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BANKING GROUP INVESTMENTS IN SWEDISH INDUSTRY*

"If the commercial banks are allowed to acquire shares
it Will be difficult to prevent them from making use of
companies to carry on a variety  of activities; as a re-
sult, the legally-defined limits to permissable  banking
activity Will lose much of their significance."
The Banking  Comission  of 1932

1

This paper is concerned with the development of banking group ownership in
industry which emerged in Sweden during the first half of the 20th century.
The ultimate purpose is to explain a this phenomenon became so important
and deep-rooted  in the Swedish economy, and both empirital and theoretical
hypotheses are considered. From the middle of the 1930s up to the end of the
196Os,  the ownership of shares in Swedish industry showed considesable stabil-

ity, a stability that provided the foundation for the solid relationsbips
that existed  between the major commercial banks and the different industrial
groups during the so-talled golden age of Swedish industry after World War II.

The specific form and nature of the growing banking influence over Swedish
industry in the first half of the 20th century was largely dictated by chang-
ing attitudestowards the sole of the banks in society. This shift in the publ-
ic perception of what the comercial  banks should, or should not do - what
could be termed banking functions - in a changing society, was reflected in
sometimes intense polemics  on the subjett of industry's dependence on the
banks and the power of bank capita1 over production. It found a tangible
form in increasingly restrictive legislation where share ownership by the
banks was concerned. Throughout this presentation, therefore, like a red
thread, runs an analysis of the juridical-institutional conditions  of bank
ownership, which were gsadually imposed on the acquisition of shares, and
how the commercial banks reacted to them.

* This is an extended  version of a paper presented at the first interna-
tional workshop on "Bank-industry  relations in interwar Europe: Austria,
Hungary and Sweden" at the University  of East Anglia on 5 March, 1987.
In the paper same of the findings in my book "Bank, Investmentbolag,
Bankirfirma. Stockholms Enskilda Bank 1924-1945" (Stockholm: Norstedts
1987) are summarized.
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In this paper an important distinccion is made between banks and banking
groups. The term "banks" (and the expression "bank shareholdings") refers

conceptually to commercial banks, which as corporate bodies were the ob-

jett of banking legislation. The term "banking groups" (and the expression
"shareholdings owned by banking groups") is used as an economic category.
A banking  group is defined as a group of institutions or individuals which
are associated with a commercial bank and its management, which in tum
att as a centre for all kinds of finantial  operations on makets for credits
and securities.

The analysis of the development of the Swedish banking  legislation has
as its objective to explain how the demarcation line between credit and
entrepreneurial functions of commercial banks gradually became more clear-
ly defined. As bodies with juridical power, the Swedish commercial banks
were successively forced to concentrate more and more on the purely credit
activities of their business. By forming affiliated companies. not direct-
1~ omned by the bank. for the administration of shares and for investment
activities, the big commercial banks could still continue to perform en-
trepreneurial functions and thus appear as true finante  capita1 as defin-
ed by Rudolf Hilferding.'

1 would like to emphasize that it is not my intention, in this paper, to
analyse  the workings or significance of the banks' ownership of shares,
nor to distuss  the consequences of the bank influence on the structure
of industry or industrial renewal. The theoretical implications of histor-

ical experience  are discussed  in the concluding section under the heading
"Market  Structure, Banking Groups and Client Relationsbips".

II

Experiments of Large-scale Bank Mobilization  of Venture Capital. The Time
of World War I

In the last decades of the 19th century. the growing capita1 requirements
of an expanding Swedish industry were provided by the commercial banks,
which in the 1890s finally took over the financing role of the old merch-
ant and trading  houses. Bank financing  mas not limited  to direct or short-
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t e r m  l o m s ,  however,  by underwriting  i n d u s t r i a l  b o n d  ismes  for sub-

s e q u e n t  publit  offer, the  bank  began  to participate  in  longer - term

operat ions , and in this way bond issues became a recognized  banking

function.  The main risks incurred by the bankswerethat  such  issues

c o u l d  fail,  wholly  or in part, and, in fatt, at that time,  w h e n  t h e

portfolies  of insurance  companies  and other  inst i tut ional  investors

were re lat ive ly  modest , it was not unusual  for bonds to remain  wi th

the banks - unsold.

For the banks to have broadened  the ir  i ssu ing  act iv i t ies  to inc lude

s h a r e s  may seem  little more  than a smal l  s tep ,  but  where  leveis  of

r isk  were concerned  there  was a significant  differente.  The issuing

of shares means  that the bank is engaged in direct  equity capita1 in

the business concerned, and in a newly -es tab l i shed  or  rapidly-expand-

ing enterprise  this can be an extremely risky proposition. There is

another  d i f f i cu l ty , in that even  a success ful  bus iness  normal ly  takes

a considerable  time  to d e v e l o p , and an issuing bank must be prepared

to retain  underwritten  shares  in  i ts  own  p o r t f o l i o ,  p e r h a p s  f o r  sever-

al  years ,  before  returns  can  be  obta ined  through  a publie  offer in an

eventually  sound business operation.

At the beginning of the century, the  r ight  o f  the  Swedish  commercial

banks  to  transatt  share  bus iness  was  a very  controvers ia l  subjett.  The

debate was conducted at both economic  and politital  levels, and argu-

ments ,  based  on capita1 shortages, the need for rapid industrializa-

t ion  and  a mobi l i z ing  o f  venture  capital, were s e t  against  talls f o r

depositor security and the stability of the banking  system as a whole .

Diametritally  opposed  mode ls  existed  quite close  to home.  At  one  extreme

was  Germany,  where banks were deeply involved in share  trading and long-

t e r m  financing  for industry - the venture,  o r  “Ef fektenbanken”, as it

was known; at the other extreme “as the system that had evolved  in

Britain, where the ordinary banks functioned mainly  as depositories,

and  independent  merchant  banks specialized in share  transactions  and

investments. 2

Depositor security was given high priority in early Swedish banking  legis-

l a t i o n .  T h e  experience  o f  the  1878-79  crisis  at home,  camping on top of

such  occurrences  as the failure of several  important  investment  banks  in

France  and Germany  - Crédi t  Mobi l ier  in  1867 ,  Commerz  & Discontobank  in



4
1875, and Union GLnérales  in 1882 - demonstrated  the dangers of a bank-
ing system that was toa closely tied to the economically sensitive in-
dustrial and real estate sectors. A mistrust of unduly  venturesorne  bank-
ing activities was reflected in legislation in the 1870s and 188Os, when
transactions  involving shares or property were forbidden to the commerci-
al banks.

An 1874 law applicable to those private banks, which were allowed to issue
bank-notes, and another in 1886, affecting those banks organized as joint-
stock companies, prohibited both from trading in or acquiring shares or
real property for their own account. Two exceptions were made, both of which
continued to be recognized in later legislation: the banks retained the
right to hold both shares and real estate as security for claims, but pro-
perty taken over for this reason was to be sold as soon as was possible
without loss to the bank. The setond exception  related to premises actually
occupied by the banks, when ownership  was permitted without restriction.

At the turn of the century a combination of factors brought about a swing
in publit opinion. Share trading and new share issues were becoming in-
creasingly commonplace in Sweden in the 1890s. a trend that necessitated
a reorganization  of the Stockholm Stock Exhange in 1901. The prospects
of a faster process of industrialization, and the need for more rapid
changes in society as a way of providing solutions for social problems,
gave rise to a debate on capita1 shortages and the role of the commercial
banks in providing venture capita1 for industry. The successful process

of industrialization in Germany was held up as a model, as was the parti-
cipation  of the German banks in that process, and in both scholarly pub-
lications and amongst representatives of the business world the German
experience was used to support the case for allowing at least limited
openings for the Swedish banks to engage in share trading - and, for that
purpose, to purchase and hold shares.

The issue was examined  by the Banking  Gommission  of 1901. It was conclud-
ed that it would not be advisable to lift the prohibition on bank share
ownership because of the inherent risks involved in issuing shares, but
it was proposed  that specially designated investment and issuance banks
should be established.  These so talled  'industrial capita1 banks' (industri-
förlagsbanker) would be under publit control and would engage in share
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trading in support of industry. New banking regulations were adopted

by The Swedish Parliament  in 1903. However, the prohibition on the
acquisition of shares remained, and at the same time the proposal re-
lating to industrial capita1 banks, which had been accepted  by the
Government, was rejected by Parliament.

