflation between
1973 and 1974. Then, when the international in-
fiation abated, the Swedish cost level rapidly rose
above that of Western Germany, especially. As
tong as the international rate of inflation was high
and even increasing and the development of pro-
ductivity more or less followed the earlier trend,
it was reasonable and perhaps even advantageous
for stabilization policy to determine the develop-
ment of wages with reference to the international
rate of inflation and the develapment of produc-
tivity during the preceding period of wage agree-
ments. Difficulties in limiting the rate of increases
in costs in Sweden becomes greater when the rate
of inflation abroad slows down and the previous
trend in productivity is broken.

Considerable uncertainty exists aboul future
international inflation. in the Report of the Long-
Term Planning Commission for 1975 it is assumed
that it will be 3 % annually, and we believe it will
be twice this figure. The large degree of uncer-
tainty about the future rate of inflation and the wide
variations about a high level render wage nego-
tiations more difficuit. it is therefore important to
combine moderate wage settiements with some
form of guarantee that wage earners will be com-
pensated (f consumer prices or productivity
should develop differently from what has been
assumed.

The development of productivity

Tabie 3 shows the development of production and
productivity in Swedish industry since 19860 as
computed by HESR and the estimates which have
been made for the period 1974-—1980. The annual
rate of growth of both labour productivity and
total productivity is indicated in the table. Total
productivity, sometimes called the technical or
residual factor, is obtained by measuring how
much production per weighted unit of labour and
capital increases annually
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Tabie 3. The devel t of production und d
tivity in Industry 1960--1980
Annual percentage change

Produc- Productivity of Total pro-
Som capital laboyr ductivity
{technical
lactor)
196085 74 +19 68 5.1
1965—70 49 +0.7 66 45
197074 47 0.6 57 34
HESR s estimates
for 1974—80
Alternative P 4.1 —08 50 30
Alternativel 54 —02 §7 38

Source: HESH's Long-Term Appraisal, 1976 (p. 254)

The rate of increase of total productivity indi-
cales how much production costs per unit pro-
duced would have decreased if the prices of
labour and capital services had remained con-
stant. In general it is assumed that the capital
used per unit produced is constant The increase
in labour productivity shows the scope for wage
Increases provided the yield on capital is un-
changed. if the use of capitat increases, com-
panies will have to pay for a part of the increased
labour productivity in the form of increased capi-
tal costs. Therefore, the scope for wage increases
will be less than indicated by the increase in
labour productivity

IESR has assumed that the rate of
the productivity of labour will slacken. lIESR's
estimate 1s from one half to one percentage pmn.t
below that of the 1975 Report of the Long-Term
Planning Commission The reason |
tion is discussed in the following
rate of growth of producti

growth of

or this assump-
The decreasing
vily may. to some d.

gree. be a result of a decrease 'n meJK: ue
economically usefuf, new technoiogy
s, however largely internat fma'l,ﬂw
We have not assumed that the potent a

utilized new technology that g 1

w of

This tiow
determined
of un-
ully applicabte
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should be less today than during the 1960, There
18 no information concerning this. The possibility
of increasing returns 1o scale can, however, be
expected to be less in certain industries, 'q
{forastry. s

The decreasing productivity of capital
According to IESR's calculations the amount ot
capital used per unit of production, which was
constant or even decreasing during the 1980,
increased during the first half of the 1970's. This
may be owing to investments for protection of the
environment. it may also be because the com-
panies have continued to replace labour with
capital al the same rate as belore, which has
resulted in decreasing yields on capital when the
rate of technical development has decreased.
Technical development here must be understood
broadly and must include improvements in pro-
duction methads, the rate of development of new
products, structural changes and increasing qua-
tity of labour inputs. The continued substitution of
capital for labour may be connected with the fact
that the price of capital services has decreasad
relative to the price of labour services owing
among other factors to the abundant availability
af low-cost financing to industry.

Changes in working life, e.g. new wage forms,
job-security legislation, increased absenteeism,
etc., seem to have influenced the costs for labour
more than is reflected in gross hourly wages.
Some companies calculate with a considerably
greater price of labour in their investment calcula-
tions than that which corresponds to gross wages.

This speeds up the substitution of capital for
labour

Lower rate of structural change

mprovements in methods of production often
necessitale investments in new plants and ma-
chinery. The rate at which new, highly productive
plants, which almaost always have considerably
‘fcreased capacity, are construgted and older

|

production units are relired determines the deve-
lopment of productivity to a great degree in large
portions of industry, especially in the processing
industries.