There was a brisk development  of interest  in share trading in Sweden

in the years that followed, and for the first time publit offerings
became of real importante  as a source of capita1 for the country's
growing industries. Soon, however, trading grew highly speculative,
and the desirability of slowing this speculation, and of preventing
violent  price fluctuations in the stock market, provided a fresh plat-
form for talls for some form of publit control over share trading. One
possibility was to allow existing banks to trade under supervision of
the Bank Inspection Board; another was to reconsider the earlier pro-
posal to establish designated issuing houses under publit control. The
finantial  crisis of 190748 had show, incidentally, that as lorigg"  as it
remained permissible to use shares as collateral  for loans,  the prohi-
bition on actual acquisition and trading offered the banks little pro-
tection  against  losses arising from fluctuations in share values or
stock exhange prices.

In 1909 the way was cleared for cooperating  commercial  banks to estab-
lish special investment banks which, in addition to conventional bank-
ing operations, were permitted to buy and sel1 shares and other pro-
perty. It was intended that these new institutions should function  as
true venture capita1 banks on the lines of the German model, participat-
ing in the formation of new companies, in mergers, and in corporate re-
structuring work. Exceptional solidity standards were imposed,  and the
new banks were to operate  under the same publit  control and banking re-
gulations that applied  to the ordinary  commercial  banks.

Institutions of the type envisaged did not coma into being as a result
of this legislation,  however. By that time. the commercial  banks had
found other ways of becoming involved in share issues, in share trad-
ing and of participsting  in long-term portfolio management. One method
for the banks to facilitate share issues was to give loans to the issu-
ing company using the new shares as collateral.  Such lending was a part
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of all commercial banks' normal credit activities; the credit risks in-

valved  depended on the collateral  potentials put inta practice and the
importante of this kind of lending in relation to the total business of
the bank.

In addition to this regular and accepted  banking  function. bank capita1
also started to support and increase in issuing activities through loans
to consortia and syndicates, which were so organised that they could par-
ticipate in new share issues. As a rule members  of the consortia were
leading bank management figures, or other affiliated individuals or com-
panies of the bank. Syndicates  were usually dissolved when a particular
operation or project was completed, or after a certain  period of time.
More permanent banking  groups were formed, when special companies for
share trading were established, which institutionally and juridically
were separated from the commercial  bank, but in reality operated in close
concurrence with the bank and its management. Using their own funds or
capita1 borrowed from the associated bank, these issuing or investment
companies could engage in share trading free of the rigorous controls that
were to have surrounded  the investment banks according to the legislation

of 1909.

AB Providentia was one of the first of these holding and investment com-
panies which, while working in close collaboration  with a Swedish commer-
cial bank - the Stockholms Enskilda Bank, owned by the Wallenberg family -
engaged in share transactions  that were legally prohibited to the bank it-
self. Providentia was founded as early as 1899. It functioned both as the
administrator of the Wallenberg family properties, as a consolidating in-
strument for the bank's other activitfes  and as a company for the exten-
sive trading in shares carried on by the Wallenbergs.

In 1907, the first company set up for purely investment and issuing pur-
poses started operations. This "as Svenska Emissions AB, a company with
relatively large capita1 of SEK 12 million. It was founded on the ini-
tiative of Louis Fraenckel, managing director of Stockholms Handelsbank -
which became Svenska Handelsbanken in 1919. For decades, Fraenckel was
one of the leading figures of the Swedish finantial world. The Svenska
Emissions AB was owned by interests closely associated with Handelsbanken,
and in fatt from the time it was established this investment Company occup-
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ied a position as affiliated to and, in practice, working in close co-
operation with the bank. 3

The fatt that the 1909 law relating to investment banks had proved
to be of no significance in practice led to a review of the entire
question of share purchases by commercial banks. This formed part of
a Parliamentary  debate in connection with the Government's  new banking
bill in 1911, and the outcome  was to give all the medium and larger
banks a certain, size-related general freedom to purchase shares. The
larger banks, particularly, could now participate  in the process of
raising industrial venture capita1 in a publit and different way to
that practised hitherto, when bank possession of shares and other pro-
perty had been restricted to security coverage for claims in default.

The right to acquire shares was conceded so as to permit the participa-
tion of commercial banks in share ismes, but the right was reserved
for larger banks and, evan then, "as limited so as to ensure that the
solidity of the individual banks and the stability of the banking
system were not adversely effected.

Quantitatively the permission to acquire and own shares, introduced by
the new banking laws of 1911, was of little significance by the time
the laws were enforced in 1912. It has been estimated  that only 19
of all the 76 commercial banksinoperation met the stipulated require-
ments for the acquisition of shares. In total, the right to buy shares
was then limited  to enly SEK 38 million. corresponding to om and a half
per cent of the assets of comercial banks. However, the enactment was
modelled in such a way that the "urnber  of banks, fulfilling the require-
ments for share acquisitions, increased as they raised their capital.
Thus, om of the effects of sosring inflation during World War 1 in
Sweden was to expand the statutory limits for the acquisition of shares
by commercial banks.l<

The limitations laid down by law were, however, no crucial impediment
to the large scale involvement  of larger banks in venture capita1 pro-
vision for the growing industry. Once they had mertaken the lower
limit stipulated for the acquisition of shares, the new provisions
were used by the banks to establish subsidiary companies, in some cases
with a share capita1 that was almost negligible, for the purpose of



acquiring shares and real estate which were then deposited with the par-

ent bank - frequently at high collateral  values.  This indirect  o w n e r s h i p

by the banks circumvented banking  regulations limiting share ownership,

and the commercial  banks, by combining  loan  operations with the respons-

i b i l i t i e s  o f  o w n e r s h i p ,  b e c a m e  venture  capita l is ts  o f  considerable  im-

portante.

T h i s  was  po inted  out by the Bank Inspection  Board in a communication  to

the  Government  in March,  1915, and one result  was  the appointment of a

committee  of investigation within the Department of Finante.  The com-

mit tee  tabled  its findings in January,lPl6,  and confirmed that the banks

had  indeed  abused  their share-purchasing rights; if  the practice of using

subs id iary  companies  f or  share  t rad ing  cont inued  to grow,  there was con-

siderable risk that the Swedish banks would assume more  the character of

s tockmarketspeculators  than  o f  financing  and loan  institutions. The com-

mittee proposed  that banks should be forbidden from owing shares in com-

panies  that  managed  or traded  in shares or real property.

By this time a variety  of investment and issuing companies had appeared

upon the scene, and  more  were to follow. In May, 1914, AB Emissionsinsti-

tutet was  formed  as an associate company  to Stockholms Enskilda Bank and

Skandinaviska  Banken,and  October  of the same year saw the arrival  of

Finansaktiebolaget, a subsidiary of Stockholms Handelsbank. In the spring

of 1915, Centralgruppens Emissions AB “as established at the initiative

of Sveriges Privata Centralbank. By the time of the Centralbank amalgama-

tion with Skandinaviska Banken in 1917. Centralgruppens Emissions AB had

grown  to become the largest  i n v e s t m e n t  company  in  the  country .

T h e  Banking  Gommission  of 1917 stated  that by the middle  o f  1918 there

existed  ten more  pure ly  investment  companies  a f f i l ia ted  to the commerci-

al banks. Within the restricted framework  o f  the ir  share -purchas ing

r ights  the  banks  owned  large  holdings  in several  o f  these  companies ;

Göteborgs Bank, for example, held shares in AB Mercator,  and Koppar-

bergs Enskilda Bank had holdings in Dalarnes  Finans AB. Several  other

investment companies, on the other hand, were clearly  structured as

formally unrelated off-shoots in which the banks had no direct  share-

ho ld ing  but  s t i l l  he ld  the  operat ive  in f luenceonthe ir  per formance .
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In addition to those bank-associated companies which - according to

their articles  of association - were primary investment and issuing
companies, in the decade to 1920 the banks also established a number
of subsidiary or affiliated companies intended for more varied fields
of activity. One of these was AB Investor, formed in 1916 and related
to the Wallenberg Group and Stockholms Enskilda Bank. Investor func-
tioned primarily as a holding company for the assets previously held
by Providentia; Providentia was now put inta liquidation. Its articl-
es of association permitted Investor  to engage in share transactions,
and, in fatt, until the end of the 1920s Investor operated on a front
that included financing, issuing activities and the administration of
all sorts of securities.

Investor's structure was a little different, and in some respects it
was mora advanced than the structure of contemporary subsidiaries or
associates of other banks. The shares were permitted wide distribution,
appearing on the Stockholm Stock Exhange as early as 1919, but control
of the company remained with the Directors of the Bank and their asso-
ciates, through a system of preferential or weighted voting rights.

Developments from about 1916 and into the first years of the 1920s were
to show that the warnings  of the Bank Inspection  Board and the Finante
Department in 1915 och 1916 were not without foundation, although the
impending crisis  was to strike investment companies quite impartially,
irrespective  of whethertheywere directly  subordinate to a bank or form-
ally independent. The problem lay on another level: in the economic si-
tuation that prevailed, bank involvement  in investment activities had
the effect of easing the availability of credits,  increasing inflation
and heightening speculation  - all of which had catastrophic consequenc-
es when the post-war period of deep depression arrived in the autumn of
1920. Deflation, suspended dividend payments, bankruptcies, and heavy
share-value  losses placed investment companies in an untenable  situa-
tion, so that by the middle of the decade most of them had gene into
liquidation. Their operations had been financed very largely through
bank loans secured by shares, and the banks found themselves forced
to take over the securities and unexpectedly acquired direct ownership
responsibility in a number of over-capitalized  companies, each of which
a shaky finantial structure and an uncertain future.
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III

Share Purchase  Rights Suspended. The New Holding Companies

The experiment at the time of World War 1, with direct, large-scale bank
participation in the mobilization of venture capital, was eventually seen
as a failure, a phenomenon  of the war years. For the future, share trad-
ing as a sector of banking  activity was to be avoided; the operations of
the comercial  banks should be purged. This represented  a swing in opin-
ion that stood out clearly in the far-reaching deliberations that took
place between the wars on the subjett  of industry's dependence on the
banks: The crisis resulting from deflation, a substantial increase in
industrial borrowing, and the bank's evergrowing influence over industry -
a result of the possession of shares as security for unsettled claims  -
prompted a protracted, polititally-coloured  debate cm relations between
the banks and industry. The question surfaced as to whether increasing
integration was to be seen as a conscious attempt by banking and finan-
cial communities  to strengthen their hold over industry and comerce. 5

The publit  debate was intensified by the process of omcentration that
was taking  place simultaneously within the Swedish banking system; in
barely two decades, from 1908 to 1927, the number  of active banks had
decreased from 83 to 28. In the earlier years interest in mergers was
sparked by oxropetition  for deposits and the ambition to expand regional
operations. During the 1920s another motive was dominating. Mergers be-
tame a solution to the problem of how to avoid liquidations. Following
the severe depression, many commercial  banks suddenly  found it necessary
to do such heavy writing-offs that the only alternative to bankruptcy
was to merge with another, larger  bank.

The great mergers of the banking sector during the late 1910s led to re-
newed demands that the freedom for banks to merge be limited.  A law re-
gulating  mergers was proposed  by the Banking Commission  of 1917, and it
was enacted in 1919. In fatt, this law was the first step to restritt
the share-purchasing rights allowed by the 1911 banking law. In the fu-
ture, the permission of the Government was needed if a commercial bank
wanted  to acquire shares in another conunercial  bank.
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In 1921 the Swedish Parliament introduced another change in banking  re-
gulations. The comercial banks were no longer allowed to acquire shares
in any Company doing business in shares or property. A five-year transi-
tion period was granted to facilitate the omversion of shares owned by
the banks at date of enactment. It was feared that the selling of shares
from the portfolies  of banks would make stock-market  prices fall still
further during the depression. 6

Accordingly, from the beginning of 1927 the commercial banks were no long-
er permitted to own shares in property or in companies whose primary occu-
pation was share-dealing. However,  it remained permissible, within the pro-
visions of the 1911 regulations, to own shares in industrial or other com-
panies. Responsibility for the enforcement of the regulations lay with the
Bank Inspection Board, which found it necessary to work with considerable
caution: during the crisis of the early 1920s several banks had assumed
possession of parcels of shares as security for claims, and to minimize
the need for writing  down these shares, scme of the larger banks, particu-
larly, had transferred substantial parts of these claims  to small, wholly-
owned subsidiary companies - and they did still entertain hopes of same
future recovery.

To accommodate  a settlement of such claims, the Bank Inspection Board per-
mitted bank ownership of holding companies to continue into the early
193Os,  although pressure to liquidate subsidiary holding companies be-
tame increasingly strong. It was a process complicated by a heavy over-
valuation of the portfolios of many of these subsidiaries; if the shares
were to be transferred to the banks, as required by the Bank Inspection,
a very considerable reduction  in portfolio values would have been necess-
ary.

The question of the bank's remaining rights to acquire shares in industri-
al companies was considered by the Banking Gommission of 1924. The report
appeared in 1927, and it contained a recommendation that rights to pur-
Chase shares should  be discontinued altogether. Although it was recogniz-
ed that industry's increasing credit och dependency on the commercial
banks was primarily  a result of the violent war- and post-war changes
in the economy and in monetary values, the experience was a motivation
for a change in banking  legislation “to strongthen resistanco  to the temp-
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tation to mix the true purpose of banking involvement in the business
world with industry's commercial, technical, and finantial  interests."
Deposits and loan activities should be given priority as banking func-
tions, as should the arrangement of long-term bond loans. This recommen-
dation represented a clear vete for the adoption of a deposit-bank sys-
tem for Sweden's commercial banking sector.

In 1927 recommendation  totally to do away with bank share-ownership  found
no part of legislation in the immediately follwoing years, but the de-
pression of the 193Os, and particularly the aftermath of the Kreuger col-
lapse, which for Sweden was of decisive importante  in many respects. did
have their effect upon the Swedish commercial banks. Skandinaviska Banken,
which was particularly deeply involved as ene of Kreuger's main sources
of finante, found itself facing severe liquidity problems: the Swedish
Government  had no choice but to intervene, and in April, 1932, Skandina-
viska Banken was provided with support 1oanstotallingSEK  200 million.
One consequence  of these events was the establishment of a new Banking
Gommission  in 1932; the Gommission  was charged with responsibility for
making recommendations  as ta how publit control over the banking sector
might be strengthened.

In its report, which was delivered as rapidly as December of the same

ysar, the Gommission  renewed several of the proposals that had beed made
by the 1924 Gommission. One of these referredtothe abolition of share-
purchase  rights, which in the 1932 version was extended to prohibit the
purchase of all debentures without special security. It was stated  in
the report that "the right to acquire shares means quite simply that the
banks become  industrialists, not only sources of credit . . . the risks
associated with loan operations are so substantial that the banks should

not assume the additional risks of entrepreneurship". 8

The ensuing  Bill and Parliament  decision  adopted the recommendations of

the Gommission, and from January lst, 1934, the banks were forbidden  'co
purchase shares and debentures without security. As before,  exceptions
were made for shares in property used for banking activities, as well as
for companies owning shares held as security against claims  in default.
A feur-year grace period was granted for the disposal  of shares held at
the time the new laws tame into forte, but aven the ownership was still
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p e r m i t t e d  a f t e r  January  lst, 1938 ,  in  those  cases  where shares could  not

be sold without loss to the bank.

A  genera l  improvement  in the economy was a prerequisite for a true liqui-

dation of bank holdings; as a general rule, companies that had been  taken

over  by the banks were so deeply indebted that their shares were without

value.  With improvements appearing  in the economy from 1933, and with the

finantial  reconstructions that had been  completed ,  i tbecame poss ib le  for

the banks to sel1 part of their shareholdings in the closing years of the

1930s. The shares of the larger companies then caused  mast problems, and

even  though Svenska Handelsbanken was able to dispose  of a number  of hold-

ings in reconstructed companies between 1935 and 1937, substantian blocks

st i l l  remained  in  the  bank’s  portfolio at the outbreak of war.