The resistance to closing down unprofitable
companies and production units during the 1970's,
however, has meant even stricter requirements
than earlier that companies which close down an
activity must locale a replacement industry be-
fore closing down. Therefore, companies tend to
delay closing down, which leads to generally
lower increases in productivity. When industrial
growth is more rapid, though, it will be easler to
fingd alternalive industries or alternative lines of
production within the same group of companies.
These investmenls may also be sslected from a
greater variely of choices in the more expansive
alternative, which probably results in grester pro-
ductivity. This ts the reason why we believe that
a higher rate of growth in industry leads o a
greater increase in productivity. A large portion
of Swedish industry is located in relatively small
communities which are dominated by one or a
few companies. Therefore, the connection
betwesn expansion and closing down which we
have pointed out is of great importance for the
development of productivity.

During the 1960's a high degree of structural
change was considered acceptable. It was up o
labour market policies to take care of the un-
employment which resulted from shutdowns. The
attitude towards a rapid structural change has
been changed during the 1970's.

There are several reasons for investing in rapid
renewal of the structure of capital. Qider plants
are regponsible for the major portion of the en-
viranmental pollution and for the unsatisfactory
internal working environment, and at the same
time they use more energy per unit of production.
in the study it is shown that a policy which had
emphasized a more rapid structural change would
have resulted in equally greal improvements in
anvironment in existing plants, There is no con-

flict between the desire to improve the external
and internal environments and the desire for
rapid increases in productivity; on the other hand,
rapid structural change may create employment
problems in individual communities.

It there is continued slowdown in the rate of
structural change, it will primarily be the result
of increased resistance to shutdowns and of the
methods of directing investments in the protection
of the environment and in the expansion of
industry. The technical and economical potential
for increasing productivity is, however, the same
as in earlier periods according to our astimates.
Growth in productivity is, therefore, 1o some ex-
tent a question of which labour market policy
and industrial policy the government will pursue.

Product renewal and intangible Investments
In the public discussions the growth of produc-
tivity is often equated with rationalization, the
elimination of oid plants and the construction of
new plants. Rationalization is sometimes viewed
negatively by labour. However, a large portion of
the growth of productivity stems from the develop-
ment of new products and from the successive
improvement of 0ld products. A condition for this
type of growth in productivily, however, is that the
companies quickly market the new products and
are able lo obtain a higher price for them, which
in turn means that they must be ahead of their
compatitors. The speed with which the companies
get their new products on to the market is thus a
deciding factor for the growth of productivity.
intangible investmenis in the development of new
products and in developing new markets weigh
very heavily in large parts of the Swedish industry.
Since the growth of productivity s responsible
for the major part of the growth of industrial
capacity, it may be misieading to stress the ne-
cessity of a high rate of real investment too
much.

The referms in the organization of working life,
job security legislation, workers' participation in
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management at ali levels, negotiations and all
forms of changes in production, etc., which are
presently being carried out contain the risk that
the rate of change and thereby the rate of growth
of productivity will decrease. if the power of in-
novation and the ability to keep at least abreast of
the competition technically should diminish, it
would be difficult 1o compensate for the resulting
decrease in labour productivity with farge inputs
of capital to maintain the growth of labour pro-
ductivity. However, we have, to a certain degree,
counted on policies directed towards the stimula-
tion of large investments. This is one reason why
we do not believe there will be too drastic a de-
Crease in labour productivity. On the other hand,

total productivity fails considerably, especially in
alternative P

"Productivity policy”

Different views prevail as to how large the rate of
growth of productivity will be Industry and com-
merce have expressed strong concern that there
will be a considerable decrease in the growth of
productivity as a resuit of the increased resistance
to structural change, of the altered rules for
waorking life and so forth Wage-earner represen-
tatives have seen more optimistically on the
growth of productivity

Obviously, behind these positions he different
views as 10 the consequences to the growth of
productivity of econamic policy, work legislation
changed wage forms, tax policies and much else
Oor in a single word effectivity in different eco-
namic systems Actually, in a long-term appraisal
the assumptions about economi¢ palicy in a bro;ad
sense ynder which a given development of pro-
ductivity can be expected shoyid be specified &

However, it s extremely difficuit to provide em-
pirical support for the significance of all of the
factors which determine the development of pro-
ductivity. Far exampie, some ohser |
sSeem to indicate that there 15 3 neg
ship between a hea 7y tax burg X

vations would
ative relation-
en and far-reach ng
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equalization of incomes on the one hand and the
growth of productivity on the other. In the ab-
sence of empirically supported k

becomes more a matter of political conviction. )
there had been such knowledge mitam. it
would have been interesting to specify varioys
alternalive paths of developmant for the

for various patterns of economic policy in an
respects which are important for the d

of productivity. This would have required that it
be possible to indicate the "productivity policy”
which needs to be foilowed in the same way as
lESR in its Long-Term Appraisal has indicated
the taxation policy required to finance ihe public
seclor and achieve balance in the economy. The
difficulties of indicating such a policy in detail
has meant that 1IESR has not specified any such
alternative in its Long-Term Appraisal, but has
only indicated the consequences of various as-
sumptions about productivity.