The liquidation of holdings was carried out in different ways by different

banks. AB Göteborgs Bank was alone  among  the larger banks to dispose  of in-

t e r e s t s  on a rea l ly  large  scale; the position of the bank was weak after

the Kreuger collapse and the crisis  of the 193Os,  and no fewer  than three

thorough  screen ings  o f  loan  and security portfolies  were carried out.  This

led to a reconstruction in 1935, when new capita1 was subscribed  and the

original capita1 written down  by 50 per cent. The shaky standing of the

bank, and the need to show book profits for purposes of internal depre-

ciation  and reserves,  prov ides  an  explanation  for the sale of the greater

part of the share  portfolioat the end of the 1930s and beginning of the

1940s; most of these shares were sold to independent buyers with whom the

bank  had  ne i ther  direct  or indirect  associat ion. 9

In  1937 ,  even before  the feur-year  period of grace had expired,  S k a n d i -

naviska Banken solved the problem by transferring certain  holdings from

its  own  por t fo l i o  to  a newly-formed  Company,  A B  C u s t o s .  T h e  structure  of

Custos resembled the shareholding companies that had been  established as

off-shoots of the Swedish commercial  banks before and during  World War 1,

but  there  were significant  differentes  in  that  Custos ,  f rom i ts  Art ic les

of  Assoc iat ion, was  to be a purely  adminis trat ive  or  ho ld ing  Company,  and

that  i ts  shares, enly  a l i t t le  later  in  1939,  were t o  b e  i n t r o d u c e d  on

the Stock Exhange.

The Custos shares carried an extreme differentiation  in voting  rights,

and this made it possible for Skandinaviska Banken to control  the Company
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through a small number of close associates. The share capita1 at the time
of formation consisted  of 1,200 preference shares and 122,800 ordinary
shares, all with a nominal value of SEK 100. The preference shares,
whichwereheld by board associates, were each worth 100 vetes, while
the ordinary shares were entitled  to only ene vete; as a result, the
weight of the preference shares gave the board of the bank control of
almost half the maximum rumber of vetes that might be represented  at
company meetings. According to a Bank Inspection investigation of bank-
associated companies in 1945, there also existed an agreement between
the preference shareholders and Skandinaviska Banken that guaranteed
that the heavier vete-carrying  preference shares could not pass out-
side the control of the board.

The assets acquired by Custos from Skandinaviska Banken in 1937 were
priced at SEK 20 million, though the market  value was calculated at al-
most 30 million. Between 1937 and 1945 the book value of the Custos
holdings more than doubled, and by the end of the war it had reached  al-
most SEK 50 million. The 1945 Custos portfolio was dominated by holdings
in steel milis and foundaries located in central Sweden. Custos owned
the majority of the shares in companies such as Hellefors, Riddarhyttan
and Vargön,  groups with somewhat differing manufacturing profiles for
steel, pulp and paper, and also in Oxelösund, which at the tima was pri-
marily  a manufacturer of pig iron and sheet glass. There was also an im-
portant minority of the voting  shares of Svenska Tändsticks AB, and a
dominant halding of the voting rights in Huvudstaden, the largest real
estate company in the country and owner of some of the most Lmportant
retail  and office  properties in central Stockholm.

The system of voting differentials that provided the strong ownership
bond to the management of Skandinavbank tame to an end in 1946, when
for voting purposes the Custos preference shares were equated with the
ordinary shares. For a lorigg" period after the war Custos nevertheless  re-
mained a company closely allied to Skandinaviska Banken both by owner-

1
ship and tommon  board members. The visibility of the Custos-Skandinaviska
Bank association,,) 7. . . . as pointed out in the w of this paper, did

c
!_<:: not decline until the 1970s.

In November, 1943, tame Svenska Handelsbanken's  turn to clear out its
share portfolio. In an invitation to the ordinary shareholders, the bank
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talled for subscriptions  to the shares of a new company, AB Industri-
värden, which had secured  the right to acquire a lax-ge part of the
shares that the bank had been obliged to take over during  the crises
of the 1920s and 1930s. Svenska Handelsbanken's  reason for choosing
to transfer shares to a halding  company, as stated on the invitation,
was that this was firstly the most suitable method of selling such sub-
stantial  holdings; setondly,  if they so wished, in this way the share-
holders of the bank would have an opportunity of retaining an economic
interest in the companies concerned.

The construction of Custos clearly provided the model for Industri-
värden. Share capita1 and voting rights were organised on similar lines,
with a smaller  number of ordinary shares held by members of the board of
the bank, and a much larger  rumber of ordinary shares available to the
'outside' shareholders. The holders of the preference shares were guaran-
teed control  through the same 100 to 1 voting-entitlement differential
adopted by Custos. The Industrivärden shares were introduced to the Stock
Exhange in 1945.

The market value of the assets acquired by Industrivärden when it was
founded in 1944 was estimated at SEK 58 million. The portfolio underwent
no great changes in the first years of operation. Holdings included those
shares in Bergvik & Ala and Hammarforsens Kraft AB that earlier had been
owned by Svenska Cellulosa AB; the acquisition permitted a major recon-
struction of Svenska Cellulosa, which was heavily indebted to Handels-
banken. The Industrivärden portfolio was clearly and specifically built
up from the outset to produce a diversified distribution of shares re-
presenting a cross-section  of Norrland power generation and forest in-
dustries, traditional foundry, metal and workshop industries, textile
companies, and the chemical industry.

In the Companies Att of 1944, when it tame into forte in 1948, a new re-
gulation prohibited the voting value of any share from exceeding  the vot-
ing value of other shares by a factor  of more than ten. The ruling was

applicable enly to companies formed after the Att tame into forte, but a
first step had been taken towards  the principle that equal risks should
carry equal rights. Industrivärden, like Custos, moved to introduce a high-
er leve1 of democracy to their voting structures; in 1947 Industrivärden
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voted to buy out its own preference  shares, and from then o" each share

carried equal voting rights and entitlements. The association with Han-

delsbanken became less apparent, but eva" today (1987) Industrivärde" is

an investment company closely  tied to Handelsbanken through both tommo"

board members and mutual ownership.

Stockholms Enskilda Bank was the last of the major banks to dispose of

its shareholdings. The old Providentia group was dissolved in 1946, when

the greater part of the portfolies  of both the bank and Providentia were

transferred t" the newly-formed Förvaltnings AB Providentia. The share-

holders  of Stockholms Enskilda Bank were given priority in the purchase

of the share issue of this holding company. The voting entitlements of

the shares were democratically ordered  right from the start, with all

shares carrying the same rights. The toncentration  of share-ownership

with the bank anyway rendered  unnecessary a differentiation in voting

rights; the dominante  of the Wallenbergs in the "ew company was assured.

At the time of the transfer the assets were priced at something mora than

SEK 41 million. There was a corresponding market  valuatio" of SEK 56 mill-

ion, and a hidde" reserve of about SEK 15 million was accordingly trans-

ferred from the bank to its shareholders. 10

IV

Market Structure, Banking  Groups, and Client Relationsbips

When Stockholms Enskilda Bank established Förvaltnings AB Providentia in

1946, the ownership groups associated with the larger banks had very

largely settled  into the organisational forms that would remai" for the

next quarter-century. For many years the owner-groups associated with

the banks and their affiliates were a contributory factor to the stable

relations that existed  between the banks and industry - a notable feature

of Swedish business life in the years following World War 1. The exist-

ence of these groups, and their spheres of interest, vas withnut dorlht

a feature of considerable significance in the process of industrial

change, not least because  of the degree to which they were able to in-

fluence mergers and the various  industrial combinations that were tried.
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To same degree the merger of Skandinaviska Banken and Stockholms En-
skilda Bank in 1971 brought an end to the solid and clear owner rela-
tionship that had existed  between banks and industry. The Wallenberg
Group, for instance, once so closely associated with Stockholms En-
skilda Bank, has by no means the same connections with the amalgamat-
ed Skandinaviska Enskilda Bank. The Wallenbergs today are more of a
purely family investment group, with the administration and weight
of the family holdings personified in one individual, Peter Wallenberg.

The earlier relations between Skandinaviska Banken and the two invest-
ment companies, Custos and Säfveånf also changed after the merger, be-
coming less apparent. Today there are no tommon board members, although
some leve1 of association between the old investment companies and the
new Skandinaviska Enskilda Banken has been continued through the differ-
ent foundations and trusts that the Bank administers.

Still, at the end of the 197Os, and before  the turbulent Swedish stock
markets of the 1980s psved the way for new groups of shareholders and
ownership  groups in the Swedish business world, the historital  links
between the industrial and the banking sector  of the economy were ob-
vious. Among the six largest shareholding groups in the Swedish private
sector in 1979, no fewer than three were, or had been, closely  allied
to the three largest  commercial banks in the country - Svenska Handels-
banken, Skandinaviska Banken, and Stockholms Enskilda Bank.

In 1979 the Wallenberg or former Stockholms Enskilda Bank Group were
clearly  the largest investment group in the Swedish private sector. More
than 220,000 people, over 10 % of the total private sector work forte,
were employed in companies tied, in one way or another, to the Wallenbergs
sphere of influence - and if Sweden's larger torporations alone are con-
sidered, i.e. those employing 500 persons or more, then, in the same
year the Wallenberg Group of companies accounted for about 27 % of the

total. The setond largest  group was the clearly defined circle associated
with Svenska Handelsbanken and its Industrivärden halding Company; these
had interests in companies employing more than 171,000, corresponding to
21 % of the work forte of the larger torporation  category.
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The next largest groupings, The Federation of Consumers'  Cooperation,

The Publit Pension Fund, (Allmänna Pensionsfonden) and The Federation

of Farmers' Cooperation, owned interests bearing upon much smaller num-

bers of employees - 103,000, 97,000, and 86,000, respectively. In sixth
place tame the eld Custos-Säfveån-Skandinavbank Group, with investments
corresponding to 5 % or more in companies with about 81,000 employees.
The total share-owning interests of the old banking groups at the end
of the 1970s thus provided  employment  for almost one quarter of Sweden's
private sector work forte, and upon no less than 56 % of thos working in
the larger companies."

As has been shown in this presentation, it was a lengthy process of evo-
lution that led to the formation of the bank-associated groups that be-
tame so characteristic of Swedish business life during  the post-war pe-
riod. In an attempt to get closer to an explanation  of how and why this
banking influence tame about, som specific features of developments on
the empirital  leve1 warrant  additional tomment.

The investigation has clearly shown that the Swedish commercial banks
lorigg" before World War 1 - and before the new banking laws of 1911 -
engaged heavily in venture capita1 mobilization for industry. Their
business in shares, though forbidden up to 1912, was operated either
by different consortia  or by associated companies, the capita1 of which
was furnished by the banks. Thus, the establishment of banking  groups
for employing bank capita1 for industrial purpose was an early innova-
tion.

Around the turn of the century, influenced by the relative shortsge  of
capita1 in Sweden, a change  in attitude took place as regards banking
functions. Developments in Germany were a considerable spur to this
change; the older deposit bank system, with its clear emphasis on se-
curity, was pushed aside in favour of new, more venturesorne activities,
and the operations of the banks were broadened to include  the issue of
bond loans and, later, of shares. To help create the conditions necess-
ary for a more rapid process of industrialization, the banks had to be-
come actively engaged in the raising of venture  capital.

The economic upswing by World War 1 had considerable hearing on continu-
ing developments, and the arrival of boom conditions coincided with the
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1911 law that sanctioned direct bank participation  in share-trading ac-
tivities. The tremendous increase in the rumber of share ismes at the
time was an outcome not only of the number of placement possibilities
that opened as a result of the sharebuying operations of the banks and
their issuing companies; both interest  rates and a system of progressive
corporate taxation favoured  the issuing of shares, and fund raising by
means of capita1 increase was a cheaper alternative than either bond
loan ismes or bank borrowing. 12

The rash of ismes during World War 1 was followed by two major crises -
deflation at the start of the 1920s and the Kreuger collapse of the early
193Os, and in a very tangible way both helped give rise to strong bank-
ing ownership and influences in Swedish industry. The aftermath of these
upheavals was to result in increasingly restrictive legislation against
any intermingling of the loan and entrepreneurial aspects  of banking ac-
tivity.

When share purchase rights were withdrawn  in the 1920s and 193Os, first
in 1922 (1927) by prohibiting the commercial banks from owning shares in
holding companies doing business in shares or property, and in 1934 (1938)
through a more general prohibition, the regulating authority, the Bank In-
spection Board, adopted a relatively 'soft' approach. What happened, in
essence, from the end of the 1920s to the middle of the 194Os,  was that
the banks transferred their assets first from wholly-owned subsidiaries
to their own portfolios, and thence to formally independent associate com-
panies which, by means of preferential voting systems or a toncentration
of ownership were anyway controlled by the bank managements.

From the viewpoint  of banking security - which of course was the Bank
Inspector's first cancern  - this was nevertheless  an important  step to-
wards limiting bank speculation.  Security for depositors' money improved
when shareholdings were separated from bank assets; the banks were able
to amid incurring both commercial risks and the risks associated with loan
operations. From the administrative viewpoint, toa, there was an important
differente between shares held by a directly  subordinate Company or by a
formally independent, exhange-listed  investment Company.  Exhange-listed
companies, with same outside distribution of shares, are subjett to publit
scrutiny to a quite different degree than are wholly-owned subsidiaries.
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Accounts are analysed  in business magazines and in the finantial  columns

of the daily press, and outside shareholders, even if they do not dominate

the company, are unlikely to stand idly by, watching obvious mismanage-
ment of 'their' company.

In the upheavals that followed the spate of issues in the setond decade
of the century,  and in the deflationary crisis of the 192Os, there is
clearly good empirital support for an explanation  of commercial bank ow-
nership in Swedish industry. In the wake of these crises there was a vigor-
ous expansion of ownership by banks; forzen claims were converted to shares,

and the banks participated in the establishment of numerous new companies,
and in reconstruction operations, in anticipation of same future recoup-
ing of losses incurred.

It is obvious, however, that the greatly enlarged  bank and banking group
ownership in Sweden, which was primarily  a result of the deflation cris-
is of the 192O's,  was actually a hastened development whose roats can be
traced back to the prewar era. It is also quite evident that bank manage-
ments, in the 1930s and 194Os,  very reluctantly liquidated holdings and
relinquished control over companies in which, by virtue of economic  ne-
cessity, they had obtained ownership interests in the 1920s.

Due to increasingly restrictive legislation on bank stock ownership during
the interwar period, Swedish commercial banks were forced to concentrate
more on pure credit-market  activities. The postwar deflation crises do not
explain why the commercial banks later on were unwilling to divest their
ownership and entrepreneurial functions  in their capacity  as bank groups
by building closely tied companies for portfolio management and investment
activities.

Decisions to invest bank capita1 in industry were made by leading persons
in bank management or by the bank management collectively. It is there-
fore necessary to explain actions - bank behaviour - in terms of the mo-
tives the actors may have had for utilizing funds at their disposal  for
investments and stock transactions. Consequently, the behaviour and goal
functions  of actors are brought into sharper  focus. Empirital changes  can
then be seen as restrictions on goal functions,  that is, they can strength-
en or weaken,  but also influence and alterthe  actual behaviour.
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An obvious but fundamental explanstory  factor is capital's striving to ex-
ploit new areas in the pursuit of profits. When deposits  began to accumulate,
commercial banks had large funds at their disposal, which provided an oppor-
tunity for investment in different forms. Capita1 funds could be utilized
for loms but also for business in currencies, bonds, property and stocks.
Rudolf Hilferding interpreted the increasing influence of banks over in-
dustry in the early twentieth century as a law-determined process in the
development of the capitalist system. Banking capita1 increasingly dominat-
ed over industrial capita1 in a qualitatively new form, talled finante cap-
ital. 13 If we understand Hilferding's thesis as a theory of goal functions
and their logital consequences  with a given set of external conditions, his
interpretation of events would then have an explanstory value independent
of how subsequent events actually developed. The theory is based on the
idea of the profit-maximizing  individual who acquires power and influence
in industry partly by access to large capita1 funds and partly by exploit-
ing new finantial instruments that accompanied the rising of the limited
liability Company  as an institution.