Problems for economic policy
We have discussed three different ways to
strengthen  industry's competitive position to
achieve equilibrium on the current account: deva-
luation, wages and tax agreements and measures
1o increase the growth of productivity. Devalua-
tion seems ta be a most dubious way to increase
competitive strength. A policy of revaluation is
unrealistic in the present situation, as has besn
emphasized above. Instead, policies must be di-
rected towards a wages and tax agreement which
limits rises in costs. Owing to the great degree of
uncertainty about the future rate of inflation and
to the pronounced variations of the rate of infla-
fon around a high level, income guarantees will
certainly be a prerequisite for such agresments.
Finally, we would like to stress the importance of
following a policy which maintains & high rate of
growth of productivity

The conditions for moderating the development
of costs would seem o be somewnhat different in

the two main aiternatives. A rapid expansion of
public consumption does not place such great
requirements on the industrial sector. The de-
creased level of employment in industry is com-
pensated for by the increased level of empioy-
ment in the public sector. The increase in exports
necessary fo achieve external equilibrium will be
less. Companies will be forced to increase their
exports to compensate for weak developments in
the domestic market. Such a policy can probably
be accomplished at a higher level of costs within
the country than for the expansive alternative at a
given rate of exchange between the Swedish
krona and other currencies. The moderate rate of
investment also implied by this alternative means
that the requirements for profitability in industry
can be imited. it should be possible to achieve an
unchanged degree of seli-financing at a higher
wage share than for 1974, As stated above, there
is also a great deal which would indicate a more
rapid increase in the costs of labour in this alter-
native.

In the industry-expansive alternative grealer
scope for contractual wage increases can be
arranged so wage increases may be kept within
reasonable limits more easily. Profits, however,
must be maintained at a considerably higher level
for the large industrial investments to be realized.
In this alternative exports must increase very
rapidly up to 1980. Swedish industry must be able
fo increase its shares of the world market by
sufficient restraint in the development of costs.

According to these estimates, the public-expan-
sive alternative resulls in a somewhat higher
domestic rate of inflation than does the industry-
expansive alternative. On the other hand, it should
be an easier way to achieve external balance,
since the requirements for the transfer of resour-
ces to industry are so much less.

In the discussion about the allocation of re-
sources between public and private consumption
m ESR's Long-Term Appraisal it is presumed
that a certain long-run allocation has been set up

as a target for economic policy and that this
target can be achieved with the aid of a suitable
set of stabilization policy measures in every phase
of the business cycle during the five-year period.
However, this rational way of looking at the
problem Is probably not a very reatistic descrip-
tion of how the atlocation of resources actually
takes place. Probably, full employment and ex-
ternal balance receive priority treatment, while
price stabilization, resource allocation and eco-
nomic growth are put in second place.

A successful slowing down of the development
ol domestic costs and a favourable development
of foreign trade would probably make it less likely
that economic policies that tend to dampen pri-
vale consumption with a high import content
would be adopted. i, on the other hand, wage
increases are large, the result will be employment
problems in industry and a current account de-
ficit. This is because it must be assumed that
devaluation of the krona will be avoided as long
as possible, since it is a highly dubious method
of strengthening competitiveness. In such a situa-
tion the policies adopted instead would probably
be directed towards increased public employ-
ment, slowing down the growth of private con-
sumption and a number of selective measures
intended to strengthen investment and employ-
ment in industry. Wage shares will be maintained
in industry, and the extent of investments financed
via taxes will be increased. Wage-garners will
repay a portion of their wages to the companies
via taxes.

Thus, the actual aliocation between private and
public consumption can in part be seen as a
result of how well increases in the level of costs
can be limited. The allocation of resources be-
comes a means of stabilization policy rather than
a targel. A great degree of restraint on the part
of industry in increasing wages in the coming
years would, according to this, not only be abie
to dampen the rate of inflation — perhaps a goal
that not all companies consider to be of top
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priority — but also influence the allocation of
resources and economic policy.

Finally, there are also reasons to underline the
fundamental importance of the assumption about
the development of productivity for the possibilit-
tes of realizing the various alternatives. If produc-

tivily in industry develops considerably more
slowly, considerable restraint in both public ang
private consumption will be necessary. There is
mush which indicates that it would be impossible
to achieve equilibrium on the current account by
1980 in such a situation.