The tentative model employed in this study ca" in many aspects be seen as
a complement to Hilferding's theory, nonetheless it involves a radieally
different explanation. In his theory, Hilferding stresses profit maximiza-
tion in industries where banks wield ownership influence, but the ultimate
purpose of these banks is to create monopoly profits by means of mergers

and the creation of cartels. The explanation  offered  in this study is based
on the assumption that bank behaviour vis-à-vis industry is rational from
the viewpoint of profit-optimization, totally irrespective of eventual
monopoly tendencies within industry.

The rapid economic development in Sweden from the end of the 1890s was a
hectic Griinderzeit  in industry. This era was characterized by optimistic
and often overoptimistic expectations of latge and quick business profits
in the exploitation of natural resources, new markets and new inventions,
and in connection with mergers and industrial reorganisation. With the
growth of new finantial techniques - one of the basic elements of
Hilferding's theory of finante capital's growing position of power -
the new areas of industrial activity naturally attracted bank capital. 14

Although many of the more substantial  ownership  engagements of Swedish
commercial banks in industry from the 1920s were beset with difficulties,
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it is probable that on a general leve1 the basic motive to maximix capit-
al returns lay behind the disinclination  of bank management to divest its

industrial interests. The period following the crisis of the 1930s was a

period of extremaly low interest rates, and the returns on stock invest-
ments were significantly  higher than those on loans. At that time, from
the mid-1930s,  stock dividends in industry began to stabilize  and corre-
late with annual profits to a lesser degree than before, while stock no-

’ tations generally began to rise again.
!

Stocks became therefore not as

!
/ risky an investment as they had been earlier.

Nonetheless,stock  ownership involved a greater risk than other forms of
capita1 investment. Even if this is taken into account, and allowance  is
made for risk premiums in comparing  returns on stocks and on loans,
capita1 returns would have probably been important for explaining the
unwillingness of commercial banks to divest their stock holdings. This
was especially  true for a bank management that wanted to favour stock-
holders. These were always given precedence in subscription  offerings

for stocks in the new subsidiaries - Custos, Industrivärden, and För-
valtnings AB Providentia - which were formed in the 1930s and 1940s.

When the bank managements decided to transfer industrial interests from
the banks' portfolies to formally independent investment and holding
companies, consideration of stockholders obviously played a role, even
if it was hardly a decisive ene. For example, in the prospectus for
the new stock issue  in Industrivärden in 1943 Svenska Handelsbanken
motivated the building of the company and the precedence given to share-
holders in stock subscriptions  in terms of the opportunity for share-
holders to retain the economic interests in business that they hade earl-
ier owned through the bank. In SEB, where bank management was also the
major stockholder, the return on capita1 can have provided a decisive

argument for the decision  to retain industrial assets in closely affili-
ated investment firms within the bank group.

However,  form 1934 yields on alternative capita1 hardly played a signific-
ant role for the banks in their capacity as a business. New stock acqui-
sitions were prevented by law. Once the commercial banks had divested
their stock portfolies  and transferred the stocks to formally independ-
ent holding companies, the actual or expected differente between stock
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returns (with a reduction for risk premium) and the returns from loans
was not significant for the banks profit.

It is clear,  however, that the banks as incorpostated businesses, and
the bank managements  that represented  the banks' interests, were not
willing to relinquish their influence in industry. In the two major
banks with diversified interests, Skandinaviska Banken and Svenska
Handelsbanken, the bank managements secured control over the newly
formed  investment firms by means of strongly differentiated voting
arrangements in the stocks of the new companies. With its concentrated
ownership, SEB was able to keep control strongly anchored in the bank's
management. What were the interests of the commercial banks as organiza-
tions in maintaining their ownership influence in business? Why was
control in industry important for the banks?

As indicated earlier, Hilferding strongly emphasized  the profit motive
as a fundamental goal function for the behaviour of actors in the capit-
alist system. He maintained that the strivings of banks to eliminate
tompetition  and create a monopoly  to obtain monopoly profits in differ-
ent industrial areas explained the banks' behaviour vis-à-vis industry.
The growing bank influence made possible the consolidation of industri-
al capita1 in different branthes in order to maintain and raise the pro-
fit rate. The interests of banks and industry coincided in this respect.
For the banks, the risks involved in extending credit were reduced when
tompetition decreased between different companies in which the bank was
committed; and as a stockholder, the bank received a part of the result-
ant monopoly profits.

From the perspective of a century, it is obvious that the participation
of Swedish commercial banks in the industrial transformation process
often focused on company reconstructions and that mergers, cartels and
other forms of collaboration between companies became important instruments.
Uhether  the ultimate  purpose was to create "monopoly  profits", to
strengthen the ability of industrial companies to survive and develop
in competitive markets, or just to make an activity profitable, is a
question of determinant leve1 and perspective. Empirital evidente pro-
vides support for all these aims: for example, the collaboration of the
Handelsbank in the creation of the so-called Liquor Trust 1906-1910
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(monopoly) or its contribution to the creation  of the Fagersta company

in 1926 (survival and profitability). Still it can be maintained that
the efforts of the banks and bank groups to a greater degree  cm be ex-
plained  by the competitive situation existing within the commercial bank-

ing system than by the competitive situation within industry, in which the
banks had acquired influence.

The market in which the Swedish commercial banks operated  from the end of
the nineteenth century until the 1960s was largely a market for credit and
finantial services. The commercial banks were special banking institutions
designed to provide services for companies and businesses. The services
offered included everything from supplying credit, underwriting  stock issu-
es and trading  in securities to providing sureties, arranging payments,
collecting debts and currency trade. The household sector  - especially
bank deposits of wealthy individuals - had same significance in the be-
ginning, but up to the 1960s it contributed only marginally to the client
basis of commercial bank activities.

The commercial banks operated in several different "markets", for example,
in currencies,  bonds and even stocks. However, the primary function  of the

bank was to provide credit. The credit market's mode of functioning is
therefore very important in explaining the banks' behaviour in relation
to each other and in relation to their clients ("credit tonsumers").

The Swedish credit market had all the characteristics of an oligopolistic
market, even if the provision of credit allows for both client profiles and
the segmentation of regional markets. While regional marker segmentation,
which gives 10~1 and regional provincial banks a certain autonomy in their
relations with each other and with the large nationwide banks, has generally
declined in the twentieth century, the conscious specialization towards
different client groups has increased. To-day, there are sub-markets in
Sweden with special credit institutions for farm loans, real estate loans,
shipping, export and even for municipalities  and small businesses.

If we limit ourselves to the commercial banks' main area of activity, i.e.
providing loans to industry and trade, it is obvious  that oligopolistic
tendencies in this market had grown strong in the twentieth century. The
munber of Swedish commercial banks reached  its peak in 1908 with 83, but
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thereafter there followed a period of rapid and extensive toncentration.
which was especially  noticable during the First World War and in the ear,-
ly 1920s. By 1927, the number of commercial banks had declined to 28;
after the Setond World War the number was down to 22; and by the end of
1986 there were enly 12 commercial banks active in Sweden. However, in
recent years tompetition among banks has changed character considerably,
in part because savings and farmers banks have acquired commercial bank
functions, and in part through the rapid growth of finantial firms during
the 198Os, many of which are completely independent of the established
commercial banks.

LJp to the 198Os, however, a situation existed where the number of competi-
tors who furnished business credits  was greatly reduced, while at the same
time potential tompetition  was effectively hindered by legislation. Poten-
tial tompetition  from foreign banking  firms was eliminated  by the establish-
ment ban on foreign baking firms in the Swedish market, and from 1912 gener-
al controls on the establishment of banks - extended to include banking
torporations  - affected the entire commercial banking sphere. It can quite
simply be argued that market entry was effectively blocked. New establish-
ments sinte the mid-1920s have been extremely few. The new commercial banks
that have arisen have often been formed for special purposes. 15

The effective  ban on market entry and the greatly reduced rumber  of commer-
cial banks enhanced  the possibilities of collaboration  among the remaining
commercial banks. When the Svenska Bankförening was formed  as an interest
organization for privately owned banks in 1910, one of its primary tasks
was to set up a regulation of tompetition. The demand for credit and bank
services was growing very rapidly at this time, and tompetition  between

banks was most fierce  over deposits. The prior interest rate agreements
applied  specifically to interest  rates on deposits, bot from the 1920s
interest  rates on loans were also included in the agreement.

Increased collaboration  aiming at control of tompetition  suggests that the
primary markets for commercial banks were very competitive enes, despite
the reduction  in the rumber of actual sellers. Regional markets were no
longer  protected in the same way as before by distance and related factors
such as difficulries in management and the lack of good communications.
The rumber of lotal offices  and affiliates grew rapidly. The larger commer-
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cial banks extended their activities to ever greater parts of the country,

and the new nation-wide commercial banks competed fiercely with each other,
as well as with regional banks and lotal savings-and-loan  banks.

After the 1920 crisis, the market for bank credits did not grow so fast,
neither in real nor in nominal terms, and after the depression in the be-
ginning of the 1930s the needs for business loms declined substantially as
a consequence of increased self-financing and the breakthrough of the so-
talled consolidation movement. Gompetition  between thermainingcommercial
banks for lom customers became much mor intensive , and it became increas-
ingly important for comercial  banks to safeguard their network of client
connections that they had established and developed at great cost and ef-
fort.

An aspect of the market situation is that from the buyer's viewpoint,
loans as such ars a very homogeneous product. Given similar conditions,
the buyer is indifferent to whether the loan comes from bank A or bank
B: he is minly interested in obtaining a loan when the med arises.  In
a tearket  where a basically homogeneous product  is supplied by a limited
number of sellers, and where tut-throat price tompetition  is avoided by
agreement, other means of tompetition acquire decisive importante.  One
method is to adjust the terms of the lom to the needs of the client and
thereby differentiate the product package. Another competitive device,
especially important for commercial banks, is to maintain a high leve1 of
liquidity in order to meet the arising credit needs of clients.  A third
means is to develop skilled competence in other service areas and thereby
establish a sort of trademark or special profile  in relation to other
banks and credit institutions. This understores  the significance of a one-
bank connection  and bank ownership evan for industrial torporations.

Market insecurity in the oligopolistic market situation could, however,
be significantly  reduced if commercial banks tied their clients closer to
them. A Company with great bank debts had little possibility of changing
banks. The crisis of the 192Os,  which was characterized by growing bank
debts, effectively contributed to the strengthening of network relation-
ships between the Swedish banks and Swedish industry. When the volume  of
business debts declined during the 1930s and 194Os, the influence exerted
through ownership  interests provided  a guarantee  that these established
client connections "ers maintained. As in the industrial Gründer-period,



prior to the First World War, tompetition  between commercial banks for cor-
porate clients vas razor-sharp.

In such a situation, a minority interest, which vas in a position to influ-
ence the choice of Company  bank, appeared as a rational urarket  investment on
the part of the larger commercial banks to "control demand" of bank services.
The reduction  of market  insecurity in thls manner  appears to be a consistent
form of risk-avoidance behaviour , which at the same time could be expected
to lead to long-term optimization of profits.

This interpretation is strongly supported by an investigation  entitled
Bank, Investmentbolag, Bankirfirma. Stockholms Enskilda Bank 1924-1945
(Commercial Bank, Investment Company, Banking Firm), which has just been
published by Norstedts Publishing House. The Wallenberg management gave
priority to maintaining client relationsbips and pursued it quite conscious-
ly. In relation to the other larger commercial banks, Stockholms Enskilda
Bank cultivated its special area of competence  and connections within the
Swedish and international finantial  and business community  as a means of
improving  its competitive  position. Furthermore, the bank management pur-
sued its demands for consolidation and liquidity. in order to be able to
meet suddenly arisen credit needs. The bank management made continual  ef-
fortstotie the companies even closer. as clients; this vas a basic prin-
ciple in the relationsbips between the bank, the Wallenberg group, and the
companies linked to this group.

Whenever changes in the Wallenberg group's ownership  interests and member-
ship in the different companies' boards of directors were discussed.  the
bank management had to address the extremely important question of how
the bank's contacts with the client companies  would be affected by the
changes. If it had decided to divest an ownership interest, oral or written
agreements were regularly made with the Company so that it would remain  a
client with SEB. Agreements of this kind were made, for example, when stock
interests in Svearederiet were sold to Torsten Kreuger in 1928. when Elektra-
verken was sold to the Osram Company in the same year, when Kol & Koks was

sold to the Beijer group in 1935, when Wedevågs Ironworks was sold in 1936,
when Stockholms Transport& Bogseringwas sold in 1938. whenwiklundswas  sold
to Nymans in 1939, and when the group's stock holdings in Köpings Mekaniska
Verkstad were sold to Volvo in 1942. The many examples of a stritt percent-
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ual distribution of the business of certain multiple-bank clients noted

in the presentation (for example, ASEA, ASJ, Orkla, Rörstrand, Svearede-
riet, Finnboda, Wifsta varv) were also an outcome of the same market re-
gulative efforts of the larger comercial banks.

However, what a clause that regulated future client relationsbips between
a Company and a bank following divestment  of ownership interest  is worth
is a matter for discussion.  It was a disappointing experience for a bank
that its client relationsbips with a Company  ceased after the Company  had
been sold off to outside interests. Obviously, the bank management saw in-
fluence via a minority  interest as a guarantee that client relationsbips
would be maintained. 16

There were internal fortes in the commercial banking market structure it-
self that worked in such a manner  as to give rise to bank-dependent in-
dustrial spheres in Sweden. It is very probable, that Swedish commercial
banks strove for profit maximization - at least in the lorigg"  term - while
at the same time seeking to minimize  market uncertainty by means of client
control, i.e. they pursued a policy of risk avoidance.

It is important once again to understore the fatt that both the boom in
new issues during the First World War and the ensuing postwar crisis creat-
ed a situation in which banks were able to exert stronger influence  over
Swedish business. The strong influence of banks in industry  during the
1920s. together with the Kreuger crisis in the beginning  of the 1930s. ex-
plain in turn the politital  interventions that changed the institutional
prerequisites  for commercial bank activities in the interwar period. These
.institutional changes, which found expression  in an increasingly  restrictive
legislation towards (commercial) bank ownership in business were nonetheless
unable to alter the banks' fundamental competitive  behaviour. There were
still opportunities for banking group ownership to continue and be consoli-
dated.
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Footnotes

R. Hilferding, Das Finanzkapital. Eine Studie iiber die jüngste Ent-
wicklung des Kapitalismus. Wien: Ignaz & Co., 1910, pp. 283-284.
Here, Rudolf Hilferding defines  finante  capita1 as "Bankkapital,
also Kapital in Geldform,  das ,.. in industrielles Kapital ver-
wandelt ist".
Some vears ano Hilferdina's classic work was uublished  in Enrrlish.
Finanie Capi;al: A Study-of the Latest Phase bf Capitalist Develop-
ment. London: Routledge & Kegan Paul, 1981.

A valuable contemporary investigation that highlights the differentes
between the British and German banking systems is A. Weber, Depositen-
banken und Spekulationsbanken. Ein Vergleich deutschen und englischen
Bankwesens. München & Leipzig: Duneker & Hombolt, 1915 (2nd ed.).
A more recent investieation that partiallv  modifies  the traditional
view of British commercial banks as reluctant to speculate, and to
favour short-term, self-liquidating loans, is P. Cottrell, Industrial
Finante 1830-1914. The Finante and Organization of English Manufactur-
ing Industry. London: Methuen. 1979, esp. pp. 210-244.
The importante  of commercial banks for industrial development in Sweden
in the first decades  of this century  is discussed in a fresh and inter-
esting way by Ragnhild Lundström in her paper "Banks and Early Swedish
Multinationals" in Multinational Enterprise in Historital Perspective,
edited by A. Teichova, M. Lévy-Leboyer 6 H. Nussbaum, Cambridge Univer-
sity Press 1986, pp. 200-217.
The preparatory  work for the banking law of 1911, and its allowance  for
banks to acquire shares has Tecently been treated by Sven Fritz in a
penetrating paper "Frågan om affärsbankernas aktieförvärvsrätt under
1900-talets  första decennium" in Från vid fält. Festskrift till Rolf
Adamson 25.10.1987, Stockholm 1987, pp. SV-85

The early history of Providentia is in 0. Gasslander, History of Stock-
holms Enskilda Bank to 1914. Stockholm: Esselte, 1962. Concerning
Svenska Emissions AB, see K.-G. Hildebrand, Banking in a Growing Economy.
Svenska Handelsbanken sinte 1871. Stockholm: Esselte.  1971.

In the new banking laws of 1911 it was prescribed that a commercial bank
of a specified minimum size - an equity capita1 of a minimum of SEK 4 mil-
lion - was allowed to acquire shares, if its reserve fund was larger
than half its equity capital,  e.g. a minimum of SEK 2 million.
The amount of share acquisitions "as anyway limited to the value by which
its reserve  fund exceeded half the value of the equity capita1 of the
bank. This allowance for acquisition was first of all reserved for
shares in those investment banks which according to the 1909 law could
be established for venture capita1 business. Only half of the excess,
not used for acquisitions of shares in this kind of investment banks
couldbeused for acquisitions of other types of shares (Banking Law
of 1911, SFS 1911:74, 548; se further E. Söderlund, Skandinaviska-
Banken i det svenska bankväsendets historia 1914-1939. Uppsala:
Almqvist & Wiksell, 1978).

To investigate the extent of industry's dependence on the banks, and
how the situation could be corrected, was one of the first responsi-
bilities of the 1924 Banking Gommission, whose report was published
as SOU 1927:ll. The work of this Gommission was continued by the new
Banking Gommission  that was established following the Kreuger crash
in 1932 (SOU 1932:30).  The most concise expressions of criticism-
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against bank influence over industry were in the so-talled  Severin
investigation in the middle of the 1930s; this was published as an
enclosure  to Betänkande om folkförsörjning och arbetsfred under the
heading "Bankerna och maktkoncentrationen inom svenskt näringsliv",
(SOU 1935:66, encl. 15).-

6 Government Bill No. 182 of 1921. Banking  Committee's report No. 52
of 1921, Parliamentary communique No. 289 of 1921 and SFS 1921:413
as regards changes to paragraphs  48 and 164 of the 1911 Banking Law.

7 sou 1927:11,  p. 73.-

8 Quoted from SOLI 1932:30,  p. 49. See also Government Bill No. 74 of-
1933, Banking  Committee's report No. 29 of 1933, Parliamentary com-
munique No. 196 of 1933, and SFS 1933:277,  pp. 468-469.-

9 Concerning the Göteborgsbank crisis and sale of shares, see Investi-
gation Report of the Bank Inspection Board, AB Göteborgs Bank, val.
78-79 and 124-126, FIab, The National Swedish Retord Office (RA);
see also the business weekly Affärsvärlden and its commentary on the
bank's  published accounts, e.g. 23.2.1933, 24.1 and 22.2.1934; 17.1.
1935; 13.2.1936; and 18.2.1937.

10 On the formation and banking groups'  connections of Custos. Industri-
värden and Providentia, see E. Söderlund, op.cit., pp. 295-298, 342-343,
and 379, SOU 1968:3, The Structure and Functioning of Credit Markets,
particula;l;  pp. 47-51.
Concerning the establishment of Förvaltnings AB Providentia in 1946,
a more detailed account is in U. Olsson, Bank, familj och företagande.
Stockholms Enskilda Bank 1946-1971, pp. 55-61.

11 Information from Ägandet i det privata näringslivet. An investigation
by Statens Industriverk, SIND 1980:5.  Stockholm: Liber 1980, pp. 61-66,
90-94, 100-105, 119-132, and 177-198.

12 K. Sågvall-Ullenhag, AB Åtvidabergs förenade industrier med föregångar.
Uppsala: Almqvist & Wiksell, 1970, p. 74. See also A. Ostlind, Svensk
samhällsekonomi 1914-1922. Stockholm, Svenska Bankföreningen 1945,
pp. 272-273 and 281-286.

13 R. Hilferding, op.cit., pp. 218 et seqq.

14 E., pp. 111-123.
A general description  of the growing deposits in commercial  banks during
the end of the 19th century and the expanding sectors for loans in build-
ing and construction and for industrial development, is to be found in
1. Nygren, Från Stockholms Banco till Citibank. Svensk kreditmarknad under
325 år. Stockholm: Liber 1985, particularly pp. 51-65.

15 This refers to Sparbankernas Bank and Föreningsbankernas Bank, for examp-
le. which were founded,  resuectivelv, by the Swedish savinas and so-call-
ed association banks - the latter part of the Federation of Farmers' Co-
operation. The intention was to make possible a broader range of servic-
es for these highly specialized banks. Neither these nor the state-owned
PK Bank are owned by private capita1 in the true sense, and consequently,
the number of privately-owned  banks in Sweden in 1986 is no more than 10.



31

16 Competition for cooperate clients, and the med to suafeguard estah-
lished  tustomer relations as motivation for the founding of the larg-
er halding companies at the end of the 1930s and during the 1940s is
also stressed  hy Bank Inspector  K. Wulff in a PM of 1946 ("PM on the
Holding Companies  of Commercial  Banks", May 1946, Banking  Gommission
of 1901, Archives of Government Comittees,  g).



RESEARCH REPORTS

1. Bo Gustafsson:

2. Mats Essemyr:

3. GSran Rydén:

4. Alf Johansson:

5. Lena Sommestad:

6. Li Bennich-Björkman:

7. Håkan Lindgren:

8. Alice Teichova:

9. Lynn Karlsson fx
Ulla Wikander:

10. Bo Gustafsson:

11. Mats Morell:

12. Ragnhild Lundström h
Kersti Ullenhag:

13. Kersti Ullenhag
(editor):

The Causes  of the Expansion of the
Publit  Sector in Sweden during the
20th Century. 1 9 8 3 .

Food Consumption and Standard of
Living:  Studies on Food Consumption
among Different Strata of the
Swedish Population 1686-1933. 1983.

Gammelstilla stingjärnssmedja  - en
manufakturindustri. 1984.

Market.  Nature  and Work: The basics
of verk organization in an nineteenth-
century export sawmill. 1984.

Strukturomvandling och yrkessamman-
sättning: Ala sagverk under mellan-
krigstiden. 1985.

Nationalekonomi och ekonomisk historia.
Inställningen hos nationalekonomer till
ämnet ekonomisk historia 1929-1947.
1985.

International Firms and the Need for
Historital  Perspective. 1985.

Economic Policies  in Interwar East
Europe: Freedom and Constraints of
Action. 1985.

Kvinnoarbete och könssegregering i
svensk industri 1870-1950: Tre
uppsatser. 1985.

Det antiha slaveriets nedgång:
En ekonomisk teori. 1985.

Eli F. Heckscher. utspisnings-
staterna och den svenska livsmedels-
konsumtionen från 1500-talet  till
1800-talet. Sammanfattning och
komplettering av en lång debatt.
1986.

Methodological  Problems in Business
History: Two Papers. 1986.

Books and Articles from the Depart-
ment of Economic History at Uppsala
University. 1986.



14. Georg Péteri:

15. Håkan Lindgren:

The Role of State and Market in the
Regulation of Capita1 Imports:
Hungary, 1924-1931. 1987

Banking  Group Investments  in Swedish
Industry: On che emergence of banks
and associated holding companies ex-
ercising shareholder influence on
Swedish industry in the first half
of the 20th century. 1987


